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If  gnats  had  wheels, 
we'd  make  the  bearings. 


The  Timken  Gompany  and  its  subsidiaries  make  and 
service  bearings  that  weigh  half  an  ounce.  And  bearings 
that  weigh  nine  tons.  Wherever  wheels  or  shafts  turn, 
from  disk  drives  to  drilling  rigs,  from  dental  drills  to 
rolling  mills,  Timk4(|* precision  improves  performance. 


TO  LEARN  MORE  ABOUT  THE  TIMKEN  COMPANY  CALL  330-471-3820 


WORLDWIDE  LEADER  IN  BEARINGS  AND  STEEL 


WHAT  IF  YOU  COULD  PAH  ALL 
YOUR  ESTATE  TAXES, 
SUPPORT  YOUR  FAVORITE  CHARITIES, 
AND  STILL  LEAVE  YOUR  ENTIRE 
ESTATE  TO  YOUR  CHILDREN? 


Barry  Kaye,  foremost  expert 
on  estate  tax  cost  discounting 
and  respected  author 


YOU  CAN ! 


Discover  the  power  of  The  Investment  Alternative!  Call 
(800)  3^3-7^2^  today  for  details  about  this  revolutionary  new 
concept  developed  by  Barry  Kaye  to  protect  and  increase  the  value  of 
your  estate.  And  pay  your  taxes  for  you ! 

Through  the  use  of  his  creative  concepts,  Mr.  Kaye  has  helped  thousands 
of  millionaires  preserve  and  maximize  their  assets,  providing  their  heirs 
with  the  funds  to  pay  Uncle  Sam  without  liguidating  valuable  assets  to 
do  so.  If  you  are  over  sixty  and  worth  $600,000  or  more,  he  can  do  the 
same  for  you.  And,  if  you  gualify,  you  can  pay  nothing  during  your  lifetime. 

According  to  Barry  Kaye;  "Given  a  new  look,  life  insurance  can  be  extraor- 
dinary. It  can  negate  any  loss.  Preserve  any  estate.  Offset  any  tax.  Create, 
preserve  and  optimize  your  assets.  It's  really  simple.  You  buy.  You 
die.  It  pays!  No  other  asset  -  no  investment  product  -  can  do  that." 

Barry  Kaye's  new  book,  The  Investment  Alternative,  will  be  published 
in  199/.  But  you  can  take  advantage  of  his  concepts  now.  (all  for  his 
important  report,  How  To  Increase  Your  Exemptions  From  $600, 000 


To  $143  Million!,  which  contains  valuable,  not  to  be  missed,  information. 
Be  sure  to  ask  for  copies  of  his  ZA-page  report,  Wealth  Preservation 
Strategies,  a  customized  proposal  and  a  consultation;  in  person  or  on 
the  phone.  ALL  ABSOLUTELY  FREE! 

When  you  call,  you  can  also  order  Barry  Kaye's  best-selling  book,  Die 
Rich  and  Tax  Free!  ($29.95)  and  his  3-hour  video  seminar,  Make 
Millions  Save  Millions!  [WW),  both  (a  $130  value)  for  just 
$69.95,  plus  ScrH  and  ST  where  applicable.  MC  and  Visa  accepted. 

(800)  343-7424 


Barry  Kaye  Associates® 
Wealth  Creation  Centers® 

America's  Foremost  Estate  Tax  Cost  Discount  Specialists 


1901  AVE.  OF  THE  STARS,  LOS  ANGELES,  CA  90067 
(310)  277-9400  FAX  (310)  282-0775 
http://www.cybergate.com/barrykaye 

©  1997  Barrv  Kaye  Associates  and  Wealth  Creation  Centers  ® 


Not  Just  Legroom.  Living  Room. 

We  know  there's  more  to  relaxing  than  merely  reclining.  That's  why  we  proudly  offer 
Upper  Class®  by  Virgin  Atlantic.  At  first,  you'll  notice  its  expanse.  The  spacious  atmosphere 
includes  a  lounge  and  bar  area,  your  own  personal  entertainment  center  and  huge  sleeper 
seats  complete  with  sleepwear  and  up  to  15  inches  more  legroom  than  other  business 
classes.  In  addition,  we  treat  you  to  free,  private  chauffeured-sedan  service  to  and  from  each 
airport.  And  remarkably,  Upper  Class  costs  no  more  than  a  business  class  ticket.  So  on  your  next 
trip  to  London,  try  Virgin  Atlantic's  Upper  Class  and  make  yourself  at  home.  For  reservations  and 


information  call  your  travel  agent  or  Virgin  Atlantic  at  800-862-8621. 


■  ' 


virgin  atlantic 


Virgin  Atlantic  Airways  offers  all  non-smoking  flights  to  London's  Heathrow  from  JFK,  Newark,  Los  Angeles,  San  Francisco  and  Washington  (Dulles).  To 
London's  Gatwick  from  Boston,  Miami,  Milwaukee,  and  starting  winter  1997,  Kansas  City.  Service  from  Orlando  is  offered  to  Gatwick  and  Manchester 
Milwaukee  and  Kansas  City  flights  are  via  Boston  on  Midwest  Express.  '  '  4  '■         *  .  • 


It  won't  make  you 
average,  normal 

or  lackluster. 
Unless,  of  course, 
you  already  are 
average,  normal 
and  lackluster. 


Buying  a  minivan  needn't  bring 


on  the  demise  of  your  personality. 


The  happy  truth  is,  you  can  still  go 


shuttling  the  kids  around  without 


losing  your  sense  of  self. 


Our  proof?  The  Odyssey.  It  can 


carry  more  than  the  car  you  drive 


You're  not  Jane  or  John  Doe. 
Which  is  why  we  wouldn't  dare 

try  and  put  you  in  a  minivan 
that  robs  you  of  your  identity. 


Odyssey,  you'll  see  it  maneuvers 
much  like  your  car.  Starts  are  crisp. 


Turns  are  tight.  Going  one  better 


than  your  car,  you'll  sit  tall  on  the 


road.  Though  the  low  step-in  height 


makes  it  easy  getting  in  and  out. 


One  of  the  most  distinctive  fea- 


right  now.  More  family.  More  friends.  More  stuff.  tures  of  the  Odyssey  is  its  rear  seat.  It  disappears 

And  yet  it  manages  to  steer  clear  of  that  army  into  the  floor  in  seconds.  Invite  an  extra  couple  to 

of  anonymous,  clunky-looking  people  movers  dinner,  the  seat  flips  up.  Haul  some  two-by-fours 


commonly  known  as  minivans. 


The  fact  that  it  can  seat  up  to  seven  adults" 


comfortably  may  even  come  as  a  surprise,  given 


its  streamlined,  smart-looking  exterior.  And  with 


Welcome 

To 

MUNDANE 


P 

You  might  feel  that 
buying  a  minivan 
could  very  well 
propel  you  on  the 
road  to  oblivion. 
Happily,  the  Odyssey 
takes  a  detour 
into  a  land  where 

Individuality 
and  Practicality 
peacefully  coexist. 


four  doors  for  easy 


comings  and  goings, 


hassle  and  humilia- 


closing  one  of  those 


heavy,  sliding  doors. 


As  you  drive  the 


Seasons  change.  People  change.  Change  is  inevitable 

and  change  is  good.  But  for  all  the  difference 
the  Odyssey  will  make  in  your  life,  you'll  still  wake  up 
in  the  morning  the  same  person. 


you'll  avoid  all  the  from  the  lumberyard,  and  it's  down  in  a  flash. 


The  Odyssey.  Fighting  the  good  fight  against 


tion  of  opening  and  the  ordinary.  For  a  full  brochure,  give  us  a  call  at 


1-800-33-HONDA,  ext.  156.  Or,  if  you  prefer,  visit 


us  on  the  Internet  at  www.honda.com. 

The  Odyssey  £!□□□□□ 
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Defying  the  jinx 

mcjs  stands  for  Magazine  Cover  Jinx  Syndrome,  a  familiar  dis- 
ease: A  popular  sheet  features  a  person  or  a  company  on  the  cover 
and  the  guy  drops  dead- or  the  company  goes  into  the  tank.  Believe 
me,  we  worry  about  mcjs.  We  don't  want  to  look  stupid  lauding 
somebody  who  turns  out  to  lack  staying  power.  Last  year  we 
screened  our  comprehensive  annual  report  on  American  industry 
and  for  the  first  time  picked  from  it  the  corporate  performer  of  the 
year.  Our  pick  for  1995  was  Hewlett-Packard.  No  jinx  there.  None 
likely,  hp's  star  continues  to  shine  brightly. 

This  year's  pick  is  Chrysler  Corp.  Cars  are  a  notoriously  cyclical 
business,  but  we've  lots  of  faith  in  our  numbers  and  on  the  judg- 
ment of  Jerry  Flint,  who  writes  the  Chrysler  story  (see  page  82). 
Back  in  1980  Chrysler  was  selling  for  under  $1  a  share  on  the  cur- 
rent stock  and  the  number  three  automaker  seemed  headed  for 
bankruptcy.  The  media  said  it  was  a  goner.  Flint  stuck  his  neck  out: 
Chrysler  will  pull  through,  he  predicted.  The  rest  is  history. 

So  last  month  I  asked  Jerry,  "Is  Chrysler  just  lucky  in  1996, 
having  the  vans  and  utility  vehicles  that  people  want?" 

"Hell,  no,"  Jerry  responded.  "They  made  their  own  luck."  I 
informed  Chrysler  boss  Bob  Eaton  that  our  editors  had  decided  to 
expose  him  to  cover-jinx  jeopardy.  Half  seriously,  I  asked  for  a 
favor:  "Don't  let  us  down,  Bob."  There  was  a  moment's  silence. 
Then  in  a  slow,  deliberate  voice  Eaton  responded:  "We'll  be 
making  more  money  five  years  from  now  than  we  are  today."  A  lot 
can  happen  in  five  years,  but  I'm  not  much  worried  about  Chrysler 
falling  under  the  jinx. 

Sweaty  palms 

Last  year  was  a  challeng- 
ing one  for  Forbes'  edito- 
rial staff.  We  finally  cut 
loose  from  our  familiar 
but  outmoded  Atex  com- 
puterized editorial  system 
and  switched  to  a  state-of- 
the-art  Macintosh  system 
using  the  Quark  Publish- 
ing System.  As  anybody 
knows  who  has  ever  had    Technologists  Torres,  Buonocore,  Maynor 
to  throw  away  a  tool    Thanks  for  the  new  tool, 
whose    use    is    second  HMH 
nature  in  favor  of  a  new 

one,  it's  a  wrenching  experience.  That  we  did  so  without  missing 
a  beat  is  a  tribute  to  our  director  of  editorial  technology,  Fredrick 
Maynor.  A  graduate  of  Amherst  College  and  a  veteran  of  ten  years 
in  computer  consulting,  he  joined  us  in  mid- 1994.  Slowly,  patient- 
ly, he  and  his  crew  weaned  us  from  our  old  ways.  It  helped  that  he 
had  able  assistants  to  hold  our  sweaty  hands:  Louie  Torres  and  Car- 
olyn Buonocore.  Thanks,  Fred,  Louie  and  Carolyn.  We've  got 
better  tools  now,  and  we  hope  to  do  a  better  job. 
And  to  our  readers — a  very  happy  new  year. 

&/■ 

Editor 
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INTERNET  SECURITY 


PENTIUM  PRO 

'      PR  OCESSOR 


8:25  a.m.  -  he  arrives  at  work  and  logs  onto  his  PC.  At  8:45  he  unknowingly  destroys 

350  critical  files, 
;    -  shutting  down  your  entire 

.  ,  Have  a'  nice  day. 


Over  80%  of  all  security  breaches,  both 
accidental  and  deliberate,  occur  from 
within  an  organization.  You  can  help 
prevent  both  internal  and  external  breaches 
with  CYBERSHIELD  from  Data  General, 
combining  the  Internet,  Intranet  and  firewall 
in  one  complete  and  integrated  solution. 
CYBERSHIELD  joins  Data  General's  DG/UX* 
B2  Security  Option  with  technology  from  BDM 
International  and  applications  from  Oracle 
and  Open  Market.  And  CYBERSHIELD  runs  on 
Intel  Pentium  4  Pro  Processor-based  AViiONT 
servers,  such  as  the  AV  4900. 
Your  company  can  run  enterprise-wide 
applications  and  conduct  transactions  over 
the  Internet  and  Intranet  with  the  highest  level 
of  security  currently  available,  just  as  major 
companies  and  government  security  agencies 
already  do.  Contact  Data  General  and  learn 
how  you  can  keep  accidents  like  this  from 
happening. 

And  really  do  have  a  nice  day. 


A  V  i  SO  N 


tw  Data  General 

www.dg.com 
1-800-DATA  GEN 


AViiON  and  DG/UX  are  registered  trademarks  of  Data  General  Corporation.  CYBERSHIELD  is  a  trademark  of  BDM  International. 
The  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  the  Pentium  Processor  logo  and  the  Pentium  Pro  Processor  are  trademarks  of  the  Intel  Corporation.  ©  Data  General  Corporation  1 996. 
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Gil  Amelio's 

grand  scheme  revisited 

Last  month  we  predicted  that  Apple 
Computer  would  make  a  bold  mbve 
to  rebuild  itself  by  aiming  the  Macin- 
tosh operating  system  in  a  dramatic 
new  direction.  We  were  right  about 


where  Apple  was  headed  but  guessed 
wrong  about  how  it  would  get  there. 

"David  Amelio  vs.  Goliath  Gates," 
(  Dec.  16)  focused  on  the  possibility  of 
Apple  acquiring  the  BeOS  operating 
system  being  created  by  ex-Apple 
software  designer  Jean-Louis  Gassee 
at  his  startup  firm,  Be,  Inc.  It  turns 
out  that  Amelio  and  Gassee  couldn't 
agree  on  price. 

Apple  is  now  seeking  salvation  via 
a  company  founded  by  another  ex- 
employee.  On  Dec.  20,  Apple  agreed 
to  buy  Steven  Jobs'  Next  Software, 
Inc.  for  $400  million  in  cash  and 
stock,  primarily  to  get  Jobs'  NextStep 
operating  system. 

Did  Apple  conclude  that  BeOS 


wasn't  so  nifty  after  all?  Almost  cer- 
tainly not.  It  seems  that  Amelio 
simply  decided  that  Gassee  was 
demanding  too  much  for  his  compa- 
ny, roughly  twice  what  Apple  was 
willing  to  pay.  One  person  close  to 
the  negotiations  claims  that  Gassee 
quipped  to  industry  players,  "A  man 
in  the  desert  doesn't  bargain  on  the 
price  of  water."  No,  but  he  can  buy 
his  water  elsewhere. 

NextStep  doesn't  generate  quite 
the  same  buzz  among  software  devel- 
opers as  BeOS,  but  it  has  a  few  things 
going  for  it  that  BeOS  doesn't:  for- 
eign language  versions,  well-devel- 
oped tools  to  help  application  pro- 
grammers write  software  for  the 
system,  and  several  big  customers 
(such  as  Sun  Microsystems  and 
Disney).  Another  plus:  Apple's 
reunion  with  its  celebrity  cofounder 
Steve  Jobs — who  becomes  a  part- 
time  adviser  to  Amelio. 

Gil  Amelio's  bold  plan  to  rebuild 
Apple  proceeds — although  in  a  slight- 
ly different  direction  than  we 
thought. 

For  more  comments  on  Apple  and 
on  operating  systems  for  the  Mac,  see 
page  74.  -Bernard  Condon 

Waiting  for  wireless 

Following  telecom's  deregulation 
early  last  year,  we  saw  a  clear  winner 
in  wireless  cable  stocks  (Mar.  25, 
1996),  figuring  the  Bells  would  team 
up  with  wireless  cable  operators, 
bypassing  cable  by  beaming  channels 
directly  to  subscribers'  homes. 
Wireless  cable,  we  said,  was  "an  idea 
whose  time  is  fast  approaching." 

Oops.  Since  March,  shares  of  the 
five  big  wireless  players  have  dropped 
an  average  of  62%  (see  table).  Why? 
Necessary  improvements  like 
increased  signal  coverage  and  boost- 


Nosedive 

Company 

Price 

Recent 

% 

March  1996 

price 

change 

American  Telecasting 

-59 

CAI  Wireless 

m 

m 

-86 

Heartland  Wireless  Comm 

25K 

13K 

-45 

People's  Choice 

ITA 

5K 

-70 

Wireless  One 

14 

V/, 

-48 

The  technical 
improvements 
necessary  to 
make  wireless 
cable  work  have 
simply  taken  far 
longer  than 
expected. 


Source:  Forbes. 
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languishing  location,  into  *  magnet  for  the  central  business  district.  5tay  on  time.  On  budget.  And  make  it  a  show  place. 
Results?  $1.3  million  in  revenue  to  the  city  annually.  Office  space  100  percent  leased.  Two, million  consumers  pouring 
through.  And  neighborhoods  in  renaissance:  Learn  how  other  businesses  profit  by  design.  Call  300-AIA-9930.  Or  www.aia.org. . 


We  make  your  bottom  line  beautiful. 


#  1  Overall 
Three  Years  in  a  Row 

"How  the  Discount  Brokers  Stack  Up" 


I  Jack  White 

2.  Waterhouse 

3.  Lombard 

4.  Muriel  Siebert 

5.  K.  Aufhauser 

6.  Charles  Schwab 


This  year,  the  nation 's  20  largest  discount 
brokers  were  surveyed  in  nine  separate  categories: 

Trading  Costs  Automation  Responsiveness 

Breadth  of  Products      Extra  Services    Account  Statements 
Mutual  Fund  Offerings    Extra  Costs       Staying  Out  of  Trouble 


Automation 
Extra  Services 
Extra  Costs 


Based  on  surveys  conducted  by  SmartMoney,  the  Wall  Street 
Journal  Magazine  of  Personal  Business,  1994,  1995,  &  1996 


Our  Comprehensive  Scope  of  Services  Includes: 


Access  to  over  5,100  mutual  funds 

The  largest  selection  of  mutual 
funds  without  transaction  fees 
(over  950  and  growing) 

No-Load/Low-Load  Annuity  and 
Life  Insurance  Buying  Service 
(over  500  products) 


On-line  trading  discounts 
via  ComputerPATHSM  and 
PATH  On-LineSM  ($25  per 
trade  up  to  1,250  shares  or  2# 
per  share  over  1,250  shares, 
$25  minimum) 

No  Annual  Fee  IRA  and  QRP 


PLEASE  call  for  free  reprints  of  the  SmartMoney  surveys 
and  for  information  about  our  investor-oriented  services. 

(800)431-3500 


The  West  Coast's 
First  Discount  Broker 
Continuous  Service 
Since  1973 


SIPC 


Open  24  hours, 
7  days  a  week 
for  order  execution 
and  personalized 


service 


Jack  White,  President 


ckVJhite  &  Company 

wne  Centre  Dr.,  2nd  Floor  •  San  Diego,  CA  92122 


cd  channel  capacity  have  taken  longer 
than  expected  to  develop. 

In  December  Bell  Atlantic  and 
Nyncx  suspended  their  wireless  cable 
operations  and  put  their  SI 00  million 
investment  in  cai  Wireless  on  the 
auction  block.  Only  Pacific  Telesis 
and  BellSouth  are  continuing  limited 
wireless  cable  trials. 

Boosters  of  wireless  point  to  its 
speedy  Internet  access.  But  today's 
technology  is  a  one-way  street, 
enabling  users  to  view  the  Internet 
but  requiring  a  phone  line  to  talk 
back  to  it. 

More  promising  are  rural  wireless 
cable  outfits  such  as  Heartland  and 
Wireless  One.  The  two  have  already 
more  than  doubled  their  subscriber 
base  since  1995  by  targeting  outlying 
communities  that  cable  doesn't  want. 

-Daniel  Roth 

Sprouting  wings 

In  1991  Forbes  predicted  that  giant 
$101  billion  (sales)  Toyota  Motor 
Corp.  might  build  small-aircraft 
engines  and  possibly  light  planes.  A 
reach?  Not  really.  Toyota  already  had 
the  cash  ($25  billion  or  so),  the 
technology  and  the  manufacturing 
skills  to  move  into  aeronautics  (Aug. 
5,  1991). 

Though  early,  we  were  right.  In 
December  Toyota  and  its  U.S.  part- 
ner, Hamilton  Standard,  a  unit  of 
United  Technologies  Corp.,  received 
permission  from  the  Federal  Aviation 
Administration  to  make  a  new  type  of 
small-aircraft  engine.  The  engine  is 
based  on  the  four-liter  V8  engine 
used  in  the  luxury  model  of  Toyota's 
Lexus  car  and  will  be  able  to  power  a 
four-seat  propeller  plane. 

A  Japanese  news  service  has  also 
reported  that  the  automaker  intends  to 
set  up  a  U.S.  subsidiary,  with  an  invest- 
ment of  nearly  $1  billion,  to  build  a 
four-seat  aircraft.  Toyota  spokesman 
Joseph  Tetherow  says  the  company  has 
no  such  plans:  "Building  planes  would 
be  die  next  step,  but  nothing  has  been 
decided  yet." 

The  timing  to  enter  the  small-air- 
craft business  is  good.  For  20  years  a 
moribund  industry,  it's  poised  to  grow 
in  the  U.S.  since  a  law  was  enacted  in 
1994  reducing  the  risk  to  manufactur- 
ers from  product-liability  suits.  WM 
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Whether  it's  your  CEO,  CFO  or  a 
department  head,  the  CPAs  in  your 
company  have  the  unique  ability  to  help 
manage  your  company's  resources.  They  can 
get  beneath  the  numbers  and  help  steer  your 


planning.  Risk  management.  And 
even  information  systems  and  technology 
assessment.  In  short,  they  have  the  vision, 
expertise  and  pure  brain  power  to  keep  your 
company  out  of  deep  water.  And  stay  on  course. 


company  in  the  right  direction.  With  strategic  (  )     ^ou  sec  numbers.  We  see  opportunity 

THE    CPA.    NEVER    UNDERESTIMATE    THE  VALUE\M 


American  Institute  of  Certified  Public  Accountants.  AICPA  Online  (http://www.aicpa.org) 


WHAT'S  WORRYING  TOP  EXECUTIVES/ ED  (TfB  BY  KATAR2YNA  WANDYC2 

New  Year's  resolutions 

By  Julie  Androshick 

Are  New  Year's  resolutions  passe? 
Not  in  the  executive  suite. 
Forbes  spoke  with  nine  top  executives 
who  have  made  clear  resolutions  for  1997. 


"I  would 
like  to 
promise  our 
employees 
that  1997 
will  be 
a  dull  year. 


n 


Malcolm  Jozoff, 
chairman 

and  chief  executive, 
The  Dial  Corp. 


Paul  R.  Charron 

Chairman  and  Chief  Executive 
Liz  Claiborne  Inc. 


My  business  resolution  concerns  product. 
Our  product  in  the  past  has  been  good,  but 
inconsistently  good.  To  assure  a  consistently 
sparkling  product  is  my  resolution.  And  I'm 
not  talking  about  glitz  and  glitter  but  about 
something  that  will  stand  out  in  the  stores, 
and  something  that  will  get  the  lady  to  kind 
of  look  out  of  the  side  of  her  eye  and  say, 
"Wow.  I  didn't  think  of  that,"  or  "Wow. 
That's  kind  of  neat,"  or  "Geez.  That  looks 
really  clean  or  really  crisp." 

My  personal  resolution  is  I  am  going  to 
take  a  cooking  course  in  Italy  with  a  couple 
of  friends.  I  would  rather  spend  my  spare 
time  cooking  than  hanging  pictures  or 
doing  some  of  the  other  chores  my  wife 
is  after  me  to  do. 


Joseph  Jacobs 

Founder,  Jacobs  Engineering 
I  Group  Inc. 


I  I  /      I  want  to  contin- 
^a^*1  "      ue  to  promote 
*  .    the  value  of hon- 

\r  I      with  our  clients  but 
with  our  colleagues. 
We  stress  the  value  of 
honesty  at  Jacob's  College, 
which  is  an  in-house  school  for 
our  employees.  I  am  constantly 
angered  by  the  media  image  that 
dishonesty  pays  in  business.  In 
the  free  market  system,  morality 
pays.  The  marketplace  can  dis- 
tinguish between 
morally  run  compa- 
nies and  immorally 
run  ones. 


Malcolm  Jozoff 

Chairman  and  Chief  Executive 
The  Dial  Corp. 


In  1996  we  became  an  independent  compa- 
ny. We  had  to  let  people  go,  and  we're  relo- 
cating our  headquarters.  It  was  a  year  filled 
with  change  and  uncertainty.  I  would  like  to 
promise  our  employees  that  1997  will  be  a 
comparatively  dull  year.  Now  we  simply  get 
to  do  our  jobs. 

My  personal  resolution  is  to  catch  more 
fish.  I  am  a  fly  fisherman.  I  just  moved  to 
Arizona,  and  the  little  bit  of  fishing  I  have 
done  here  has  been  terrific. 


Thomas  D.  O'Malley 

Chairman  and  Chief  Executive 
Tosco  Corp. 

My  New  Year's  wish  is  to  keep  our  company 
entrepreneurial  even  though  it  is  growing 
fast.  That  may  sound  easy,  but  avoiding 
bureaucracy  is  hard  work.  In  a  typical  corpo- 
rate environment  someone  comes  up  with  a 
good  idea,  mentions  it  to  an  immediate 
supervisor,  a  committee  gets  a  hold  of  it 
and — because  big  corporations  have  many 
meeting  rooms — they  have  many  meetings 
about  the  idea — and  maybe  it  isn't  the  same 
idea  you  started  with. 

In  Tosco  anyone  who  has  a  good  idea  has 
the  ability  to  just  go  and  do  it;  he  doesn't 
have  to  check  with  me. 


Patrick  McGovern 

Chairman 

International  Data  Group,  Inc. 

My  New  Year's  resolution  is  to  start  a  publi- 
cation in  Antarctica  in  1997.  I  am  going 
there  this  month  and  I'll  be  working  with  the 
team  at  the  Amundsen-Scott  Station.  I'll  be 
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"We  are 
riding  a  big 
wave  of 
success.  Our 
resolution  is 
not  to  become 
complacent. 
We  cannot 
relax." 

David  Duffield, 
chief  executive, 
PeopleSoft. 


Pressing  issues  for  1997 

Corporate  profitability 

Long-term  strategic  planning  ; 


Customer  loyalty 


Employee  morale  and  attitudes 


Information  and  computer  technology 

mm  5.8% 


Globalization  planning  and  activities 
1 35.5%         jP  3.9% 

Shareholder  attitudes 
2.7% 

Hiring  and  selection 
gpi.9% 

Current  political  and  economic  environment 
■  1.7% 

Management  succession  planning 
gp  1.4% 

Source:  The  Gallup  poll  of  414  chief  executives. 


Corporate  profitability  and  long-term  planning  were  the  top  goals  chief  executives  set  for  their 
companies.  Will  these  corporate  heads  actually  keep  their  promises?  It  is  estimated 
that  not  even  half  of  the  people  who  make  New  Year's  resolutions  manage  to  keep  them. 


doing  a  report  on  how  they  use  computers  to     also  want  to  lose  30  pounds,  and  be  more 


find  ways  to  improve  the  quality  of  the 
earth's  environment.  Then  I  plan  to  start 
putting  out  Compnterworld  South  Pole,  an 
original  technical  professional  publication 
coming  out  at  least  every  quarter. 


Ronald  Bittner 

Chief  Executive 
Frontier  Corp. 

My  resolution  is  to  develop  at  least  three  new 
services  that  will  benefit  our  customers  in 
ways  that  they  have  never  imagined.  What 
these  services  are— I  have  to  be  very  frank — I 
don't  know  yet.  But  that  is  why  we  hired  a 
new  vice  president  of  product  planning  and 
development,  Greg  Jones,  and  hopefully  he 
is  going  to  come  up  with  some  great  ideas 
after  we  do  some  customer  research. 

Personally  I  want  to  find  more  hours 
each  month  to  give  to  the  United  Neigh- 
borhood Centers  of  Greater  Rochester,  of 
which  I  am  vice  chairman.  We  rebuild  facili- 
ties that  provide  social  services,  like  elder 
care  and  day  care. 

I  also  want  to  do  something  different 
every  month  that  I  have  never  done  before, 
like  travel  to  Myanmar  in  Asia.  I  want  to  find 
time  to  learn  a  new  language  like  Spanish.  I 


direct  and  assertive. 


Rick  Lutterbach 

Chairman  and  Chief  Executive 
The  Leap  Group,  Inc. 

If  I  had  one  resolution  for  1997  it  would  be 
to  recruit  brilliant  people.  Great  writers,  art 
directors,  etc.,  because  the  best  minds  consis- 
tently come  up  with  the  best  thinking.  Look 
at  the  1927  Yankees.  They  won  the  World 
Series  before  they  even  played  the  first  game, 
because  they  had  a  great  team. 


L.  Lowry  Mays 
Chief  Executive 

Clear  Channel  Communications 

My  resolution  is  to  make  sure  that  my  two 
sons  take  on  more  and  more  responsibility. 
They're  a  hell  of  a  lot  brighter  than  I  am 
even  though  we  have  had  some  of  the  same 
educational  experiences.  Because  they  are 
young  and  bright,  my  sons  give  us  an  advan- 
tage for  succession  and  continuation. 

Then  I  can  spend  more  time  driving 
around  my  longhorn  ranch  in  my  Jeep. 


What's  on  your  mind? 

If  you  are  a  business  executive,  whether  with  a  big  company  or  a  small  one,  we'd  like  to 
know  what's  bothering  you  these  days,  and  what  you  are  doing  about  it. 
Tell  us  about  it  at:  mind@forbes.com. 
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Rothschild  gold 

Sir:  You're  correct  in  "Too  late  by  a 
century?'1  (Dec.  16,  1966)  that  the 
Rothschilds  never  had  a  direct  pres- 
ence in  the  U.S.  But  their  indirect 
presence  has  been  very  important. 


Rothschilds'  U.S.  chief,  Henderson  Tuten 


Late  to  the  U.S.  but  early  to  influence. 

Over  President  Grover  Cleveland's 
initial  objections  J.  Pierpont  Morgan, 
representing  the  Rothschilds  of 
London,  rescued  the  U.S.  Treasury 
after  the  Panic  of  1893.  They 
acquired  $60  million  in  gold  for  the 
Treasury  even  though  it  couldn't  pay 
them  right  away.  The  U.S.  saw  its 
gold  supply  rise  above  the  $100  mil- 
lion reserve  minimum  and  was  able  to 
exchange  government  notes  dating 
back  to  the  Civil  War  for  the  metal. 
-Marshall  E.  Surratt 
Dallas,  Tex. 

A  Valley  Girl  writes 

Sir:  Re:  "Women  of  the  Valley"  (Dec. 
30,  1996).  You  did  a  wonderful  job  of 
countering  the  incorrect  impression 
that  there  are  none  of  us  out  here. 
-Donna  Dubinsky 
General  Manager 
Palm  Computing,  US  Robotics 
Los  Altos,  Calif. 

What  drives  foundations 

Sir:  The  description  of  the  Robert 
Wood  Johnson  Foundation  in 
"Trojan  horse  money"  (Dec.  16, 
1996)  is  replete  with  insinuations 
about  actions  and  motivations  so 
mischaracterized  that  I  can  only 
wonder  what  political  agenda  the 
author — not    the    Foundation — is 


pursuing.  Its  public  health  efforts 
have  nothing  to  do  with  "expanding 
bureaucracies"  and  everything  to  do 
with  making  public  agencies  efficient 
and  more  responsive  to  taxpayers,  It 
has  nothing  to  do  with  "increasing 
spending"  and  everything  to  do  with 
c  ensuring  existing  responsibilities — 
*  some  dating  back  140  years  to  when 
I  John  Snow  determined  London  res- 
s  idents  were  dying  of  cholera  from 
tainted  water — are  carried  out  well. 
-Thomas  H.  Kean 
Trustee 

Robert  Wood  Johnson  Foundation 
Madison,  N.J. 

Good-bye,  Madison  Ave.? 

Sir:  "Brands  with  feeling"  (Dec.  16, 
1996)  highlights  the  absurdity  of 
the  latest  crop  of  mass  advertising, 
but  misses  the  biggest  absurdity  of 
all:  Madison  Avenue's  claim  it  can 
build  relationships  with  consumers 
through  image. 

Brands  were  created  to  identify 
the  manufacturer  to  potential  cus- 
tomers when  there  was  no  alterna- 
tive. The  arrival  of  data-manipula- 
tion means  there's  a  better  mouse- 
trap, and  Madison  Avenue  will  have 
to  wise  up — or  fall  by  the  wayside. 
-Robin  Browne 
Dallas,  Tex. 

Women  like  them,  too 

Sir:  Re:  "Cuff  links  make  the  man" 
(Transparent  Eyeball,  Dec.  16, 
1996).  Another  example  of  women 
ahead  on  the  fashion  curve?  I've 
been  collecting  cuff  links  for  years, 
starting  with  ones  inherited  from  my 
great-aunt  who  wore  them  in  the 
1920s.  Businesswomen's  wardrobes 
can  use  a  little  enlivening,  too. 
-Laura  Peebles 
New  Orleans,  La. 


Out  in  France 

Sir:  Re:  "Wharton  they  are  not" 
(Dec.  16,  1996).  The  'implication 
that  academic  standards  at  Insead  arc 
less  rigorously  enforced  than  at  IMD 
is  inaccurate.  Every  year  a  number  of 
students  are  forced  to  either  leave 
the  course  or  restart  it  due  to  a  high- 
ly competitive  grading  policy.  This  is 
more  expensive  and  distressing  than 
a  written  ticking-off  from  the  dean, 
the  system  described  at  IMD. 
-Matthew  Symonds  et  al. 
Fontainebleau,  France 

Time-share  rip-off 

Sir:  Re:  "Buving  a  piece  of  vacation - 
land"  (Dec.  2,  1996).  Am  I  missing 
something?  Combine  a  $13,500 
investment  in  a  Marriott  time-share 
with  a  $500  annual  maintenance  fee 
and  you're  paying  almost  $200  a  day. 
You  have  to  go  to  the  same  place 
every  year.  Sure,  you  can  exchange 
your  time-share  for  another  location, 
but  it'll  cost  $65  a  year  and  another 
$95  per  swap.  When  you've  had 
enough  and  want  out,  you'll  be  lucky 
to  get  50  cents  on  the  dollar  for  your 
$13,500.  If  you  must  have  a  time- 
share,  why  not  let  someone  else  take 
the  loss  and  buy  in  the  increasingly 
active  secondary  market? 
-S.  Eric  Anderson 
Loma  Linda,  Calif. 

Occupied  Cyprus 

Sir:  Re:  "Findings  on  Cyprus  and 
Greece"  (Commentary,  Nov.  4, 
1996).  References  to  a  "northern 
Turkish  zone"  obscure  the  fact  that 
the  area  is  under  military  occupation 
by  40,000  Turkish  troops.  It's  closed 
to  Greek  Cypriots;  even  humanitari- 
an aid  to  enclaved  Greek  Cypriots  in 
the  Karpas  panhandle  is  difficult  to 
get  through.  Historical  place  names 
have  been  changed.  Ancient  church- 
es have  been  looted  and  desecrated. 
Many  native  Turkish  Cypriots  have 
emigrated,  replaced  by  settlers  from 
Anatolia,  wreaking  havoc  on  age-old 
demographic  patterns. 

We  prefer  "occupied  Cyprus"  or 
similar  terms. 
-James  Delihas 
Cyprus  Embassy  Trade  Center 
New  York,  NT.  H 


22 


Forbes  ■  January  13,  1997 


-Xhore,  Qyc  few  pieces  In  this  wovid  whwe 
quid:  poWe)r  YCsonBtes. 

\rJdcoW\e,  to  PBirk  Avenue. 

The  stunning  new  QYChltectuvc,  the  strong,  QssuveA 
he)ffom&nc&  9nd  such  smooth  handling  ch&Y&dreJtlstlcs 
underscore,  one,  thing:  thcJre,  Is  no  w\oyc  cowm&ndlng 
p[£ce,  on  PQvk  Avenue,  thGn  In  P8rlz  Avenue. 


Park  Avenue  by  Buick 

THE   POWER   OF  UNDERSTATEMENT 


HOW  MANY  SITES  MUST  YOUR  COMPANY 
VISIT  BEFORE  IT  CHOOSES  ONE  IN  VIRGINIA? 

In  Virginia,  you  can  live  on  a 
farm  in  the  country  and  in  15 
minutes  be  at  your  office,  in- 
dustrial park  or  any  number  of 
other  locations.  Your  markets 
are  also  easy  to  reach  by  way 
of  Virginias  integrated  network 
of  highways,  airports,  railways 
and  port  facilities.  No  wonder 
more  than  150  Fortune  500 
companies  have  offices  and 
manufacturing  plants  here. 
With  a  phone  call,  you  can  get 
a  fast,  up-to-the-minute  report 
of  sites  that  are  now  available 
for  your  specific  business.  As 
well  as  information  on  the  best 
places  to  visit  in  history. 

VIRGINIA 

Contact  Wayne  Sterling,  CED,  Executive  Director, 
Virginia  Economic  Development  Partnership,  P.  0. 


Historic 


Box  798,  Richmond,  Virginia  23218-0798. 


Telephone  804-371-8202.  Eax  804-786-i  121. 


"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


ALAS,  THE  BALL  IS  IN 

Rising  stock  markets  lift  all  investors.  But  the  new  year 
will  not  provide  the  easy,  double-digit  returns  of  1995 
and  1996.  Equities  are  in  for  a  rough  time.  Gains  will 
have  to  be  wrung  from  nimble  trading,  an  activity  that  is 
a  loser's  game  for  most  of  us,  or  from  special  stocks  and 
industries  that  defy  bearish  trends. 

Why  the  troubled  equity  waters?  The  economy.  The 
post- Christmas  economy  will  need  a  jolt  or,  more  accu- 
rately, an  easing  of  the  tax  and  regulatory  burdens  that  are 
weighing  it  down.  We  cannot  long  sustain  a  rising  market 
with  a  subpar  economy.  What  are  the  chances  for  sensi- 
ble, meaningful  reforms?  Mixed. 

Congressional  Republicans  may  well  win  a  capital  gains 
tax  reduction  in  exchange  for  enacting  some  of  the  Presi- 
dent's nice-sounding  but  expensive  and  largely  ineffectual 
targeted  tax  cuts.  The  question  is:  How  much  of  a  cut  will 
the  GOP  get?  More  to  the  point,  how  hard  will  it  try? 
Reducing  the  maximum  capital  gains  levy  from  28%  to 
19.8%  would  be  helpful.  Knocking  it  to  14%  would  be  very 
constructive.  Combining  such  a  knock  with  indexing  for  past 


WASHINGTON'S  COURT 

and  future  inflationary  gains  would  be  dazzlingly  superb. 

Republicans  are  still  shaken  by  the  beating  the  White 
House  and  its  labor  union/special  interest  group  allies 
administered  to  them  over  the  past  year.  A  little  humility 
is  not  a  bad  thing,  especially  in  politics.  But  humility  must 
not  lead  to  timidity  or  stasis. 

The  GOP  should  also  push  for  Medical  Savings  Ac- 
counts and  for  genuine  Social  Security  reform  for  young 
people.  It  must  continue  to  advocate  cost-benefit  analysis 
of  new  regulations  while  pushing  to  repeal  deadweight 
rules.  It  must  make  Clinton  veto  tort  reform  bills,  thereby 
setting  the  groundwork  for  advances  after  the  '98  elections. 

Contrary  to  conventional  wisdom,  the  Federal  Reserve 
is  tight;  it  needs  to  ease  somewhat.  If  it  did  so,  carefully, 
interest  rates  would  turn  down  again.  Tight  money  means 
expensive  money. 

Foreign  equities  will  outperform  ours,  not  so  much  be- 
cause their  economies  will  significantly  strengthen  but 
because  their  companies  are  becoming  more  efficient  and 
productive:  A  little  growth  will  translate  into  large  profits. 


STRONG 

Secretary  of  State-designate  Madeleine  Albright, 
who  will  fill  a  post  that  has  been  vacant  for  the  last  four 
years,  should  strengthen  our  radio  broadcasts  to  Asia, 
particularly  China. 

The  successes  of  Radio  Free  Europe  and  Radio  Liberty 
demonstrate  that  the  free  flow  of  information  is  the  most 
potent  weapon  for  winning  the  war  of  ideas  in  authoritari- 


SIGNAL 

an  or  totalitarian  states.  China  is  open  to  foreign  invesunent 
but  is  decidedly  hostile  to  uncontrolled,  nongovernment 
information  and  news.  It  jams  Voice  of  America's  broad- 
casts, and  the  Clinton  Administration  barely  protests.  Bei- 
jing is  also  trying  to  jam  the  new  Radio  Free  Asia,  which, 
after  a  seven-year  effort  by  many  of  us,  finally  went  on  the 
air  a  few  months  ago.  RFA  broadcasts  two  hours  of  pro- 


SAVING  SOCIAL  SECURITY 

An  edited  version  of  this  appeared  last  month  in  the  Wall  Street  Journal. 


Social  Security  is  going  bust,  both  morally  and  finan- 
cially. Now  is  the  time  to  be  honest  about  the  problem  and 
creative  about  the  solution  of  malting  Social  Security  work 
for  the  21st  century.  There  is  an  answer  that  will  keep  our 
promises  to  current  recipients  and  soon-to-be  recipients 
as  well  as  provide  much  more  to  the  next  century's 
retirees,  an  answer  that  will  fit  right  into  the  Jeffersonian 
dynamic  of  the  emerging  microchip  age:  personal  retire- 
ment accounts  funded  by  the  federal  payroll  tax. 


Americans  increasingly  realize  that  something  is  seri- 
ously wrong.  The  existing  government-run  system  oper- 
ates on  a  "pay-as  you-go"  basis,  meaning  payroll  taxes 
that  come  in  today  are  immediately  paid  out  to  recipi- 
ents. Any  surpluses  are  "loaned"  to  Uncle  Sam  at  below- 
market  interest  rates  to  subsidize  the  deficit.  This  Ponzi 
scheme  once  worked.  There  were  relatively  few  retirees, 
plenty  of  workers  supporting  them  and  a  booming  econ- 

(continued  on  p.  259) 
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gramming  a  day  to  China,  with  plans 
for  about  three  more  hours  daily  early 
this  year.  It  has  also  begun  a  Tibetan- 
language  service  to  China-occupied 
Tibet.  The  Radio  intends  to  expand  its 
programs  to  North  Korea,  Myanmar, 
Cambodia,  Laos  and  Vietnam. 

Radio  Free  Asia  engages  in  "surro- 
gate broadcasting,"  which  gives  lis- 
teners the  news  and  analyses  that  they 
would  get  if  they  had  a  free  press — 
news  that  focuses  on  domestic  events. 

Lech  Walesa,  Vaclav  Havel  and  many 
other  former  dissidents  have  eloquently  testified  as  to  how 
extraordinarily  effective  surrogate  broadcasting  was  in  under- 
mining the  legitimacy  of  their  countries'  communist  regimes. 


RFA  President  Richard  Richter:  Truth 

undermines  Asia's  anti-democrats. 


Radio  Free  Asia's  budget — only 
$9.3  million — should  be  substantial- 
ly boosted  to  provide  more  program- 
ming and  more  access  to  these  coun- 
tries. The  free  flow  of  information  is 
essential  for  helping  to  establish  those 
civil  institutions  that  are  the  bedrock 
of  a  true  democracy. 

China  especially  needs  to  develop 
such  institutions.  This  ancient  civi- 
lization has  never  been  guided  by  the 
rule  of  law.  It  has  no  history  of  a 
powerful,  independent  aristocracy  or 
of  nongovernment-dictated  religions.  All  legitimacy,  all 
power  has  always  been  concentrated  in  the  center,  stilling 
the  civic  life  the  West  takes  for  granted. 


DUNCES 


Hardly  a  day  goes  by  without  discouraging  reports  of 
how  myopic  governments  and  economic  "experts"  are 
regarding  taxes.  They  cannot  grasp  the  simple,  potent 
concept  that  taxes  not  only  raise  revenues  but  also  are  a 
price  and  a  burden.  If  the  price  of  success,  productivity, 
risk-taking  and  other  good  things  is  too  high,  you  will 
get  less  of  them.  Two  recent 
examples  of  stifling  people's 
innate  desires  to  get  ahead 
come  from  Russia  and  China. 

The  IMF  is  angry  that  Mos- 
cow is  inefficient  at  collecting  taxes.  On  one  level,  the 
problem  is  a  growing  number  of  well-connected  enter- 
prises that  refuse  to  pay  their  tax  bills.  That's  why  Russ- 
ian tax  collectors  arm  themselves  when  they  chase  after 
delinquents  (recently,  collection  has  improved  somewhat). 

But  the  root  cause  is  a  tax  system  that  is  irrational  and 
medieval  in  its  complexity.  A  typical  business  can  find 
itself  liable  for  up  to  180  different  levies.  Hong  Kong-like 
low  rates  and  simplification  of  the  tax  code  would  enor- 


Revenue  Collection  k  Yeltsin 's  Top  Problem 


-New  York  Times 


mously  improve  collections.  Such  reforms  would  encour- 
age the  creation  of  countless  new  businesses.  They  would 
facilitate  the  rise  of  a  middle  class  that  would  grow  less 
and  less  tolerant  of  the  savage  thuggery  that  reigns  in 
Russia,  with  a  murder  rate  five  times  our  own. 

The  principal  villains  in  China  are  at  the  provincial  and 

local  levels.  Millions  of  small 
farms  are  being  relentlessly 
squeezed  by  arbitrary  levies 
and  fees.  Despite  increased 
harvests,  many  farmers  live 
on  the  margin.  These  tillers  have  no  incentive  to  invest  to 
dramatically  improve  yields. 

The  problem  is  compounded  by  farmers'  not  having 
sound  legal  rights  to  their  land.  They  lease,  not  own,  the 
soil  they  till.  But  leases  can  be  arbitrarily  changed  by  local 
officials  and,  in  reality,  the  effective  terms  of  these  leases 
are  about  three  to  five  years. 

Lower  taxes  and  firm  legal  rights  would  vastly  increase 
China's  agricultural  productivity. 


WE'RE  GETTING  LESS  READY 

Caspar  Weinberger  and  Peter    humbled  great  power,  and  we  don't  sufficiently  recognize 


The  Next  War— by 

Schweizer  (Regnery  Publishing,  Inc.,  $27.50).  Lays  out 
five  war  scenarios  for  the  U.S.  over  the  next  decade.  Good 
read.  But  the  authors  (one  of  whom  is  our  esteemed 
Chairman)  have  more  in  mind  than  spinning 
futuristic,  spine-tingling  yarns  for  beach,  week- 
end or  airport  reading.  Each  tale  makes  telling 
points  that  can  be  summed  up  with  what  is  now 
a  quaint  word,  preparedness:  training  for  our 
forces,  cutting-edge  weaponry  and  its  essential 
research  and  development,  involved  diplomacy 
and  capable  intelligence.  Noticeably  absent  for 
American  officials  in  these  stories  is  in-depth 
"intel,"  which  hampers  effective  decision  mak- 
ing. Compelling  is  that  each  scenario  involves  a 
particular  kind  of  crisis,  from  drug-related  anar- 
chy in  Mexico  10  regional  conflicts  to  mortal  threats  to  the 
U.S.  The  writers  don't  predict  these  conflicts.  Rather,  they 
use  them  to  highlight  our  growing  military,  intelligence 
and  diplomatic  shortcomings.  Russia,  for  instance,  is  a 


Caspar  Weinberger 

&  Peter  Schweizer 


THE 

NEXT 


Introduction  by  Lady  Margaret  Thatcher 


the  latent  forces  that  yearn  for  empire.  The  Japan  scenario 
demonstrates  the  need  to  protect  our  rapidly  growing 
information  structure,  as  well  as  to  push  free  trade  and  to 
preserve  strategic  relations  with  critical  allies.  We 
badly  need  to  go  forward  with  missile  defense: 
What  would  we  do  if,  as  in  the  Iran  story,  a  rogue 
state  threatened  to  lob  a  nuclear  missile — whose 
launch  site  we  didn't  know — onto  a  European 
city  unless  we  caved  in  to  radical  demands? 

Peace  is  not  natural;  it  takes  hard  work  to  pre- 
serve it.  Under  Clinton,  we  are  not  fulfilling  our 
responsibilities.  This  is  a  well-written  wake-up  call. 
Excerpt:  The  worst  wars  usually  happen  because 
one  power  believes  it  can  advance  its  objectives, 
either  without  a  war  at  all  or  at  least  with  only  a 
limited  war  that  it  can  quickly  win — and,  consequently 
miscalculates.  Both  psychology  and  cold  steel  therefore  always 
have  a  part  to  play  in  a  rounded  and  coherent  security  pol- 
icy.— from  the  foreword,  by  Margaret  Thatcher.  ■■ 
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<TVho  could  have  Donald  J.  Trump  as  their  developer, 
Philip  Johnson  as  their  architect  and 
Jean-Georges  Vongerichten  as  their  chef? 


Lt  Trump  International  Hotel  and  Tower,  you'll  enjoy  the  brilliance  of 
the  world's  most  visionary  Developer. . .  America's  foremost  Architect. . .  and 
New  York's  premier  Chef.  Combined  with  the  experience  of  the  Galbreath 
Company  and  the  financial  resources  of  General  Electric  Pension  Trust,  these 
formidable  talents  have  created  the  most  important  new  address  in  the  world. 

This  contemporary  landmark  offers  its  residents  a  spectacular  location; 
magnificent  views;  Jean-Georges,  the  new  signature  restaurant  of  New  York's 
most  celebrated  chef  Jean-Georges  Vongerichten;  and  world-class  services  and 
amenities  that  only  a  super  luxury  hotel  can  provide. 

Already  over  75%  sold,  the  condominiums  at  Trump  International  will  be 
ready  for  occupancy  in  January  1997. 

Tower  Residences  from  $915,000.  Hotel  Suites  from  $825,000/ 

The  Sunshine  Group,  Ltd.,  Exclusive  Marketing  and  Sales  Agent. 
One  Central  Park  West,  New  York,  NY  10019 
(212)247-7000  Fax(212)664-1936  Broker  Participation  Invited. 

The  grand  opening  of  Trump  International  Hotel  is  scheduled  for 
January  15, 1997.  For  reservations  call:  212-299-1000. 


TRUMP 
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EQUAL  HOUSING 
OPPORTUNITY 


ONE  CENTRAL  PARK  WEST 


'The  Windsor  Collection  and  Excelsior  Collection  Suites. 

Developed  by  The  Trump  Organization,  The  Galbreath  Company  and 
General  Electric  Pension  Trust. 

The  complete  offering  terms  are  in  an  Offering  Plan  available  from  the  Sponsor. 


Why  he  can  look  forwa 
as  he  would  have  a  cen 


Today,  no  one  thinks  twice 
about  somebody  living  to  the 
ripe  old  age  of  80.  A  hundred 
years  ago,  however,  it  was  a  rarity. 

With  improvements  in  water 
quality,  nutrition  and  hygiene, 
life  expectancy  began  to  rise.  But 
the  biggest  strides  came  near  the 
turn  of  the  century  when  huge 
advancements  in  medicine  gave 
doctors  the  ability  to  treat  and 
even  cure  many  life-threatening 
diseases. 

Hoechst  has  contributed 
to  modern  medicine 
for  over  a  century. 

Hoechst  (pronounced  Herkst) 
was  there,  joining  forces  with 
leading  scientific  researchers 
whose  discoveries  initiated  the 
age  of  bacteriology,  immunology 
and  chemotherapy. 

Hoechst  pioneered  the  devel- 
opment of  tuberculin,  novocain, 
and  antitoxins  for  diphtheria  and 
tetanus,  as  well  as  antibiotics  to 
fight  infectious  diseases.  Not  to 
mention  important  medications 


iH 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  health  care,  agriculture  and  chemict 


il  to  living  twice 
try  ago. 


as  long 


that  have  contributed  to  the 
vast  decrease  in  mortality  due  to 
heart  disease  and  strokes. 

At  Hoechst,  we're  proud  of 
our  history.  And  to  be  sure,  the 
relentless  pursuit  of  medical 
advances  has  caused  life  expec- 
tancy to  rise. 

But  just  as  typhoid,  cholera 
and  bacterial  infections  endan- 
gered lives  in  the  past,  diseases 
such  as  AIDS,  cancer  and  other 
killers  threaten  us  today. 

Which  is  why  our  pharmaceu- 
tical division  Hoechst  Marion 
Roussel  spends  nearly  $1.5  bil- 
lion a  year  on  pharmaceutical 
research  and  development. 

If  history  is  any  indication, 
it's  money  well  spent.  For  our 
future.  And  for  yours. 

Hoechst  Marion  Roussel,  Inc. 
P.O.  Box  9627 

Kansas  City,  MO  64134-0627 

Internet: 
http://www.hoechst.com/ 


Vith  a  staff  of  145,000  people  worldwide,  annual  sales  total  $  36  billion. 


Hoechst 


Other  Comments 


Write  On 

I'M  not  SURE  a  bad  person  can  write 
a  good  book.  If  art  doesn't  make  us 
better,  then  what  on  earth  is  it  for? 
-Alice  Walker,  American  novelist 

Free  for  All 

For  four  decades  Radio  Free  Europe 
and  Radio  Liberty  broadcast  into  the 
Soviet  Union  and  its  satellites.  This 
"surrogate"  broadcasting,  [told]  lis- 
teners in  unfree  countries  what  their 
news  would  sound  like  if  they  had  a 
free  press.  The  broadcasts  told  the 
truth  and  offered  a  range  of  opinions. 
From  Czechoslovakia  to  Siberia,  the 
word  went  out.  The  walls  fell. 

Now  Asian  surrogate  broadcasting 
is  on  the  air  in  Mandarin  Chinese  and 
Tibetan,  with  programming  sched- 
uled soon  for  North  Korea,  Vietnam, 
Laos,  Cambodia  and  Myanmar.  You 
should  be  pleased  to  hear  that  the 
Chinese  are  not  pleased  about  it. 
-Ben  Wattenberg,  New  York  Post 

Refiguring  It  Out 

The  wealthiest  Americans  did  not 
pay  less  taxes  [in  the  1980s].  In  con- 
stant dollars,  the  richest  10%  of 
Americans  paid  $177  billion  in  federal 
income  taxes  in  1980  but  paid  $237 
billion  in  1988.  The  remaining  90%  of 
households  paid  $5  billion  less.  The 
share  of  total  income  taxes  paid  by  the 
wealthiest  1%  of  all  Americans  actually 
rose  from  18%  in  1981  to  25%  in 
1990.  The  wealthiest  5%  of  Americans 


saw  their  tax  share  rise  from  35%  to 
44%.  So  the  rise  in  the  deficit  was  clear- 
ly not  a  result  of  "tax  cuts  for  the  rich." 
-William  A.  Niskanen  and 
Stephen  Moore,  Cato  Institute 

Leaders  of  the  Republican  Party 
have  trivialized  the  issues  into 
slogans  such  as  "family  values." 
Such  slogans  explain  nothing, 
energize  no  one,  are  easily  co- 
opted  and  get  the  ridicule  they 
deserve.  America  is  likelier  to  get 
family  values  at  Wal-Mart  than 
from  a  Republican  leadership 
unable  to  articulate  what  they 
are  and  what  threatens  them. 
-Former  U.S.  Senator 
Malcolm  Wallop  (R-Wyo.) 

Ill  Practice 

Researchers — if  that  is  what  they 
should  be  called — hid  in  [restroom] 
stalls  or  pretended  to  comb  their  hair 
while  observing  6,333  men  and 
women  in  five  cities  last  [August]. 

In  New  York  City,  just  60%  of 
those  using  restrooms  in  Penn 
Station  washed  up  afterward.  In 
Chicago,  78%  washed  after  using  the 
bathroom  at  the  Navy  Pier.  Seventy- 
one  percent  washed  up  at  a  casino  in 
New  Orleans,  69%  at  Golden  Gate 
Park  in  San  Francisco  and  64%  at  a 
Braves  game  in  Atlanta. 

"Moms  often  today  are  not  telling 


kids  to  wash  their  hands  [after  using 
the  bathroom],"  said  Dr.  Gail  Cassell 
of  the  University  of  Alabama.  "Schools 
aren't  telling  children.  We  need  to  be 
reminded  that  this  is  important." 
-New  York  Times 

Fashion  Faux  Pas 

Language,  like  clothing  and  food, 
has  its  fashions,  and  in  certain  circles 
proactive  is  fashionable  for  the  time 
being.  Those  who  like  the  word  find  it 
forward-thinking  and  alert,  and  they 
may  be  tempted  to  use  it  where  they 
want  to  convey  that  feeling — whether 
its  actual  meaning,  which  is  "pre- 
emptive" or  "anticipatory,"  applies  or 
not.  When  the  word  crops  up,  per- 
haps you  should  begin  saying  mildly, 
or  writing  in  margins,  "Do  you  mean 
anticipatory}''''  Until  then  there's  no 
point  in  being,  well  proactive. 
-Barbara  Wallraff, 
Atlantic  Monthly 

Thoughts  for  the  New  Year 

Good  things  are  happening.  Russia 
recently  tapped  the  global  credit  mar- 
ket in  a  successful  bond  sale. 
Communists  were  defeated  in  elec- 
tions in  Bulgaria,  Romania,  the  Czech 
Republic,  Lithuania  and  Nicaragua. 
The  Pope's  Cuba  trip  may  be  as  liber- 
ating there  as  when  he  returned  to 
Poland  16  years  ago.  Free  enterprise  is 
hot,  government  engineering  is  not. 
Sound  money,  individual  creativity  and 
personal  responsibility  are  alive  and 
well.  We  have  much  to  be  thankful  for. 
-Lawrence  Kudlow,  Chief  Econ- 
omist, American  Skandia  Life 
Assurance  Co. 

Bad  Form 

In  Plymouth,  Mass.,  Anthony  Varras- 
so  was  called  for  jury  duty.  No  big 
deal — except  that  Anthony  [was]  just  3 
years  old.  His  mother  [told]  officials 
that  Anthony  was  a  bit  young  to  be  de- 
ciding cases,  but  they  insisted  that  he 
was  18.  That's  what  it  said  on  a  census 
form.  Plymouth  has  called  dead  people, 
pets,  even  a  building  for  jury  duty  be- 
cause of  incorrect  census  information. 
-Charles  Oliver,  Reason  9U 
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Our  family  tree  just  got  bigger. 


Two  companies  committed  to  compet- 
itive products  and  services  have  become 
one.  The  value-driven  management  of 
Evergreen  Funds  has  merged  with  the 
experience  and  history  of  Keystone, 
a  mutual  fund  company  with  more  than 
60  years  of  management  expertise. 
Together      they      have      more  than 


t 


$27  billion  in  assets  under  management. 
In  short,  you  now  have  74  funds — and 
one  company — to  help  meet  your  invest- 
ment needs.  Call  your  financial  adviser 
or  call  us  at  1-800-343-1243,  ext.  103 
for  a  free  prospectus.  The  prospectus 
contains  more  complete  information, 
including  all  charges  and  expenses. 


Evergreen  Keystone 
H~   FUNDS  ~0 


MORE  CHOICES  FOR  YOUR  IRA. 


NOT  FDIC-INSURED 


NO  BANK  GUARANTEE    MAY  LOSE  VALUE 


Evergreen  Keystone  Distributor,  Inc.  1/97  http://www.evergreenfunds.com 


Second  Place,  Food  Chain 


Nobody  wants  to  finish  second.  That's  why  IKON  Office  Solutions5" 
helps  you  compete  better.  By  offering  copier  systems  and  integrated 
computer  networking  solutions.  By  managing  your  company's 
mailroom  and  copy  center.  And  by  handling  your  imaging  and  file 
conversion  needs.  We'll  use  the  latest  technology  from  companies  like 
Oce,  Canon,  IBM,  Microsoft,  Sharp,  Novell,  Ricoh  and  Compaq.  All 
backed  by  a  National  Service  Guarantee.  And  all  designed  to  help  your 
company  do  one  thing.  Win.  To  help  your  company  come  in  first,  call  us. 


Work 
to  Win. 


www.IKON.com 


Microsoft  is  a  registered  trademark  of  Microsoft  in  the  U.S.  and  other  countries.  IBM  is  a  trademark  of  International 
Business  Machines  Corporation.  Compaq  is  a  registered  trademark  of  Compaq  Computer  Corporation.  Novell  is  a  reg- 
istered trademark  of  Novell,  Inc.  All  other  brand  and  product  names  are  the  trademarks  of  their  respective  holders. 


Al&r  900  Service  takes  your  customer  support  costs 
out  of  the  left  and  into  the  right. 


900 

Is  your  customer  support  costing  too  much  money?  An  AT&T  900  number  aims  it  into  a  service  that 
pays  for  itself.  Now  you  can  solve  your  customers'  problems  while  you  solve  one  of  your  own.  AT&T  900  Service. 
It  puts  your  customer  support  costs  back  in  the  black.  Which  keeps  you  from  seeing  red. 
CALL    1    800    655-1366    Ext.  66l  http://www.att.com/business/900services 

AT&T.  For  the  life  of  your  business;" 


AT&T 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


REFLECTIONS  AT  THE  BEGINNING  OF  A  NEW  YEAR 


Is  IT  THE  END  of  the  year  or  the  beginning  of  the  new  one? 
Does  one  look  back  or  peer  into  a  future  filled  with  won- 
derful things — and  great  uncertainties?  The  choice  tells 
quite  a  lot  about  a  writer.  As  an  unblushing  California- born 
optimist,  I  believe  in  looking  forward.  So  in  that  spirit,  let 
us  try  to  see  what  1997  and  the  years  ahead  will  hold. 

It  requires  little  prophetic  ability  to  know  that  new 
technologies  will  accelerate  in  geometric  progression  year 
after  year.  There  seems  to  be  no  limit  to  the  amount  of 
information  that  can  be  placed  on  a  tiny  computer  chip, 

nor  a  limit  to  the  speed  with  which   

increasingly  complex  calculations 
can  be  made.  Nor  does  there 
appear  to  be  any  limit  to  the  num- 
ber of  things  sensors  can  read,  print 
and  remember,  nor  to  the  ability  of 
other  technological  wonders  to 
take  over  tasks  presently  performed 
by  skilled  people. 

This  is  not  the  first  time  we 
have  faced  such  a  future.  It  was  in 
1842  that  Alfred,  Lord  Tennyson 
"dipt  into  the  future"  and  "saw 
the  heavens  fill  with  commerce." 
The  heavens  have  indeed  filled  with  commerce,  and  so 
has  outer  space.  What  seems  different  about  the  imme- 
diate future  is  the  acceleration  of  the  change.  A  five- 
year-old  computer  is  practically  a  museum  piece  now. 
In  the  near  future  we  will  see  automobiles,  unhampered 
by  drivers,  speeding  safely  along  highways,  slowing 
down  at  appropriate  intervals,  diverting  around  traffic 
jams  and  taking  the  most  direct  routes  to  their  destina- 
tions. In  fact,  this  is  much  what  a  modern  commercial 
airliner  does  now,  except  that  pilots  correctly  believe 
passengers  prefer  to  think  a  live  pilot,  not  an  automatic 
one,  is  flying  the  plane. 

Today  a  simple  purchase  in  a  large  department  store 
can  tell  store  managers  what  to  order  and  warehouse  so 
that  other  customers  with  similar  buying  patterns  never 
have  to  be  told  they  must  wait  a  few  weeks  for  delivery. 
And  soon  a  customer  will  not  have  to  pay  with  anything 
so  old-fashioned  as  cash.  This  is  already  starting. 


can  be  used  for  purchases  and  debit  one's  bank  account 
automatically.  All  of  this  simply  by  pushing  two  or  three 
buttons  or  by  the  slide  of  a  card — in  a  matter  of  seconds. 

There  will  be  much  more  that  will  revolutionize  the 
way  we  live  in  our  homes,  feed  and  educate  our  families, 
work  at  our  jobs  and  travel.  And  most  of  it  will  happen 
within  the  lifetimes  of  our  youngest. 

But  there  is  much  that  will  not  change.  If  we  are 
to  realize  all  the  wonders  that  technology  has  in  store 
for  us,  we  will  need  a  secure  and  free  country,  where 

  the  private  sector  and  its  talented 

people  are  encouraged,  not  hin- 
dered, by  government  to  develop 
the  best  that  is  in  each.  We  will  still 
need  individuals  (the  more  old- 
fashioned,  the  better)  to  put  the 
new  technologies  to  work  solving 
the  age-old  problems  of  poverty, 
housing,  health  and  living  peace- 
ably in  a  world  of  widely  differing 
cultures  and  goals. 

There  is  no  suggestion  that  any 
new  technology  can  take  the  place 
of  the  old  verities  of  self-reliance,  a 
respect  for  the  views  and  needs  of  others  and  a  moral  phi- 
losophy to  serve  as  a  guide  and  ultimate  anchor.  In  short, 
we  need  to  remember  what  it  was  that  produced,  and  is 
still  producing,  all  these  technological  marvels  and  skills. 
Freedom — the  freedom  to  do  the  things  that  appeal  to 
each  of  us,  the  freedom  of  an  educated  people  to  bring 
their  talents  and  unique  skills  to  the  never-ending  task  of 
preserving  a  world  at  peace,  in  which  this  technical  wiz- 
ardry can  be  invented,  developed  and  utilized  for  all. 

If  1997  starts  and  continues  along  these  paths,  the 
future  will  indeed  be  bright.  But  there  are  many  pitfalls 
along  this  road,  and  innumerable  ways  in  which  we  or  our 
government  can  be  diverted  or  misled.  It  seems  that  our 
task  as  we  begin  a  new  year  is,  quite  simply,  to  be  aware 
of  the  challenges,  hopes  and  opportunities  available  to  us, 
as  well  as  of  the  perils  we  face.  The  new  technologies  also 
can  bring  unnecessary  expenses,  great  blunders  and  even 
fearful  destruction  if,  by  our  own  inaction  or  mistakes,  we 


Numerous  banks  are  starting  to  issue  banking  cards  that    rely  too  heavily  on  machines  rather  than  on  people. 
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ETS  tulk  about 

70  BILLION 
dollars  worth 

of  hidden 

COSTS. 


Sid  service 


Mentally  peel  back  the  walls  of 
your  building,  and  what  do  you 
find?  Cost.  Lots  of  it.  Sure  there's 
utility  cost,  but  the  maintenance, 
repair  and  staffing  costs  related  to 
a  facility's  energy  systems  are  even 
larger.  Factor  in  your  other  build- 
ing systems  and  support  opera- 
tions and  their  administrative 
costs,  and  the  numbers  are  huge. 
The  buildings  in  North  America 

UILDING     OPERATIONS     AND  MAINTENANCE 


cost  over  $70  billion  to  run  last 
year.  A  lot  of  it  was  misspent. 
Johnson  Controls  has  the  experi- 
ence to  identify  these  operational 
inefficiencies.  And  the  resources 
to  correct  them,  often  saving  mil- 
lions. Call  us  at  1-800-972-8040, 
ext.  296.  And  let  us  help  bring 
your  cost  problems  out  of  hiding. 

JQHNSON 
CONTROLS 

NETWORK  INTEGRATION 


mm 


ce  1  900,  Medical 


science  has  extended 
the  average  life  span 

by  3  1  yea  rs  . 


We  assume  you'll  want  to  spend  every 
extra   second   talking   about  insurance. 


If  you're  like  us,  insurance  is  your  life.  But  in  case 
you're  one  of  those  rare  few  who  has  interests  besides  property 
and  liability  insurance,  we'll  make  this  brief.   Having  been  in 
the  medical  liability  insurance  business  for  more  than  60  years, 
we're  able  to  draw  on  a  comprehensive,  comparative  database  of 
information.  We're  backed  by  more  than  $10  billion  in  assets 

Life  span  data  from  1995  U.S.  Census  'Statistical  Bulletin,"  averaging  all  U.S.  races  provided. 


and  consistently  receive  high  ratings  from  A.M.  Best,  Standarc 
&C  Poor's  and  Moody's.  All  of  which  means  you  can  spend  \esi 
time  worrying  about  insurance.  After  all,  medical  science  has 
given  us  more  time.  We're  just  returning  the  favor. 


^SfRlUl 

isurance  products  and  services  ihroughout  the  world. 

a  member  oFThe  St.  Paul  Companies.  Inc.  www.stpaul.com 
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Game  over 


BY  DANIEL  ROTH 


Forget 
double-talk 
and  ambiguity. 
I'm  throwing 
in  the  towel 
on  trying  to 
talk  sports. 


After  years  of  hiding  this  guilty 
secret,  I'm  coming  clean:  I  don't  like 
watching  sports  or  reading  about 
them.  This  is  a  liability  in  a  nation 
where  sports  small  talk  is  as  impor- 
tant as  having  a  good  resume  or  a 
strong  work  ethic.  Real  men  quiz 
each  other  on  stats,  favorite  players 
and  sports  history. 

For  years  I've  faked  this  ritual 
through  double-talk  and  ambiguity. 
When  I  was  working  at  a  paper  in 
North  Carolina,  a  typical  morning 
tipped  off  with  a  discussion  of  the 
Carolina  Panthers  or,  worse,  a  minor 
league  baseball  game.  My  managing 
editor  would  say  something  like: 
"Can  you  believe  the  game  yester- 
day?" I  would  shake  my  head  and 
give  a  tight-lipped  smile  that  could 
pass  for  awe  or  disgust.  If  I  was 
absolutely  unable  to  dodge  express- 
ing an  opinion,  I  would  offer  that  the 
team  seemed  to  be  in  a  "rebuilding 
phase." 

Why  did  I  feel  so  pressed  to  pre- 
tend an  interest  I  didn't  have? 
Michael  Kimmel,  author  of  Manhood 
in  America:  A  Cultural  History,  and  professor 
of  a  course  on  the  sociology  of  masculinity  at 
the  State  University  of  New  York  at  Stony 
Brook,  explains  it  thus:  As  women  continue  to 
crowd  men  in  the  workplace,  men  fall  back  on 
sports  chitchat  as  a  way  to  define  themselves  as 


men.  "It  creates  an  all-male  space,"  Kimmel 
explains. 

To  hell  with  it.  I'm  quitting  the  game.  Next 
time  somebody  asks  me  about  some  team's 
play-off  chances,  I'm  going  to  tell  the  truth: 
"Don't  waste  my  time  watching  the  stuff." 


The  (truly)  friendly  skies 


BY  CARLEEN  HAWN 


We've  heard 
ad  nauseam 
about  compa- 
nies "empow- 
ering" their 
workers,  but 
United  is  real- 
ly doing  it. 


Always  on  the  lookout  for  cheap  fares,  I 
booked  a  discount  flight  from  New  York  to 
Eugene,  Ore.  three  months  in  advance.  Natu- 
rally, at  the  last  minute  I  had  to  change  my 
plans.  Now  I  was  faced  with  paying  a  whopping 
fee  of  $220,  an  additional  40%. 

But  then  fortune  smiled  on  me:  The  United 
Airlines  telephone  operator  waived  the  added 
expense. 

"Wait  a  minute,"  I  said  with  a  learned  New 
York  skepticism.  "Someone  else  at  United  just 
told  me  this  ticket  would  cost  $220  to  fix. 
What's  going  on?" 

"I'm  just  not  going  to  bill  you  for  it,"  she 
said  casually.  "Have  a  happy  holiday." 

Was  this  woman  drunk  on  holiday  spirit  or 
spirits?  Not  at  all.  United  recently  initiated  a 
program  that  permits  telephone  reservation 


agents  to  use  discretion  to  lower  fares  within 
existing  market  prices.  "We're  empowered," 
explained  an  agent  when  I  called  back.  "We've 
been  trained  in  decision  making  to  provide 
better  service  to  our  customers." 

Hallelujah!  We've  heard  ad  nauseam  about 
the  importance  of  pushing  decision  making 
down  to  the  troops  in  the  field,  but  United  Air- 
lines is  really  doing  it. 

Great  idea?  Competitors  apparently  don't 
think  so. 

American  Airlines  will  hear  nothing  of  the 
idea.  Neither  will  Continental  or  Delta:  "It  may 
be  beneficial  to  you,  but  not  to  the  airline," 
quipped  a  Delta  agent. 

I  think  the  Delta  person  is  dead  wrong.  Next 
time  I  fly,  if  I  possibly  can,  I'm  going  to  speci- 
fy that  I  want  the  Friendly  Skies. 
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Remembrance  of  things  past 


BY  RICHARD  PHALON 


Beer-bellied 
motorcyclists, 
a  storage  site 
that  looks  like 
a  prison  and 
ancient  oaks 
paved  over  for 
new  roads. 


Our  country  house  is  a  roomy  white  clap- 
board set  on  three  acres  of  Solebury,  Pa.,  an 
easy  wood  shot  from  the  Delaware  Canal.  It's 
been  in  the  family  70  years.  Tall  windows  that 
follow  the  sun,  porches  that  the  grandchildren 
track  fireflies  from. 

And,  a  recently  installed  security  system. 
How  out  of  place,  amid  all  the  comforting  tra- 
dition, are  the  intrusive  blinks  of  red  eye-sen- 
sors and  the  idiotic  beeps.  Then,  in  the  wee 
hours  of  one  morning,  the  yammer  of  the  siren 
pulls  us  out  of  bed.  False  alarm. 

The  service  technician  is  working  on  that. 
Standing  on  a  stepladder,  under  the  eye  of  a 
sensor,  he  draws  a  John  Wayne-like  bead  across 
the  kitchen  at  a  cast-iron  radiator  big  enough 
to  heat  a  barn.  "That's  the  glitch,"  he  pro- 
nounces. "The  sensor  is  hyper,  overreacting  to 
that  beast  of  a  radiator.  You  get  a  cold,  windy 
night,  maybe  a  curtain  flutter,  and  pow — off 
goes  the  alarm."  His  solution  is  workmanlike: 
Mask  the  sensor  so  it  won't  react  to  all  that  hot 
cast  iron. 

Were  it  only  so  easy  to  mask  the  social 


change  that  has  brought  the  sensors  into  the 
house.  Like  much  suburban  farmland  across  the 
U.S.,  the  still  partly  rural  Bucks  County,  Pa. 
economy  is  increasingly  driven  by  tourism  and 
ticky-tacky  building.  Ill-managed  growth  eats 
away  at  the  lovely  old  house:  a  new  road  that 
shears  off  a  stand  of  ancient  oaks  and  several 
hundred  square  feet  of  lawn;  a  cloverleafed, 
floodlit  new  toll  bridge  built  across  the 
Delaware  River  that  will  never  generate  enough 
traffic  to  pay  for  itself;  on  weekends,  squadrons 
of  black-jacketed,  beer-bellied  motorcyclists 
roar  by. 

The  worst  insult  yet  has  just  opened  for  busi- 
ness: a  public  storage  warehouse.  Spawn  of  a 
dubious  zoning  change,  it  is  six  acres  of  unre- 
lieved blacktop,  a  6-foot-high  wire  fence  and  a 
cluster  of  one-story  triple-boxcar  sheds  that 
could  easily  double  as  a  minimum-security 
prison.  Hence  the  alarm  sensors:  Public  storage 
sites  are  a  magnet  for  burglars. 

This  in  a  place  and  a  house  where  genera- 
tions of  dwellers  never  even  bothered  to  lock 
the  door.  M 


THE  FORBES  INDEX 
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In  the  second  and  third  quar- 
ters of  last  year  consumer 
installment  debt  rose  to 
11.2%  of  personal  income, 
a  level  not  seen  since  the 
third  quarter  of  1974.  One 
outcome:  Nearly  300,000 
personal  bankruptcy  filings 
were  recorded  in  the  third 
quarter  of  1996,  a  31% 
increase  over  the  third  quar- 
ter of  1995.  Timothy  Martin, 
an  economist  at  Nations- 
Bank, thinks  that  consumers 
will  tighten  their  belts  and 
that  GDP  will  grow  only  2.5% 
in  1997. 
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The  Forbes  Index  is  a  measure  of 
U.S.  economic  activity  composed  of  eight 
equally  weighted  elements:  the  cost  of 
services  relative  to  all  consumer  prices, 
the  level  of  new  orders  for  durable  goods 
compared  with  manufacturers'  inventories, 
total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail 
sales,  total  consumer  installment  credit. 
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Fidelity  Select  Funds. 
You  Select  the  Industry. 
We  Select  the  Stocks. 
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With  over  $10  billion  in  sector  fund  assets,  only  Fidelity  offers  such 
a  range  of  choice-with  35  different  sector  funds;'  In  fact,  we've  become 
synonymous  with  sector  investing,  providing  investors  with  more  industries, 
analysts,  and  convenience. 

More  industries 

Only  Fidelity  has  so  many  strong-performing  sector  funds.  As  you  can  see, 
we  provide  many  choices  that  have  beaten  the  S&P  500  on  a  5-year  basis. 

More  analysts 

To  breed  success  like  this,  you  need  to  find  the  right  opportunities.  Fidelity's 
300  analysts  visit  companies,  talk  to  CEOs,  and  kick  tires  with  a  depth  that 
only  Fidelity  can  offer. 

More  convenience 

Only  Fidelity  gives  you  the  ability  to  trade  the  Fidelity  Select  Portfolios 
hourly  from  10  a.m.-4  p.m.  ET. 

No  one  can  promise  that  tomorrow's  performance  will  be  as  good  as 
yesterday's,  and  you  may  have  a  gain  or  loss  when  you  sell  your  shares. 
But  at  Fidelity,  we're  always  investing  in  your  future:  industry  by  industry, 
stock  by  stock,  hour  by  hour.  Because  we  believe 
our  knowledge  can  be  your  wealth. 


fund  l„, 


Get  your  free  copy  of 
Sector  Fund  Investing. 
Call  Fidelity  today. 


Fidelity 
investments* 


1  -800-544-0003 


|  www.fidelity.com  | 

TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.-9  p.m.  ET. 

For  more  complete  information,  including  charges  and  expenses,  call  for  a  free  prospectus.  Please  read  it 
carefully  before  you  invest  or  send  money. 

'Average  annual  total  returns  for  the  period  ending  9/30/96  are  historical  and  include  changes  in  share  price,  reinvestment  of  dividends  and 
capital  gains,  and  the  effect  of  the  funds'  3%  sales  charge.  Share  prices  and  returns  will  vary.  If  Fidelity  had  not  reimbursed  certain  expenses 
for  some  of  the  funds  during  the  periods  shown,  those  hinds'  returns  would  have  been  lower.  Foreign  investments  involve  greater  risks  than 
U.S.  investmenLs.  Because  stocks  in  a  sector  hind  tend  to  move  the  same  way,  sector  funds  typically  exhibit  higher  volatility'  than  broadly  diversified  mutual  funds  and 
the  stock  market  as  a  whole.    ;The  S&P  500  (a  registered  trademark  of  Standard  &  Poor's)  is  an  unmanaged  index  of  common  stock  prices  and  includes  reinvest- 
ment of  dividends.    Tf  you  sell  shares  of  a  Select  equity  fund  after  holding  them  29  days  or  less,  the  fund  will  deduct  a  redemption  fee  equal  to  .75%  of  the  value  of 
those  shares.  For  shares  held  30  days  or  longer,  the  redemption  fee  is  up  to  $7.50.  In  addition,  there  may  be  a  $7.50  fee  for  each  exchange  out  of  a  Select  equity  hind. 
Fidelity  Distributors  Corporation.  FundsNetwork  is  a  service  provided  by  Fidelity  Brokerage  Services,  Inc.  Member  NYSE,  SIPC.  2d/22959.001 
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Hubris  brought  down  the  legendary  Saatchi  brothers. 
A  sense  of  humor,  a  bunch  of  grit  and  steadfast 
friends  gave  them  a  rousing  comeback. 

Hubris  redeemed 


By  Richard  C.  Morais 


M&C  Saatchi  partners  Jeremy  Sinclair,  Maurice  Saatchi  and  David  Kershaw 

Sometimes  public  humiliation  is  not  the  worst  thing  for  a  career,  but  the  best  thing. 


42 


Forbes  ■  January  13,  1997 


Ad  agencies  in  Los  Angeles  and  New- 
York  licked  their  chops  earlier  this  year 
when  Packard  Bell,  after  getting  a 
financial  transfusion  from  Japan's  NEC, 
put  big  promotion  money  behind  its 
computer  brand.  Its  worldwide  cam- 
paign could  eventually  reach  $100 
million  in  annual  billings. 

Who  won  the  prize?  Packard  Bell 
bypassed  strong  U.S.  agencies  like 
Chiat  Day  and  Leo  Burnett  and  gave 
die  business  to  the  fledgling  M&c 
Saatchi  of  London. 

As  a  movie  script  the  Saatchi 
story  would  be  almost  unbelievable, 
but  it  is  a  true  business  story.  It 
marks  a  remarkable  comeback  for 
Charles  and  Maurice  Saatchi.  In  the 
1970s  and  1980s,  Charles  and  Mau- 
rice— Jewish  immigrants  from  Iraq — 
built  Saatchi  &  Saatchi  into  the  largest 
advertising  agency  in  the  world. 
Headquartered  in  London,  it  owns 
Ted  Bates  and  Backer  &  Spielvogel  in 
the  U.S. 

Maurice  Saatchi  was  the  gregarious 
public  face  of  Saatchi  &  Saatchi, 
chauffeured  around  London  in 
maroon  Bentleys.  Behind  the  scenes 
the  company  was  driven  by  the  patho- 
logically shy  Charles  Saatchi,  a  brilliant 
copywriter  who  refused  to  meet 
clients  or  talk  to  the  press.  His  deter- 
mination— and  his  rages — are  leg- 
endary. Employees  recall  how  he  once 
attacked  his  brother  in  the  board- 
room, beating  Maurice  to  the  floor 
with  an  aluminum  chair. 

In  1987  the  brothers,  carried  away 
by  their  successes,  rounded  up  back- 
ing for  a  $5  billion  bid  for  the  trou- 
bled Midland  Bank.  They  didn't  get 
the  bank,  but  over  the  years  they  did 
bag  dozens  of  ad  agencies  around  the 
world.  When  the  1990  recession  hit, 
the  debt-laden  company  verged  on 
bankruptcy,  and  the  brothers  were 
forced  to  turn  the  company  over  to 
new  management. 

The  reclusive  Charles  lost  interest 
and  withdrew  into  a  world  of  obses- 
sive art  collecting  and  go-cart  racing. 
Maurice,  with  little  to  do,  was  a  man- 
about-town,  displaying  his  trademark 
black  suede  shoes,  Comme  des 
Garcons  suits  and  his  wife,  Josephine 
Hart,  the  bestselling  author  of 
Damaged. 

In  the  end  Maurice  was  tossed  out 
of  the  agency  by  David  Herro,  whose 


NEW  LABOUR 
NEW  DANGER 

On*  of  Labour's  lenders,  Clare  -Short,  says  dark-  force* 
behind  Tony  Blair  manipulate,  policy  in  a  sinister  way. 
'  I  sometimes  tm.lt  them  the  people  who  live  in  the  dark." 
She  says  about  New  Labour:  "If s  a  lie.  And  it's  dangerous." 


Ads  for  Silk  Cut  cigarettes,  British  Airways 
and  the  Tory  party 

Like  a  soup,  complexities  are  reduced 
to  one  simple  idea. 


Chicago-based  Oakmark  International 
fund  had  acquired  10%  of  the  publicly 
owned  shares.  Charles  quickly  fol- 
lowed his  brother  out  the  door. 

But  the  brothers  were  made  of 
tough  stuff.  Their  new  agency,  M&c 


Saatchi,  was  founded  in  two 
rooms  above  a  real  estate  agency  in 
1995.  Two  years  later  it  has  320 
employees  and  billings  of  over  $500 
million.  The  Saatchi  team  is  servicing 
clients  such  as  Mars,  Pfizer,  McDon- 
ald's, Hongkong  &  Shanghai  Bank- 
ing, British  Airways,  Qantas  and 
Britain's  Tory  party. 

M&c  Saatchi's  head  office  in 
London's  Soho,  looks  like — and  is — a 
construction  site;  vou  can  almost  feel 
the  energy  throbbing  through  the 
place.  In  the  elevators  under-30  ad 
people  playfully  trade  Sony  Walkman 
earplugs  so  two  different  songs  are 
piped  into  their  heads. 

"At  7:30  every  night  the  offices  are 
absolutely  full,"  says  Isabella  Mac- 
Pherson,  a  trainee  who  found  herself 
in  a  client  pitch  her  fourth  day  at 
work.  She  loves  the  excitement.  "All 
my  friends  in  advertising  want  to 
work  here,"  she  says. 

Irreverence  shows  in  the  work. 
A  depressing  film  clip  on  pollu- 
tion is  abruptly  interrupted  by  a 
kangaroo  clutching  a  Foster's 
beer.  Voice-over:  "Alternatively, 
say  bollocks  to  it." 

Why  mix  pollution  and  beer? 
"The  most  successful  advertisements 
are  usually  outside  your  comfort 
zone,"  explains  Creative  Director 
James  Lowther.  "They  should  worry 
you  a  little  bit." 

The  Saatchi  team  has  a  knack  for 
reducing  complex  marketing  strate- 
gies into  one  effective  and  simple 
thought.  Glaxo  Wellcome,  one  of  the 
world's  largest  pharmaceutical  com- 
panies, came  to  M&C  Saatchi  after  a 
merger  because  it  wanted  a  friendly 
new  image.  The  admen  came  up  with 
an  ad  showing  an  agitating  AIDS  virus 
under  a  microscope.  A  voice-over 
intones:  "Man  has  no  greater  enemy 
than  disease.  Disease  has  no  greater 
enemy  than  Glaxo  Wellcome." 

"What  we  had  to  do,"  says 
Lowther,  "was  change  the  perception 
from  a  company  making  lots  of 
money  off  people  who  are  ill  to  a 
company  fighting  disease." 

Earlier  this  year  the  Tory  party 
launched  its  "New  Labor,  New 
Danger"  campaign.  Posters  and  ads 
showed  malevolent  eyes  staring  out 
from  behind  curtains.  Explains  part- 
ner Jeremy  Sinclair:  "The  eyes  peering 
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out  [represent]  the  all  seeing,  all  inter- 
fering eyes  of  socialism,  keeping 
[watch]  on  everything  you  do." 

When  Labor  MPs  complained,  M&c 
Saatchi's  follow-up  ad  showed  the 
satanic  eyes  peering  out  of  Labor 
leader  Tony  Blair's  face.  The  howls  of 
outrage  were  by  now  so  loud  the 
authorities  banned  the  ad,  gaining  it 
even  more  attention.  Smiles  Sinclair, 
"One  way  to  leverage  the  spending  is 
to  get  an  ad  talked  about.  Every  time 
someone  complains,  the  newspapers 
reproduce  the  ad." 

No  surprise  that  the 
young  outfit  has  picked  up 
22  awards  in  just  18 
months. 

But  Maurice  Saatchi,  now 
Lord  Saatchi,  has  shed  none 
of  his  eccentric  ways.  For  a 
rare  interview  in  his  chaotic 
new  offices  he  responded  to 
us  with  charming  notes,  but 
then  abruptly  became  a 
control  freak  puffing  on  a 
Romeo  y  Julieta  cigar  and 
fretting  over  the  prospect 
that  he  was  going  to  be 
quoted. 

A  Saatchi  executive,  Bill 
Muirhead,  recalls  flying  with 
Maurice  to  the  U.S.  and 
watching  while  Maurice 
would  glance  down  at  a 
book  and  then  close  his  eyes 
and  mutter.  "What  are  you 
doing?"  asked  Muirhead. 
Maurice  opened  his  eyes. 
"I'm  learning  Hamlet  by 
heart.  1  think  all  these  ^HMH 
Shakespearean  sayings  are 
so  apposite  to  today." 

Without  these  oddball  brothers, 
their  old  agency  floundered.  As  soon 
as  Maurice  announced  his  resignation, 
Mars  Corp.  pulled  its  $400  million 
account  and  British  Airways  and  the 
Tory  party  said  they  would  review 
their  business.  Three  top  executives — 
Jeremy  Sinclair,  David  Kershaw  and 
Bill  Muirhead — walked  out.  The 
shares  in  London  stood  at  $2.46  the 
day  before  Maurice's  ousting.  Today 
they  stand  at  $1.62. 

Sinclair,  Kershaw  and  Muirhead 
decided  to  start  their  own  company 
and  invited  Maurice  and  Charles  to 
join.  The  brothers  not  only  accepted, 
but  also  dipped  into  their  private  pen- 


sion fund  to  provide  $2  million  in 
startup  capital  to  the  new  M&c 
Saatchi. 

Was  it  a  desire  for  revenge  that 
impelled  their  comeback?  Maurice 
denies  it.  "I  left  on  a  Friday,"  he  says, 
"and  for  the  next  several  weeks  the 
phone  would  start  ringing  from  early 
in  the  morning  until  America  went 
home,  which  was  about  1 1  p.m.  I 
felt  I  was  swept  along  by  a  tide,  and 
for  the  first  time  in  my  life  events 
weren't  driven  by  my  will  and  deter- 
mination. Things  just  seemed  to 


Partner 
Back  to 


in  Muirhead 
New  York  but  building,  not  buying. 


happen.  It  was  extraordinary." 

No  sooner  was  the  announcement 
out  about  the  new  Saatchi  agency  than 
a  few  loyal  clients  like  Mirror  Group 
Newspapers  switched  their  accounts 
and  offered  to  pay  their  fees  up  front. 

The  old  company,  Saatchi  &  Saatchi, 
renamed  itself  Cordiant  and  went  to 
court,  successfully  preventing  Sinclair, 
Kershaw  and  Muirhead  from  working 
in  the  agency  they  had  founded. 

With  his  partners  sidelined,  Maurice 
had  to  roll  up  his  sleeves,  figuratively  if 
not  actually.  He  worked  around  the 
clock  doing  mundane  tasks  he  hadn't 
performed  for  25  years.  Within  weeks 
M&c  Saatchi  employees  were  setting 
up  offices  in  New  York  and  Hong 


Kong.  Maurice  got  ready  to  go  after 
the  $90  million  British  Airways 
account,  coming  up  for  renewal  in 
May  1995. 

This  was  a  make-or-brcak  pitch  for 
the  new  company,  and  it  had  to  be 
perfect.  In  preparation,  Maurice  him- 
self tramped  through  ba's  Heathrow 
headquarters,  touring  purchasing 
departments  and  interviewing  local 
managers. 

M&c;  Saatchi  had  signed  an  option 
on  an  office  building,  but  the  space 
was  just  a  raw  shell.  Maurice  and  his 
team  hired  carpenters  to 
build  a  set  that  looked  like 
a  fully  operating  office. 
They  hung  some  of 
Charles'  contemporary  art, 
rented  espresso  machines, 
had  temps  walk  back  and 
forth  to  make  the  office 
look  busy. 

When  the  BA  executives 
arrived  for  the  pitch,  Mau- 
rice produced  videos  of 
Andrew  Lloyd  Webber 
saying  he  would  write  the 
music  for  ba's  next  ad,  and 
of  Rupert  Murdoch 
explaining  the  deals  M&c 
Saatchi  could  get  for  BA  in 
his  media  properties. 

The  show  was  a  bravura 
success,  and  the  new  agency 
got  the  account.  "I  walked 
around  Berkeley  Square  for 
an  hour  in  the  rain,"  says 
Maurice,  "holding  on  to 
this  fantastic  news." 

It  was  a  turning  point. 
The  warring  companies 
signed  a  treaty,  and  in  June  1995  the 
three  absentee  partners  came  to  work. 

And  now  they're  heading  to  New 
York,  quietly  hiring  staff  and  building 
offices.  "We'd  love  to  have  a  big, 
powerful  agency  in  New  York,"  says 
Sinclair.  But  this  time  no  major  acqui- 
sitions. "This  time  we'll  do  it  right," 
he  says,  "building  it  on  some  really 
great  work."  For  now,  at  least,  Mau- 
rice and  Charles  are  back,  doing  the 
nitty-gritty  stuff  that  made  them  great 
in  the  first  place. 

Sometimes  crashing- and- burning  is 
good  for  careers.  Says  partner  David 
Kershaw:  "It's  nice  to  be  in  a  position 
where  you  can  reapply  lessons  from 
mistakes  in  the  past."  H 
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Eastman  Kodak  had  lost  confidence  in  itself  and  in  its  core  business. 
George  Fisher  has  restored  that  confidence. 

How  an  outsider's 
vision  saved  Kodak 


By  Subrata  N.  Chakravarty 


Parsing  the  remarkable  turnaround 
that  he  has  produced  at  Eastman 
Kodak,  George  Fisher  shows  why  the 
board  chose  him,  an  outsider,  in  late 
1993  to  run  this  traditionally  inbred 
company.  "We  were  able  to  act  faster 
and  more  decisively,"  says  Fisher. 
"That's  one  of  the  benefits  of  some- 
one coming  in  from  the  outside." 
The  old  insiders  were  both  authors 


of  and  hostage  to  a  failed  policy.  Pan- 
icking at  the  prospect  that  new  digi- 
tal technologies  would  make  obsolete 
nearly  everything  Kodak  did,  they 
committed  huge  resources  to  diversi- 
fication: drugs,  clinical  diagnostic 
machines  and  batteries.  Meanwhile, 
they  neglected  huge  new  opportuni- 
ties in  photography  like  the  explosion 
in  35mm  film  that  followed  the  intro- 


Chairman  George  Fisher 
New  and  old:  back  in  focus. 


duction  of  the  35mm 
"point-and-shoot" 
camera.  It  was  a  classic 
dog- with- bone  story. 

By  1993  proud  Kodak 
was  playing  catch-up  to 
Japan's  Fuji  Photo  Film 
Co.  It  lost  $1.5  billion 
that  year,  on  sales  of  $16 
billion. 

"By  the  time  I  came 
we  weren't  investing  in 
the  base  business,"  says 
Fisher.  "Think  of  the 
signal  you  send  to  the 
people  in  your  core  busi- 
ness when  most  of  your 
actions  have  been  divert- 
ing resources  to  other 
areas  like  health  or  con- 
sumer goods." 

After  running  Motorola, 
one  of  America's  most 
technologically  advanced 
companies,  Fisher  was 
dismayed  that  Kodak 
quailed  before  the  threat 
of  digital  imaging. 

The  first  outsider  ever 
to  run  116-year-old 
Kodak,  Fisher  was  at 
home  with  technological  advances. 
He  saw  digital  photography  not  as  a 
threat  but  as  a  magnificent  opportu- 
nity to  revitalize  Kodak's  photo- 
graphic business.  Surveying  the  com- 
petitive landscape  from  his  corner 
office  on  the  nineteenth  fioor  of 
Rochester,  N.Y.'s  Kodak  Tower — 
once  occupied  by  Kodak  founder, 
George  Eastman — Fisher  recalls:  "I 
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think  there  was  a  fear  of  what  digital 
was  all  about,  whereas  I  was  coming 
here  because  I  believed  digital  imag- 
ing and  the  eore  photography  busi- 
ness had  a  symbiotic  relationship, 
which  was,  in  fact,  exciting." 

In  his  first  year  on  the  job,  Fisher 
and  his  all-new  top  financial  team 
sold  Sterling  Winthrop,  Clinical 
Diagnostics  and  other  nonimaging 
businesses.  They  went  forward  with  a 
spinoff  of  Eastman  Chemical  that  was 
planned  by  his  predeces- 
sor, Kay  Whitmore. 

In  all,  the  divestitures 
accounted  for  $7.4  bil- 
lion in  1993  sales,  but 
only  $46  million  in 
pretax  profit.  The  pro- 
ceeds from  the  asset 
sales — more  than  $8  bil- 
lion— were  used  mostly 
to  pay  down  Kodak's 
debt.  Today  the  compa- 
ny is  practically  debt-free. 

As  he  got  rid  of  the 
nonimaging  businesses, 
Fisher  plowed  resources 
back  into  photography. 
He  has  developed  a  mul- 
tipronged  strategy: 
Improve  traditional  pho- 
tographic products, 
move  strongly  on  new 
imaging  technology, 
develop  new  markets  for 
growth  and  be  a  leader 
in  the  digital  transition. 

Fisher:  "By  our  focus- 
ing only  on  this  business 
[imaging],  our  people 
now  say:  'Well,  they  H^HH 
[management]  must 
believe.  They're  putting  all  their  eggs 
in  this  basket.1  That  is  a  message  we 
want  to  send — not  only  to  our 
employees,  but  to  our  customers  and 
to  our  competitors." 

Slimmed  down  and  refocused  on 
the  business  that  had  made  it  great, 
Kodak  bounded  forward.  Earnings 
from  continuing  operations  grew 
41%  in  1995,  from  $2.61  per  share  to 
$3.67.  Smith  Barney's  Peter  Enderlin 
estimates  that  Kodak  earned  $1.5  bil- 
lion ($4.39  a  share)  on  revenues  of 
$16.4  billion  last  year  (1996)  and  will 
earn  $5.10  a  share  this  year.  B.  Alex 
Henderson,  of  Prudential  Securities, 
projects  cash  flow  (net  income  plus 


depreciation,  deferred  income  taxes 
and  after  dividends)  of  $1.8  billion 
($5.26  a  share)  in  1996. 

In  the  consumer  photography 
market  the  most  important  develop- 
ment by  far  was  the  introduction  last 
February  of  Kodak's  Advantix  family 
of  cameras  and  films.  Fisher  can't 
claim  all  the  credit  for  this:  The 
system  was  in  development  well 
before  he  arrived.  But  Fisher  did  pull 
every  lever  inside  Kodak  to  get 


Kodak's  newly  appointed  president  and  chief  operating  officer,  Daniel  Carp 
Positioned  to  be  the  first  nontechnical  boss  since  George  Eastman 


Advantix  to  market  right.  He  empha- 
sized first-time  quality  because,  he 
says,  correcting  defects  makes  up  1 0% 
to  15%  of  product  cost.  He's  pushing 
for  faster  cycle  times:  "That  leaving- 
stuff-on-the-shelf  strategy  is  neat 
when  you're  dominant,"  he  says. 
"But  we  can't  do  that  anymore. 
We've  got  to  get  stuff  into  the  mar- 
ketplace before  competitors  do." 

The  Advantix  cameras  are  based  on 
a  hybrid  digital-and-conventional 
technology  called  APS,  for  Advanced 
Photography  System.  It  offers  drop- 
in  loading  and  a  24mm  film  that 
results  in  a  high-quality,  palm-size 
camera.  Advantix  also  lets  you  switch 


among  three  different  size  pho- 
tographs on  the  same  roll.  The  cam- 
eras, ranging  in  price  from  $100  to 
$500,  imprint  digital  information 
about  the  kind  of  shot,  lighting  con- 
ditions and  the  date  onto  the  film,  so 
photo-finishing  machines  can  process 
the  film  correctly. 

APS  is  the  product  of  a  unique  col- 
laboration   by    five    big  camera 
makers — Kodak,  Fuji,  Canon,  Minol- 
ta and  Nikon — to  set  a  common  stan- 
dard. Kodak,  however, 
has  60%  of  the  patents 
on  the  camera.  So  why 
the  collaboration?  "We 
thought  the  industry 
could     not  afford 
another  Beta/VHS 
battle,"  Fisher  explains, 
referring  to  the  war 
between  two  rival  VCR 
formats. 

Cooperation  is 
paying  off.  Kodak's 
Advantix  has  85%  of 
the  market  in  APS  film 
sold  in  the  U.S.,  versus 
70%  of  the  convention- 
al market.  This  year 
Kodak  will  double 
Advantix  capacity,  to  5 
million  cameras.  "This 
is  a  whole  new  plat- 
form that  will  give  way 
to  new  ways  of  using 
these  hybrid  digital 
film  cassettes,"  enthus- 
es Fisher. 

Nowhere  does  the 
outsider  in  Fisher  come 
through  more  clearly 
than  in  his  approach  to 
the  digital  revolution.  He  explains  the 
approach  this  way:  "Previously  Kodak 
was  primarily  into  enabling  people  to 
take  and  make  pictures.  But  we  want 
to  help  people  use  pictures,  store  and 
retrieve  pictures,  transmit  and  com- 
municate pictures. 

"In  that  sense,  digital  becomes  a 
friend  Of  this  company,  not  an  enemy. 
People  today  can't  even  imagine  what 
is  possible  with  a  truly  hybrid  digi- 
tal/analog system.  It  is  really  very, 
very  powerful." 

Another  high-technology  applica- 
tion that  is  on  the  verge  of  proliferat- 
ing is  Kodak's  digital  print  station. 
This  allows  a  store  clerk  with  very 
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little  training  to  scan  in  pictures,  crop 
and  size  them  to  a  customer's  speci- 
fications and  print  them  on  photo- 
graphic paper.  A  more  sophisticated 
version  of  the  same  machine  allows 
an  operator  to  edit  photographs  as 
well,  deleting  some  images  from  a 
picture,  for  example,  and  reposition- 
ing other  images. 

Fisher  believes  that  such  capabili- 
ties will  permit  consumers  to  get 
exactly  the  picture  they  want  every 
time.  Happy  photogra- 
phers take  more  pic- 
tures— and  use  more  of 
Kodak's  high-margin 
photographic  paper. 

To  showcase  the  digi- 
tal print  station  technol- 
ogy, and  to  test  new 
applications,  Kodak 
recently  bought  51%  of 
CPl's  Fox  Photo,  one  of 
the  nation's  largest 
chains  of  minilabs  and 
photographic  specialty 
stores.  Kodak  is  also 
installing  print  stations 
in  1,100  Kmart  stores 
and  elsewhere. 

Kodak  is  getting  out 
of  its  SI. 8  billion 
(annual  revenues)  high- 
speed photocopier  busi- 
ness, sort  of.  It's  selling 
the  marketing,  sales  and 
service  operations  for 
$684  million  to  the 
British  company,  Danka 
Business  Systems.  But 
Kodak  will  continue  to 
build  copiers  for  Danka  ^HHB 
and  Kodak  will  retain 
the  rights  to  all  copier  technology. 

That  could  be  very  important  to 
Kodak's  future.  Smiles  Carl  Kohrt, 
assistant  chief  operating  officer:  "We 
have  the  capability  of  making  photo- 
graphic-quality color  prints,  which  we 
have  not  commercialized."  Yet. 

In  the  1970s  and  early  1980s 
Kodak  all  but  ignored  prospects  in 
developing  countries.  Fisher  is  keenly 
aware  that  among  the  first  luxuries 
new  consumers  in  emerging 
economies  buy  are  cameras,  and  he  is 
moving  fast  to  capitalize  on  this. 
Kodak  sales  in  India,  says  Fisher,  are 
growing  at  25%  a  year,  while  in 
Russia  and  China  they  are  growing  at 


50%.  Kodak  is  offering  cheaper 
camera  kits  in  some  emerging  mar- 
kets. Where  consumers  can't  afford 
to  buy  a  camera,  Kodak  retailers  will 
lend  one.  Don't  want  to  buy  a  whole 
roll  of  film?  They'll  custom-cut  a  roll 
for,  say,  four  or  six  shots.  Get  the 
consumer  when  he  first  starts  taking 
pictures  and  you  have  a  good  chance 
of  keeping  him  as  he  moves  up  the 
income  ladder. 

When  he  looks  into  the  future  of 


Kodak's  assistant  chief  operating  officer,  Carl  Kohrt 
"We  have  the  capability  to  make  photographic-quality  color  prints 


true  digital  imaging,  Fisher  is  confi- 
dent that  Kodak  will  be  a  leading 
player.  Kodak  is  already  the  world's 
largest  seller  of  fully  digital  photo- 
graphic products;  sales  of  these  prod- 
ucts totaled  over  $1  billion  in  1996. 
The  business  has  yet  to  earn  a  nickel, 
but  Fisher  says  that  it  is  too  early  in 
the  product  cycle  for  profits.  As  a  vet- 
eran of  high  tech,  Fisher  understands 
that  most  new  technologies  lose 
money  for  several  years. 

The  greatest  barriers  to  the  spread 
of  truly  digital  photography  are  price 
and  quality  The  quality  of  pictures  is 
measured  in  pixels — microscopic 
points  of  color — per  square  inch. 


Kodak's  top-of-the-line  digital 
camera,  the  DC460,  has  a  6-million- 
pixels  sensor  and  costs  $25,000. 

By  contrast,  conventional  35mm 
film  has  20  million  pixels  and  can  be 
used  in  a  $25  camera.  The  digital 
sensors  will  improve,  and  costs  will 
come  down,  but  the  crossover  point 
is  unlikely  to  come  for  years. 

When  that  point  does  arrive,  then 
the  game  will  get  really  exciting. 
"Digital  imaging  is  going  to  be  like 
the  cellular  telephone 
business,"  Fisher  pre- 
dicts. "Highly  compet- 
itive, very  high  growth, 
good  profits  for  the 
leader,  but  not  for  the 
followers."  Cycle  time, 
again. 

Now  56,  George 
Fisher  may  well  stay  at 
Kodak's  helm  after  his 
contract  expires  at  the 
end  of  1998,  but  he 
will  probably  have 
retired  by  the  time 
middle-income  Ameri- 
cans are  buying  their 
fully  digital  cameras. 

Himself  an  engineer 
and  mathematician  who 
proudly  wears  a  pocket 
protector  and  says  he 
still  uses  a  slide  rule, 
Fisher  has  chosen  a  very 
different  kind  of  execu- 
tive as  his  likely  succes- 
sor. Just-appointed 
president,  Daniel  Carp, 
48,  is  positioned  to  be 
Kodak's  first  nontechni- 
cal chief  executive  since 
George  Eastman  himself.  Carp's 
experience  is  in  marketing  and  inter- 
national operations,  where  Kodak 
allowed  itself  to  fall  behind  for  two 
decades. 

If,  when  he  retires,  Kodak  falls 
behind  again,  Fisher  will  blame  him- 
self. "My  major  job  is  creating  the 
next  generation  of  leadership,"  Fisher 
emphasizes. 

"Success  to  me  in  this  company  is 
not  only  getting  a  financially  healthy 
and  growing  company  again — it's 
also  having  arrived  at  the  day  that  I 
can  leave  here  and  this  place  can  run 
as  well  without  me  as  it  can  with 
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Heard  enough  about  women  in  the  work  force? 
Well,  so  (arguably)  have  younger  women. 

The  new  stay-at-homes? 

By  Peter  Brimelow 

Sure,  overall  female  LABOR  force  participation  continues  to  edge  upward.  But  it  is  slowing  after  the  epochal 
1960s-80s  upswing  (see  chart).  And  this  overall  rate  masks  dramatic  changes.  In  particular,  labor  force  partici- 
pation for  women  aged  20  to  24  has  stalled.  Currently,  although  the  economy  is  now  in  the  sixth  year  of  an 
expansion,  their  participation  rate  is  noticeably  below  the  1987  peak. 

Which  could  be  the  start  of  something  big.  At  least  according  to  Richard  Hokenson,  chief  econo- 
mist at  the  New  York  brokerage  house  Donaldson,  Lufkin  & 
Jenrette.  Hokenson  asserts  boldly  that  the  "demographic  sea    ^T^TV.    LaDOT  fOfCG  participation  rate 
of  change  is  now  in  the  process  of  reversing."  Women,  says 
Hokenson,  "look  to  reduce  the  stress  generated  by  a 
working  world  that  continues  to  offer  little  genuine  sup- 
port for  families." 

This,  Hokenson  maintains,  is  why  the  widespread 
mortgage  refinancing  allowed  by  recent  lower  inter- 
est rates  did  not  result  in  the  expected  burst  of 
increased  consumer  spending.  He  thinks  many 
two-income  families  are  retiring  an  earner — u: 
ally  female. 

One  economic  consequence  Hokenson 
suggests:  a  loss  of  brand-name  pricing 
power.  Families  increasingly  tend  to  have 
more  time  and  less  money.  The  stay-at 
home  spouse  can  comparison  shop. 

But  why  is  labor  force  participation 
by  unmarried  20-to-24-year-old 
women  down  as  much  as  for  mar 
rieds?  They're  staying  in  school, 
Hokenson  answers.  His  point 
Either   way,    these  young 
women  are  choosing  not  to 
work. 

Hokenson  seems 


All  women 
age  16+ 


Research:  Edwin  S.  Rubenstein, 
Right  Data  Associates. 
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Notes:  Labor  force  participation  is  the  percent  of  population  that  is  either  working 
or  looking  for  work.  1996  estimate  is  averaged  YTD  through  November. 


specialize  in  bold 
W  assertions  backed  by  demo- 

graphics. He  has  long  been  pre- 
dicting a  recession  in  1997.  Reason:  a 
downturn  in  the  number  of  2 5 -year-olds 
(male  and  female ). 

This  group,  says  Hokenson,  is  the  "prin- 
cipal  driver,"   of  consumption  growth 
because  it  is  the  single  age  at  which  household 
formation  is  most  likely.  And  it  will  now  start 
to  fall,  echoing  the  post- 1965  "baby  bust." 
Result,  according  to  Hokenson:  a  GDP  decline 
of  some  0.7% — sharply  opposed,  he  acknowledges, 
to  the  complacent  consensus  that  growth  will  blah 
along  at  about  2%  (ho  hum).  Bi 

Source:  Bureau  of  Labor  Statistics 
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INTRODUCING  GOLF  VACATIONS  SO  COMPLETE, 
YOU'LL  HAVE  TO  ACTUALLY  MAKE  STUFF  UP  TO  WORRY  ABOUT. 


With  the  Card,  you  can  enjoy 
the  security  which  comes  from 
more  than  1.  700  Travel  Service 
locations'  in  over  120  countries 
Whether  it  s  quick  access  to  cash 
or  replacement  of  a  lost  Card. 
American  Express  is  ready  to 
assist  you  when  you  need  it  most 
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Looking  for  the  ultimate  in  worry-free  travel?  Consider  America  West  Golf  Vacations, 
offering  guaranteed  tee  times  up  to  90  days  in  advance  at  exclusive  courses  through- 
out the  Phoenix/Scottsdale  area.  Round-trip  air.  Hotel  accommodations.  Even  a 
rental  car.  All  in  one  affordable  package,  courtesy  of  America  West  and  The  American 
Express®  Card.  If  you're  a  member  of  the  America  West  worldwide  frequent  flyer 
program,  FlightFundf  you  can  earn  an  exclusive  5,000  bonus  miles**  just  by 
charging  the  trip  to  your  American  Express5  Card.  Which  should  free  your  mind 
considerably.  Not  that  that's  always  a  good  thing,  of  course.  For  information  or  reser- 
vations, contact  your  local  travel  agent  or 
just  call  us  toll-free  at  1-888-AWA-GOLF. 


$  America  West  Golf  Vacations 


©1996  America  West  Airlines.  *Nol  all  services  available  at  all  locations.  ** 5,000  FlighlFund  bonus  miles  will  be  awarded  lor  America  West  Goll  Vacation  packages  completed  1  2/1/96 
through  1  /3 1  /97,  and  charged  to  the  American  Express  Card.  Flightf  und  bonus  miles  will  only  be  awarded  to  one  purchaser  per  package  Bonus  mileage  coupon  received  with  goll  pack- 
age must  be  completed  and  returned  to  AWA  to  be  eligible.  Application  ot  FlighlFund  bonus  miles  is  in  lieu  of  the  standard  500-mile  bonus  issued  with  all  America  West  Vacation  packages 


What  size 
neighborhoo 
does  your 
electric 
company 
serve? 


As  the  largest  generator  of  low  cost  electricity  in  America  we've  taken 
our  resources,  expertise  and  customer  service  to  4  continents  and  30 
countries.  Which  translates  into  satisfied  customers  all  over  the  world. 


SOUTHERN  mL 
COMPANY 

Energy  to  Serve  Your  World 


http://www.southernco.com 

©  1996  Southern  Company 


First  Alert  tries  to  scare  you  into  buying  its  carbon  monoxide  detectors. 
Trouble  is,  they  don't  work  well. 


False  alarms 


By  John  R  Hayes 

First  Alkrt  loves  bad  news.  When  it 
learns  of  a  death  or  injury  from  carbon 
monoxide  poisoning,  it  lifts  the  grue- 
some details  from  local  news  sources 
and  transmits  them  with  embellish- 
ment over  PRNewswire. 

Cleveland,  Ohio,  Jan.  3:  Couple 
dies  from  improperly  vented  space 
heater.  Cheshire,  Conn.,  Apr.  6:  Man 
dies,  wife  hospitalized,  after  leaving  a 
car  running  in  a  garage  below  their 
living  quarters.  Dayton,  Ohio,  Mar. 
21:  Three  students  hospitalized 
because  of  a  clogged  furnace 
chimney. 

The  reports  warn  that 
carbon  monoxide  is  a 
"silent  killer."  True.  They 
also  claim  carbon  monox- 
ide poisoning  is  the  lead- 
ing cause  of  accidental  deaths 
in  the  U.S.  Untrue. 

Then  the  pitch:  First  Alert's 
Underwriters  Laboratories-listed, 
battery-powered  detector  uses  "bio- 
mimetic  technology'  to  sense  carbon 
monoxide." 

Aurora,  111. -based  First  Alert  got 
its  start  in  1992,  when  Boston  LBO 
investor  Thomas  Lee  bought 
Pittway  Corp.'s  consumer  smoke 
alarm  operation.  In  1993 — already 
number  one  in  smoke  alarms — First 
Alert  introduced  its  first  carbon 
monoxide  detector.  Sales:  $9  million. 

But  in  1994,  after  tennis  star  Vitas 
Gerulaitis  died  of  carbon  monoxide 
poisoning,  sales  for  the  new  product 
jumped  to  $92  million.  Hoping  to 
cash  in  on  the  rush  to  CO  detectors, 
Lee  scheduled  a  large  secondary  stock 
offering  in  1994,  but  had  to  pull  it 
after  the  Wall  Street  Journal  ques- 
tioned claims  that  a  number  of  cities 
were  about  to  make  CO  detectors 
mandatory  in  residences. 

One  of  the  few  cities  that  did  was 
Chicago.  Shortly  after  the  Journal 
article  appeared,  a  temperature  inver- 
sion in  Chicago  trapped  safe  levels  of 


carbon  monoxide  across  the  city  and 
its  busy  911  system  logged  more  than 
1,800  false  alarms  in  a  single  night 
from  overly  sensitive  detectors. 

"Fire  departments  are  going  crazy," 
says  Kevin  Mohr,  assistant  chief  of  the 
Cleveland  Heights,  Ohio  Fire 
Department. 

First  Alert  began  building  new 
models  to  an  anticipated  tougher 
product  standard  that  UL  released  in 
October  1995.  The  trou- 
ble is,  First  Alert's 
rS.    ncw  detectors — and 
\    most  of  its  com- 


petitors'  detec- 
tors— don't  work  any  better  than  the 
old  ones.  A  study  by  the  Gas  Research 
Institute  of  data  collected  by  suburban 
Chicago  fire  departments  indicates 
that  83%  of  the  alarms  triggered  by 
sensors  built  to  the  original  UL  stan- 
dard were  false.  For  products  built  to 
the  new  standard,  the  figure  rose  to 
87%.  Worse,  in  another  GRI  study,  9 
out  of  24  UL-certified  alarms  failed  to 
go  off  when  they  should  have. 

The  UL  standard  doesn't  require  the 


devices  to  pass  the  required  test  twice. 
There's  no  way  to  tell  if  the  sensors 
are  still  working  properly.  The  test 
buttons  arc  merely  a  check  on  the  cir- 
cuitry and  the  battery. 

Last  year  the  gri  helped  sponsor 
stricter  product  standards.  Released  in 
October,  the  new  standards  require 
two  key  additions:  Alarms  must  be 
insensitive  to  safe  levels  of  carbon 
monoxide,  and  detectors  must  include 
a  mechanism  that  proves  sensors 

are  actually  working. 
\         Wendy  Gifford,  senior 
product  manager  at  First 
Alert,  says  her  company 
will  not  test  its  detector 
|j|  to  the  new  standards. 

But   in   October  the 
f    U.S.  Consumer  Product 
Safety  Commission — a 
strong  proponent  of  CO 
detector  installation — effec- 
tively   endorsed  the 
stricter  standards. 

The  first  company  to 
meet  the  new  standards 
will  be  aim  Safety,  a  Toronto 
Stock  Exchange-listed  company 
based  in  Austin,  Tex.  Already, 
I  Michigan  Consolidated  and  Del- 
c  marva  Power  &  Light,  among 
i  other  utilities,  are  selling  aim's 
detectors;  and  Lennox,  the  gas- 
furnace  maker,  sells  aim  detectors 
under  its  own  name  as  well  as  the 
aim  name. 

With  Wal-Mart,  Target  and  Sears  as 
customers,  First  Alert  still  has  the 
strongest  distribution,  but  sales  are 
slow.  Inventories  are  up.  Kmart  and 
Home 'Depot  are  looking  elsewhere. 

In  1995  First  Alert's  earnings  fell 
35%,  to  $1 1  million  on  sales  of  $246 
million.  The  stock  has  slipped  to  a 
recent  4  from  its  high  of  22!^  in  1994. 
Tom  Lee  made  a  legendary  killing 
when  he  sold  Snapple  to  Quaker  Oats. 
It  doesn't  look  as  if  he's  going  to  cash 
in  on  that  scale  with  First  Alert.  H 
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mot  |rs|u  saaffls 


From  the  23rd  century. 


EPSON 


T  Photo  Quality 


Color  and  detail  so  accurate  your 
output's  always  picture  perfect. 


The  future  is  looking  bright.  Brilliant,  actually,  with  the  new 
EPSON*  Stylus'  Color  500  ink  jet  printer. 


CALL  1  800  CO  EPSON 


ASK  FOR  OPERATOR  3100 


Imagine.  720  x  720  dpi  for  true  Photo  Quality  color.  Laser- 
quality  black  text.  Dazzling  color  printing  at  fast  print  speeds 

on  virtually  any  paper.  And  simple  start-up  with  our  Easy  Setup  software.  With  our  free  award-winning 
(loaded  with  full-version  Adobe  and  Sierra  software),  you  can  create  striking  presentations 
and  reports  for  work.  Or  birthday  cards  and  banners  for  fun.  All  with  a  two-year  warranty  for  just  $289 
(not  bad,  since  the  Color  Pak's  worth  up  to  $299  alone).  Visit  us  at  www.epson.com  for  even  more 
reasons  why  the  EPSON  Stylus  Color  500  is  truly  ahead  of  the  competition.  And  ahead  of  its  time. 


Laser 
Quality 

Black  text  that 
won't  break  up- 
even  when  it's 
blown  up.  See? 


EPSON 


YOU'VK  (;0T  TO  SEE  IT  IN  j  COLOR." 

Street  price  may  vary.  EPSON  and  EPSON  Stylus  are  registered  trademarks  of  Seiko  Epson  Corp.  All  other  trademarks  are  the  property  of  their  respective  owners  ©  1996  Epson  America.  Inc 


Cost-cutting  doesn't  just  mean  firing  people. 

To  Charles  Haggerty  it  means  making  your  assets  work  harder. 

Get  off  your  assets 


By  Scott  Woolley 

Not  long  ago  the  computer  disk 
drive  industry  was  cursed  with  price 
wars  aimed  at  buying  market  share. 
There  were  just  too  many  people  in 
the  business:  56  companies  made  disk 
drives,  but  none  of  them  made 
money  consistently. 

One  of  the  worst  off  was  Irvine, 
Calif.'s  Western  Digital  Corp.,  then 
the  U.S.'  fifth-largest  disk  drive 
maker.  In  July  1993  Western 
Digital  Chief  Executive  Roger 
Johnson  fled  the  company  and 
its  creditors  to  join  the  Clinton 
Administration.  In  stepped 
Charles  Haggerty,  a  28-year 
IBM  veteran.  The  staid,  55-year- 
old  Haggerty  opposed  the 
industry's  price  wars,  and 
vowed  to  concentrate  on 
improving  margins,  not  market 
share.  Haggerty 's  turnaround 
of  Western  is  one  for  the  books. 

It  didn't  take  long  for  Hag- 
gerty to  win  the  nickname 
"Cheap  Charley,"  and  he  glo- 
ried in  it.  But  Haggerty  is  no 
mere  cost-cutter.  He  is,  howev- 
er, a  believer  in  making  every 
asset  dollar  work  overtime. 

When  Haggerty  arrived, 
Western  Digital's  inventory 
never  turned  over  more  than  9 
times  a  year.  Competitor  Sea-  m 
gate  Technology  turned  its 
inventory  12  times  a  year.  That  meant 
Western  capital  was  idle  in  inventory. 

Haggerty  and  Kathryn  Braun,  the 
company's  executive  vice  president  of 
desktop  and  portable  drives  at  the 
time,  slashed  the  number  of  parts 
used  in  the  company's  drives.  Soon 
80%  of  all  its  drives  were  built  from  a 
common  group  of  parts,  almost 
double  Seagate's  percentage  and  that 
of  the  number  two  drivemaker, 
Quantum,  Western  Digital  says. 

The  results  were  impressive.  West- 
ern Digital  now  turns  inventorv  more 
than  twice  as  fast — 20  times  in  a  year. 


Lean  inventories  are  especially  impor- 
tant in  an  industry  that  has  seen  prices 
fall  over  1 5%  in  a  quarter,  eroding  the 
value  of  slow-moving  inventory. 

Haggerty  next  tackled  manufactur- 
ing. How  many  parts  could  Western 
buy  more  cheaply  than  make?  Hag- 
gerty sold  Western's  semiconductor 
plant  to  Motorola  in  1993  and  was 
soon  buying  chips  from  Motorola  for 


Western  Digital's  Charles  Haggerty  and  Kathryn  Braun 
They're  making  every  asset  dollar  work  overtime 


less  than  it  had  cost  Western  to  build 
them  itself. 

Western  Digital  now  produces  only 
30%  of  the  parts  that  make  up  its  disk 
drives.  Compare  that  to  vertically 
integrated  Seagate,  which  can  pro- 
duce close  to  100%  of  key  parts.  Sea- 
gate's chief  executive,  Alan  Shugart, 
argues  that  being  vertically  integrat- 
ed fattens  margins  by  keeping  more 
of  the  profit  in-house. 

That  works  for  Seagate,  but  Hag- 
gerty retorts  that  having  a  range  of 
independent  suppliers  gives  Western 
the  ability  to  buy  parts  wherever  and 


whenever  needed.  Haggerty  also 
argues  that  doing  business  with 
numerous  vendors  gives  him  access 
to  other  people's  research  and  devel- 
opment. Western  badly  needs  the 
outside  technology:  It  could  afford  to 
spend  only  $150  million  last  year  on 
R&D,  whereas  Seagate  spent  almost 
three  times  that  much. 

Thus  when  Read- Rite,  Western 
Digital's  longtime  supplier  of 
read  and  recording  heads,  lost  its 
technological  edge  recently, 
Western  quickly  moved  business 
to  TDK's  SAE  division  and 
Applied  Magnetics  Corp.  "It's 
pretty  hard  to  get  all  the  com- 
ponents right  every  time  by 
yourself,"  notes  Braun,  Hagger- 
ty's  heir  apparent. 

Western's  strategy  is  in  many 
ways  the  mirror  image  of  Sea- 
gate's, but  both  seem  to  work. 
Of  the  56  companies  making 
disk  drives  seven  years  ago  only 
1 1  survive,  and  Western  is  one 
of  the  healthiest  survivors.  Its 
revenues  have  more  than  tripled 
since  1992,  to  a  likely  $4  billion 
this  year,  and  it  has  risen  to  the 
number  three  spot  as  a  maker 
of  hard  drives — behind  only 
Seagate  and  Quantum.  The 
stock,  5  when  Haggerty  moved 
in,  is  now  at  57. 
The  creditors  who  helped  bring 
Haggerty  to  his  job  have  gone  away 
happy;  the  company's  now  debt  free. 
Among  Haggerty's  biggest  admirers 
is  Seagate's  Shugart:  "Western  Digi- 
tal has  just  creamed  everybody  in  the 
desktop  piece  of  the  market." 

Dell  Computer,  a  big  Western  Dig- 
ital customer,  recendy  asked  Hagger- 
ty's colleagues  to  address  a  meeting 
on  asset  management.  Dell  wanted  to 
expose  its  executives  to  Western  Dig- 
ital's philosophy  about  effective  use 
of  assets.  Dell's  business  model  now 
concentrates  on  asset  turns  as  well.H 
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1 hese  jfros  have  a  lot 

In  Common 


Dr.  Sidney  Harman, 
Chairman  and  CEO, 
Hartnan  International  Industries 


Pete  Sampras, 
Tennis  Professional 


The  Tools  of 
Their  Trade. 


The  challenges  these  pros  have  are 
about  balancing  demanding  sched- 
ules, capitalizing  on  opportunities  and 
selecting  the  right  "business"  tools. 

So,  whether  you're  the  world's 
number  one  tennis  player  or  the 
|  Chairman  and  CEO  of  a  successful 
company,  you  need  the  right  tools 
to  give  you  the  competitive  edge,  to 
make  you  more  productive  and  pro- 
vide you  more  time. 


Executive  Jet's  Netjets®  program  of 
fractional  ownership  is  such  a  pro- 
ductivity tool.  It  allows  you  to  own  a 
business  jet  for  as  little  as  l/8th  the 
cost  of  an  entire  aircraft — with  guar- 
anteed operating  costs,  guaranteed 
liquidity  and  guaranteed  availability 
365  days  a  year,  24  hours  a  day. 

We've  been  tailoring  fractional  air- 
craft ownership  solutions  for  some  of 
the  busiest  and  most  successful  indi- 
viduals and  companies  since  we 
created  the  concept  in  1986.  No 
matter  what  your  game  is,  we  can 
tailor  a  Netjets  share  to  meet  your 
needs.  Select  the  tool  that  Pete 
Sampras  and  Dr.  Sidney  Harman 
own — Netjets. 


And  NetJets®  Europe 
From  Executive  Jet 

For  More  Information  Call 
1-800-821-2299 


Fractional  aircraft  shares  are  available  in  small,  mid-range  and  large  cabin  business  jets  including  the  Citation  SII,  Citation  V  Ultra, 

Citation  VII,  Hawker  1000,  Citation  X  and  Gulfstream  IV-SP. 


ruim 


VIEII 


Bridge 
to  nowhere 


BY  STEVE  H.  HANKE 


Steve  H.  Hanke  is  a 
professor  of  Applied 
Economics  at  The 
Johns  Hopkins 
University  in  Baltimore. 


EUROPE  is  on  the  brink  of  disaster.  The 
European  Monetary  Union  is  scheduled  to 
be  launched  on  Jan.  1,  1999.  Member  states 
will  be  required  to  fuse  their  currencies  with 
irrevocably  fixed  exchange  rates,  and  the 
European  Central  Bank  will  be  the  EMU's 
sole  master  of  monetary  policy.  A  new  cur- 
rency, the  Euro,  will  then  be  issued  in  Janu- 
ary 2002.  The  new  notes  and  coins  will  cir- 
culate alongside  existing  currencies  until  July 
2002.  After  that,  German  marks,  French 
francs  and  the  other  familiar  currencies  will 
fade  into  history. 

This  grand  scheme  is  advertised  as  Europe's 
bridge  to  the  21st  century.  I  think  the  design  is 
defective.  That  bridge  will  plunge  into  an  abyss. 

The  advocates  of  the  common  currency 
point  to  the  U.S.:  Look  what  a  common  cur- 
rency has  done  for  that  continental  market. 
But  our  monetary  union  works  because  the 
labor  market  in  the  U.S.  is  unified  and  flexi- 
ble. As  market  conditions  change,  businesses 
and  their  employees  migrate  with  great  rapid- 
ity from  lower-  to  higher-return  parts  of  the 
country.  This  tends  to  level  out  cost  differ- 
ences among  regions.  It  is  precisely  this  fluid- 
ity that  explains  why  the  U.S.  is  the  world's 
greatest  job  machine. 

Europe's  job  machine  is  broken  down.  With 
18  million  unemployed  and  a  pan-European 
unemployment  rate  of  over  11%,  the  European 
Union's  labor  markets  are  very  far  from  being 
flexible  and  integrated.  The  most  important 
barriers  are  those  of  language  and  culture.  Not 
many  Frenchmen  are  willing  to  pull  up  stakes 
from  the  depressed  steel  regions  of  Lorraine 
and  move  to,  say,  Munich  or  Milan. 

Other  barriers  to  labor  market  flexibility 
exist,  too:  high  minimum  wages,  confiscatory 
labor  taxes,  over-generous  unemployment 
benefits,  national  social  security  entitlements, 
nonportability  of  pension  rights  and  public 
subsidies  to  ailing  industries. 

A  common  currency  in  Europe  might  work 
in  spite  of  the  barriers  of  language  and  senti- 
ment if  there  were  real  deregulation  of  the 
labor  market.  Not  a  chance. 

Just  last  November,  the  European  Com- 
mission in  Brussels  published  a  report  on 
European  competitiveness.  The  draft  chapter 
on  labor  markets,  which  was  surreptitiously 


slipped  to  me,  caused  a  major  rumpus  in 
Brussels.  What  sparked  the  dustup?  Two 
graphs.  One  showed  a  significant  positive 
relationship  between  high  unemployment  and 
high  termination  costs  and  the  other  linked 
high  unemployment  to  heavy-handed  labor 
market  regulations. 

But  even  to  suggest  deregulated,  flexible 
labor  markets,  like  those  in  the  U.S.,  is  blas- 
phemy in  Brussels.  The  Eurocrats  in  Brussels 
said  such  labor  markets  would  be  "a  return  to 
Dickensian  sweatshops."  The  offending 
graphs  were  expunged  from  the  final  report. 
Even  talking  about  labor  deregulation  and 
U.S. -style  markets  is  apparently  forbidden 
in  Europe. 

Even  to  suggest  deregulated, 
flexible  labor  markets, 
like  those  in  the  U.S.,  is  blasphemy 
in  Brussels.  The  Eurocrats  in 
Brussels  said  such  labor 
markets  would  be  "a  return  to 
Dickensian  sweatshops.' 


Without  flexible  labor  markets,  the  new  pan- 
European  currency  unit  will  simply  inject  more 
rigidity  into  the  European  economies,  freezing 
Europe's  job  machine  ever  more  solidly. 

The  ever  clever  French  think  they  have  a 
way  to  extricate  Europe:  a  competitive  devalu- 
ation. Devaluation  noises  can  already  be  heard 
in  Paris.  What  the  French  are  really  after  is  a 
further  devaluation  of  Europe's  anchor  cur- 
rency, the  German  mark,  against  the  dollar. 
No  Frenchmen  sit  on  the  board  of  the  Bun- 
desbank, but  as  we  learned  in  1990,  when  the 
two  Germanys  were  unified,  even  the  mighty 
Bundesbank  isn't  immune  to  political  pres- 
sures. In  the  runup  to  the  emu,  don't  be  sur- 
prised if  the  Germans  blink  and  then  bend. 

This  spells  trouble  for  the  Euro.  A  congeni- 
tally  weak  currency?  Probably.  It  could  also 
spell  serious  trouble  with  the  U.S.,  which  does 
not  want  to  see  the  dollar  get  too  strong. 

Even  though  European  bond  yields  offer  a 
premium  over  comparable  U.S.  yields,  don't 
be  tempted.  You  will  be  buying  into  a  weak 
currency  zone.  H 


56 


Forbes  ■  January  13,  1997 


THE  HOME  OF  BUSINESS  IN  LONDON? 
OR  A  LONDON  HOME-FROM-HOME? 


jlu-  Berkeley  has  every  last  piece  of 
technology  to  make  husiness  happen 
for  you  in  London. 

From  ISDN  lines  for  your  laptop 
computer  to  personal  fax  machines  with 
your  own  dedicated  number. 

Hut  few  husiness  hotels  so  luxuriously 
create  the  impression  of  home.  In  the 


Front  Hall,  a  fireplace  glows  welcomingly 
through  the  winter  months. 

On  the  roof,  the  newly  refurbished 
health  spa  and  pool  build  the  illusion 
of  a  grand  private  house:  the  perfect 
place  to  draw  inspiration  and  refresh 
the  mind,  body  and  spirit. 

THE  BERKELEY 

KNIGHTSBRIDGE,  LONDON 
AND  NOWHERE  ELSE  IN  THE  WORLD. 


CI  ose  to  Harrods.  overlooking 
Hyde  Park.  The  Berkeley  is  the  per  feet 
London  address  and  displays  the 
refreshing  individuality  of  all  The  Savoy 
Oroup  s  hotels. 

So  is  The  Berkeley  a  serious  working 
environment?  Or  a  luxurious  home- 
from-bome?  ^ou  don  t  have  to  choose. 


For  reservations,  call  800-63SAVOY, 
800-223-6800  or  your  travel  agent. 


I  HI.  SAVOY  CROl'I' 
England's  most  distirnniiNtu'd  and  individual  hotels 

THE  BERKELEY     CLARIDGE'S     THE  CONNAUGHT     THE  SAVOY     THE  LYGON  ARMS 


Members  of 

cTh<fJeadinfHotelsof  theWorld' 


EDITED  BY  NINA  MUNK 


Go  ahead,  have  your  holiday  snapshots  developed  by  Seattle  FilmWorks. 
But  keep  away  from  the  stock. 

An  unflattering  closeup 


By  Scott  Woolley 


Gary  Christophersen,  president  and  chief  executive  of  Seattle  FilmWorks 

His  flair  for  marketing  has  made  earnings  boom.  The  aggressive  accounting  helps,  too. 


The  photo  developing  business  is  a 
no-growth  industry:  Americans  are 
taking  roughly  the  same  number  of 
pictures  that  they  did  in  1990.  And  yet 
Seattle  FilmWorks  is  growing  like 
gangbusters.  This  mail  order  film 
developer  has  posted  an  average  25% 
earnings  growth  every  year  since  1990. 
Revenues  have  leaped  from  $33  mil- 
lion to  $84  million  in  fiscal  1996 
(ended  September).  Return  on  equity 
has  averaged  32%  over  the  past  five 
years,  earning  Seattle  FilmWorks  a 


spot  on  Forbes'  most  recent  list  of 
the  200  Best  Small  Companies  in 
America. 

No  wonder  Wall  Street  is  agog. 
Adjusted  for  splits,  Seattle  FilmWorks' 
Nasdaq- traded  stock  (foto)  has  shot 
up  from  y/\<,  in  1992  to  a  recent  21. 
The  market  values  the  company  at 
$250  million,  3  times  sales  and  26 
times  estimated  1997  earnings.  "Gary 
is  a  marketing  genius,"  gushes  Piper 
J  affray  analyst  Robert  Toomey  of  the 
company's  50-year-old  chief  execu- 


tive, Gary  Christophersen. 

It  sure  looks  that  way. 
When  Christophersen  joined 
Seattle  FilmWorks  in  1982, 
the  tiny  firm  was  barely  sur- 
viving. A  former  economic 
consultant,  Christophersen 
didn't  have  any  business 
experience,  but  his  instincts 
were  superb.  Rather  than 
compete  on  price,  he  decided 
to  focus  on  service.  He  was 
the  first  to  offer  a  set  of  slides 
and  a  set  of  prints  from  the 
same  roll  of  film.  He  also 
dreamed  up  a  handy  "picture 
index,"  a  print,  similar  to  pro- 
fessionals' contact  sheets,  that 
contains  miniphotos  of  every 
picture  on  the  roll.  His  latest 
innovation  is  developing  pic- 
tures in  digital  form.  The 
images  are  sent  back  to  cus- 
tomers on  floppy  disk  or  over 
the  Internet. 

One  of  his  cleverest  ideas: 
include  a  replacement  roll  of 
film  with  every  development 
order.  The  "free"  roll  costs 
Seattle  FilmWorks  about 
$1.30,  but,  boy,  does  it 
make  for  devoted  customers! 
Hooked  by  the  free  film — 
and  the  ease  of  simply  drop- 
ping a  prepaid  envelope  in 
the  mail — shutterbugs  gladly 
pay  prices  that  are  higher 
than  those  charged  by  competitors 
($9.95  for  a  roll  of  24,  versus  $6.10 
at  Wal-Mart).  No  surprise  then  that 
Seattle  FilmWorks,  now  one  of  the 
country's  three  biggest  mail-order 
film  processors,  makes  a  hefty  42% 
gross  margin. 

But  smart  marketing  doesn't 
always  translate  into  good  business. 
Looked  at  up  close  the  picture  gets  a 
bit  blurry. 

Seattle  FilmWorks  capitalizes  the 
costs  of  its  direct  mailings  to  prospec- 
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tive  customers,  expensing  them  over 
three  years  rather  than  in  the  year 
they're  incurred.  There's  nothing 
wrong  with  this  practice  per  se.  If  the 
customers  netted  by  a  mailing  come 
back  with  repeat  business  year  after 
year,  you  really  have  booked  an  asset. 

But  there's  no  guarantee  that  the 
first-time  customer  will  become  a 
regular.  Currently  $11  million  worth 
of  marketing  costs  sits  on  Seattle 
FilmWorks'  balance  sheet  as  an  asset. 
If  Seattle  FilmWorks  had  deducted  all 
fiscal  1996  marketing  costs  immedi- 
ately, it  would  have  netted  less  than 
$5.4  million,  versus  the  $8  million 
(68  cents  a  share)  it  officially  report- 
ed. That  would  bump  its  stock  price 
up  to  47  times  1996  earnings. 

It's  a  situation  familiar  to  America 
Online  shareholders.  By  spreading  its 
marketing  expenses  over  two  years, 
AOL  created  artificially  high  earnings. 
In  September  the  company  finally 
changed  its  accounting  policy.  Result: 
a  $385  million  writeoff  and  a  pro- 
jected loss  for  fiscal  1997. 

The  taciturn  Christophersen  recoils 


If  Christophersen  had 
deducted  his  marketing  costs 
immediately,  he'd  have  netted 
$5  million,  not  $8  million. 

at  any  comparison  to  AOL.  He  insists 
his  accounting  is  conservative.  For 
every  dollar  spent  on  acquiring  new 
customers,  he  expenses  55  cents  in 
die  first  year,  29  cents  the  second  and 
the  final  16  cents  in  year  three.  This 
method,  says  he,  was  arrived  at  after 
15  years  of  tracking  how  long  new 
customers  stay  with  the  company. 

That  assumes  the  next  few  years 
will  be  as  good  as  the  last.  The  com- 
pany's innovations  are  awfully  easy  to 
copy.  "Picture  indexes"  are  now 
widely  available.  Getting  slides  and 
prints  from  the  same  roll  is  common. 

The  biggest  long-term  threat  to 
Seattle  FilmWorks  is  digital  photog- 
raphy, which  threatens  to  do  to  film 
developers  what  CDs  did  to  record 
players.  Instead  of  chemical  images 


on  film,  digital  cameras  store  photos 
as  bytes  of  information  on  computer 
chips.  No  film,  no  film  developer.  PC 
owners  plug  their  cameras  into  com- 
puters and  download  pictures  for  free. 

And  since  Seattle  FilmWorks  has 
been  targeting  PC  owners  in  its  recent 
mailings,  its  customer  base  is  made 
up  of  people  more  likely  to  take  a 
shine  to  digital  cameras.  The  digital 
cameras  now  available  are  expensive 
($350  on  the  low  end)  and  low  qual- 
ity. But  no  one  expects  that  to  last 
much  longer. 

Not  even  Christophersen.  He  is 
plotting  ways  to  transform  his  com- 
pany for  the  digital  age.  He  thinks  he 
will  be  able  to  get  into  the  business  of 
printing  people's  digital  pictures — 
having  customers  send  their  pictures 
over  the  Internet  to  his  high-quality 
printers.  Maybe  it  will  work,  but 
nobody  knows  where  technology  is 
taking  us.  We  wouldn't  bet  our 
bottom  dollar  on  the  soundness  of 
those  capitalized  costs. 

Great  company,  smart  marketing.  But 
47  times  real  earnings?  No  way.  B 


The  Montgomery  Growth  Fund. 

An  IDEAL  RETIREMENT  HOME  FOR  YOUR  IRA. 

Morningstar  Rating  for  three  years  ending  g/30/96  against  1708  equity  funds. 

18.74%  27.27% 

One  Year  Life  of  Fund  (9/30/93) 

Average  annual  total  returns  jor  the  period  ending  9/30/96. 


How  do  you  prepare  for  your  financial  future? 
Consider  the  investment  that  just  earned  a  five- 
star  Morningstar  rating — The  Montgomery  Growth 
Fund.  The  Fund  has  also  posted  impressive  three-year 
numbers,  and,  while  past  performance  is  no  guaran 
tee  of  future  results,  we  believe  it  is 


ohesourceI-  a  promising  long-term  investment. 
1.800-5-no.load   Considering  what  the  future  may 


cost,  what  you  do  with  your  IRA  contribution  is  more 
important  than  ever. 

We'd  be  pleased  to  send  you  details.  For  a  prospectus, 
simply  contact  us  by  phone  or  through  our  web  site. 


800)  572-3863 

www.xperts.montgomery.com/1 


The  Montgomery  Funds 
Invest  wiselyr 

Return  and  principal  value  of  an  investment  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Morningstar  proprietary 
ratings  reflect  historical  risk-adjusted  performance.  Its  one-year  rating  ending  <y$of)6  is  four  stars  based  on  its  performance  against  3006  equity  funds.  Ratings  are  subject 
to  change  monthly.  Morningstar 's  ratings  are  calculated  from  the funds' one,  three,  jive,  and  ten-year  average  annual  total  returns  (if  available)  in  excess  of  go-day  Treasury 
bill  returns  with  appropriate  fee  adjustments  and  a  risk i factor  that  reflects  June!  performance  below  go-day  T-bill  returns.  10%  of  the  funds  in  an  investment  category  receive 
five  stars.  The  Montgomery  Crrowth  Fund  is  100%  no-load  with  a  Si,  000  minimum  initial  investment.  For  complete  information,  including  charges  and  expenses,  call  for 
a  prospectus  to  read  carefully  before  investing.  Montgomery  Securities,  Distributor  (iiA)6). 

Charles  Schwab  &  Co.,  Inc.  (Member  SIPC/.MSEj  provides  recordkeeping  and  shareholder  services  for  shares  purchased  through  its  Mutual  Fund  OneSource? 


Do  you  know  what's  on  your  hard  drive?  Would  you  want  a  trial  lawyer  to  know? 

control/alt/discover 


By  Janet  Novack 

1 1-  you've  been  sued,  you  know  that 
pretrial  "discovery"  can  disrupt  your 
business  and  potentially  damage  your 
case.  Bad  news:  As  lawyers  increas- 
ingly demand  discovery  of  computer 
as  well  as  paper  records,  this  particu- 
lar form  of  legal  torture  is  getting 
even  worse. 

Particularly  dangerous  are  careless 
notes  dashed  off  by  executives  who 
treat  E-mail  like  a  watercooler  ses- 
sion. Another  danger:  forgeries. 

A  former  Oracle  employee  in  Cali- 
fornia is  awaiting  trial  for  perjury  for 
allegedly  forging  an  E-mail.  The 
defendant,  Adelyn  Lee,  had  sued 
Oracle  claiming  Chief  Executive 
Larry  Ellison  wrongfully  ordered  her 
fired  because  she  broke  off  an  affair 
with  him.  Lee  used  as  a  key  piece  of 
evidence  an  apparent  E-mail  to  Elli- 
son from  her  boss  indicating  she  had 
been  fired  on  Ellison's  orders.  Turns 
out  Lee  allegedly  forged  the  E-mail 
using  her  boss'  password.  The  case 
against  Ellison  was  settled  and  the 
former  plaintiff  is  now  in  the  dock, 
but  the  incident  caused  Oracle  a  lot 
of  embarrassment. 

Scary  as  that  is,  the  more  common 
problem  is  that  companies  are  having 
to  spend  long  hours  and  big  dollars 
culling  and  retrieving  data — includ- 
ing E-mails  and  drafts  that  managers 
thought  they  had  deleted — spread 
over  thousands  of  res,  mainframes, 
disks  and  tapes. 

John  Jessen,  president  of  Seattle- 
based  Electronic  Evidence  Discovery, 
Inc.,  says  he  has  a  corporate  client 
under  court  order  to  search  50,000 
of  its  400,000  tapes,  a  process  that 
will  cost  more  than  $1  million. 

"This  is  a  blackmail  issue,"  says 
Jessen.  For  a  long  time,  lawyers 
(other  than  those  in  tech-industry 
suits)  had  a  "gentleman's  agreement" 
not  to  go  after  each  other's  electron- 
ic data,  he  says.  But  now,  he  adds, 
trial  lawyers  are  making  burdensome 
electronic  discovery  requests  as  a  ploy 


to  gain  settlement  leverage  and — if 
the  data  can't  be  retrieved — to  make 
it  look  like  there's  a  cover-up. 

Egged  on  by  trial  lawyers,  judges 
are  increasingly  ready  to  penalize 
companies  they  think  haven't  done 
enough  to  preserve  or  uncover  docu- 
ments. In  September,  for  example,  a 
Philadelphia  federal  magistrate  sanc- 
tioned Sprint  Communications  for 
"spoliation  of  evidence." 

Why?  Because  it  didn't  preserve 
operating  data  that  Applied  Tele- 
matics, Inc.  had  demanded  in  a 


search  a  step  further — getting  physi- 
cal access  to  their  opponents'  com- 
puters. Last  year  a  Texas  judge 
allowed  a  Coopers  &  Lybrand  part- 
ner, a  litigation  consultant,  to  exam- 
ine a  Macintosh  belonging  to  a 
former  oil  service  company  employee 
being  sued  for  theft  of  trade  secrets. 

On  the  Mac's  hard  drive,  the  con- 
sultant, Larry  Kanter,  found  tempo- 
rary print  files  that  were  created  when 
the  former  employee  printed  out  the 
secrets  from  a  floppy  disk.  "A  typical 
user  wouldn't  see  these  files;  you  have 


patent  infringement  suit.  Sprint  rou- 
tinely backed  up  this  data  once  a 
week,  and  in  so  doing  overwrote  the 
prior  week's  backup.  The  judge  said 
Sprint  should  have  altered  its  proce- 
dures to  preserve  the  data  once  dis- 
covery was  requested. 

As  part  of  die  settlement,  the  mag- 
istrate's order  has  been  vacated,  but 
the  warning  stands.  "People  who  are 
sued  are  going  to  have  to  be  much 
more  careful  about  what  records  diey 
allow  to  evaporate  into  electronic 
never-never  land,"  says  Philadelphia 
lawyer  Joel  Goldhammer,  who  repre- 
sents Applied  Telematics.  One  more 
weapon  for  the  plaintiff's  bar. 

Some  lawyers  are  carrying  the 


to  know  where  to  look,"  says  Kanter. 

Is  there  any  defense  against  com- 
puter discovery  and  searches?  There's 
always  the  argument  that  the  request 
is  too  intrusive,  or  burdensome,  or 
irrelevant,  or  unnecessary. 

But  that  doesn't  always  work  when 
judges  take  the  position  that  search- 
ing electronic  files  is  less  of  a  hassle 
than  going  through  boxes  and  boxes 
of  paper  documents. 

Which  would  seem  to  leave  only 
one  sure  defense:  Be  very  careful  of 
what  you  write  on  E-mail — and  of 
w  hat  you  say  on  voice  mail  (some  sys- 
tems save  messages  on  a  computer). 
Or  even  what  you  say  in  person  to 
colleagues.  Remember  Texaco!  H 
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We'll  get  our  people  right  on  it. 

■  You  face  a  vast  sea  of  choices.  On  one  side, 
your  company.  The  other,  your  new  location. 
Fortunately  for  you,  we're  prepared  to  do  every- 
thing in  our  power  to  make  the  decision  easy. 
Like  arranging  face-to-face  meetings  with  state 
and  local  leaders.  Finding  unexpected  ways  of 
reducing  costs.  Even  offering  incentives  some 
businesses  would  consider,  well,  miraculous.  ■  To 
learn  more,  call  1-800-340-3323.  Because,  when  it 
comes  to  business,  Mississippi  may  well  be  the 
promised  land. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  P.O.  Box  849  •  Jackson,  Mississippi  •  39205  •  http://www.mississippi.org 
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The  shame  of  the  cities 


BY  DIANE  RAUITCH 


Diane  Ravitch  is 
a  historian  and 
a  Fellow  at  the 
Manhattan  Institute 
in  New  York  City. 


In  recent  years  the  District  of  Columbia, 
our  nation's  capital,  has  not  been  a  model 
of  democratic  governance.  Because  of  the 
District's  perennial  budget  crisis  and  inept 
political  leadership,  Congress  has  created  a 
financial  control  board  to  restore  order  to  the 
District's  government. 

In  November  the  financial  control  board 
took  over  the  District's  public  school  system, 
replacing  an  elected  school  board  with  an 
emergency  board  of  trustees  and  hiring  a 
retired  Army  general  as  superintendent.  In 
effect,  the  District's  public  schools  have  been 
declared  bankrupt  and  have  been  placed  in 
receivership  by  the  control  board. 

The  change  in  management  was  overdue. 
For  two  years,  schools  in  the  District  could 
not  open  on  time  because  of  safety  violations. 
Dropout  rates  were  high,  and  student  achieve- 
ment low.  School  administrators  simply 
evaded  responsibility. 

When  the  financial  control  board  tried  to 
find  out  whether  the  schools  would  be  ready 
to  open  on  time,  officials  complained  that  the 
critics  should  focus  on  the  "good  news" 
instead  of  drawing  attention  to  the  problems. 

Good  news,  however,  was  hard  to  find.  One 
out  of  every  five  teachers  either  had  no  teach- 
ing certificate  or  was  ineligible  to  teach. 
Buildings  were  poorly  maintained.  Funds  that 
were  supposed  to  go  to  the  classroom  went  to 
cover  shortfalls  in  the  administrative  budget. 

In  the  District,  only  60%  of  high  school  stu- 
dents actually  graduate.  When  the  U.S. 
Department  of  Education  administered  a 
national  reading  test  in  1994  to  fourth- 
graders,  the  District  of  Columbia  did  not 
release  its  scores,  and  no  wonder:  Only  22% 
reached  a  "basic"  achievement  level,  meaning 
that  78%  of  youngsters  in  the  fourth  grade 
had  not  learned  to  read  (compared  with  the 
appalling  44%  of  fourth-graders  nationally 
who  could  not  read). 

While  other  central-city  school  districts 
have  an  average  of  1  administrator  for  every 
42  teachers,  Washington  recorded  1  adminis- 
trator for  every  16.  Despite  the  fact  that  the 
District  spent  lavishly  on  its  central  adminis- 
tration, the  school  system  could  not  even 
supply  an  accurate  count  of  its  students — esti- 
mates vary  from  75,000  to  81,000. 

Some  educators  think  that  more  money  will 


solve  all  problems.  In  D.C.  money  is  not  the 
central  problem  since  the  District  spends  25% 
more  per  pupil  than  the  national  average  of 
$6,084.  Apologists  for  the  status  quo  like  to 
blame  school  failure  on  poverty  or  single- 
parent  families  or  other  conditions  that  are 
beyond  the  control  of  the  schools.  These  are 
surely  factors  that  make  it  harder  for  teachers 
to  teach  and  students  to  learn,  but  in  the  end, 
they  become  excuses  for  failure.  Any  number 
of  effective  inner-city  schools  have  demon- 
strated that  poor  kids  are  able  to  learn  in  the 
right  setting. 

Unfortunately,  the  administrative  incompe- 
tence and  educational  failure  documented  for 
the  District's  schools  are  not  unique.  In  New 

The  school  system  could 
not  even  supply  an  accurate 
count  of  its  students — 
estimates  vary  from 
75,000  to  81,000. 


York  City's  public  schools,  for  example,  the 
four-year  high  school  graduation  rate  is  only 
50.5%,  not  the  60%  that  so  shocked  the  Dis- 
trict's financial  control  board.  Test  scores  in 
Chicago  and  Newark  are  even  lower  than 
those  in  Washington,  D.C. 

Every  urban  school  system  should  heed 
the  advice  of  the  District's  financial  control 
board,  which  concluded  that:  "Something 
has  to  be  done,  not  in  three  years  or  five 
years,  but  now." 

Do  what?  These  goals  were  identified  by 
the  control  board:  Improve  the  educational 
attainment  of  the  children  in  public  schools; 
improve  the  effectiveness  of  school  manage- 
ment; develop  the  capacity  to  measure 
progress;  make  continual  improvements;  hold 
professionals  accountable  for  performance. 

Commenting  on  the  educational  mess  in 
D.C,  the  Washington  Post  complained  that 
"mismanagement  and  failures  are  accepted 
too  easily,  everyone  has  an  excuse,  and  no  one 
is  held  accountable."  The  newspaper  could 
have  said  the  same  thing  about  public  school 
systems  in  many  other  big  cities.  The  nation 
should  be  willing  to  spend  more  money,  but 
only  if  school  managers  accept  accountability 
for  performance.  H 
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T&E  down  50%. 
Face -to -face  up  100% 


networkMCI  Videoconferencing 


lets  you  haue  face  time 


with  people  all  ouer  the  world  - 


at  one  time.  Document  Conferencing 


lets  you  reuieui  and  edit  documents 


simultaneously  with  others 


right  from  your  computer. 


How?  Call  1-B00-H75-3555 


or  uisit  http://www.mci.com 


J7find  the  great  thing  in  this  world  is  not  so  much  wher 


Moral  melodramas 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is 
an  economist  and  a 
senior  fellow  at  the 
Hoover  Institution  in 
Stanford,  Calif. 


Intellectuals  "cannot  operate  at  room  tem- 
perature," as  the  late  Eric  Hoffer  said.  San 
Francisco's  philosopher-longshoreman  hit  the 
nail  on  the  head  on  this,  as  he  did  on  so  many 
other  things.  In  Hoffer's  words,  the  intellec- 
tual "turns  practical  tasks  into  holy  causes  and 
Promethean  undertakings." 

The  "war  on  poverty"  was  perhaps  the  most 
spectacular  example  of  this  zest  for  moral  melo- 
drama. Put  aside  for  the  moment  its  counter- 
productive social  consequences,  which  will  still 
be  with  us  into  the  21st  century.  Instead,  go 
back  to  the  1960s  when  this  "Promethean 
undertaking"  began.  Why  was  anything  on  a 
scale  resembling  a  war  contemplated  in  the  first 
place?  Was  the  ordinary  functioning  of  the 
economy  failing  to  have  any  effect  on  poverty? 

Actually,  the  proportion  of  the  population 
living  in  poverty  and  the  proportion  depen- 
dent on  government  had  been  declining  for 
years.  Black  income  was  rising  both  absolutely 
and  relative  to  rising  white  income.  The 
incomes  of  Chinese  Americans  and  Japanese 
Americans  were  on  the  verge  of  overtaking 
white  incomes,  as  they  have  since  done. 

Why  was  this  not  satisfactory? 

This  was  all  room-temperature  stuff.  It  was 
the  more  or  less  natural  consequence  of  rising 
skill  levels  in  poor  and  minority  communities. 
It  was  a  quiet  success,  which  is  not  what  aca- 
demics, the  media  and  political  movements 
are  looking  for.  They  need  heroes,  villains  and 
melodrama. 

Those  who  deal  with  real,  tangible  things — 
output,  organization,  bottom  line  results — 
live  in  a  very  different  world  from  the  world 
of  those  whose  only  output  are  words  and  the 
images  they  conjure  up.  To  interest  others,  or 
even  themselves,  intellectuals  cannot  rely  on 
the  mundane. 

The  consequences  of  the  quest  for  moral 
melodrama  go  beyond  a  bias  toward  huge  gov- 
ernment programs,  based  on  unsubstantiated 
theories.  In  their  own  work  of  seeking  explana- 
tions for  various  social  phenomena,  intellectuals 
suffer  from  the  same  bias — or  rather,  they 
enjoy  the  same  bias  and  others  suffer  from  it. 

Over  the  course  of  the  20th  century,  intel- 
lectuals have  at  different  times  relied  on  two 
sweeping,  all-purpose  explanations  of  the  obvi- 
ous fact  that  various  social  groups  have  very 
different  patterns  of  performances  and 


rewards.  The  explanation  enjoying  the  greatest 
popularity  during  the  first  half  of  this  century 
was  genetic  and  racial.  In  the  second  half,  dis- 
crimination became  the  presumed  explanation. 

What  these  radically  different  explanations 
have  in  common  is  that  both  produce  an 
enhanced  role  for  intellectuals  and  a  sense  of 
mission  and  melodrama.  The  eugenics  move- 
ment of  the  early  20th  century  evoked  this 
sense  of  being  on  the  cutting  edge  of 
progress,  and  of  having  precious  insights 
denied  to  lesser  beings,  that  would  later  mark 
both  the  civil  rights  movement  and  the  envi- 
ronmental movement. 

All  these  movements  had  some  important, 
fundamental  facts,  which  they  used  as  a  base 

Those  who  deal  with  real,  tangible 
things  live  in  a  very  different  world 
from  those  whose  only  output  are 
words  and  images. 

from  which  to  launch  themselves  off  into 
many  unsupported  speculations.  Genes  do 
influence  both  the  body  and  the  mind,  dis- 
crimination and  segregation  have  been  bitter 
social  realities,  and  environmental  issues  like 
air  and  water  quality  affect  us  all. 

That  is  different  from  treating  statistical  dif- 
ferences between  groups  as  proof  of  either 
inferiority  or  societal  discrimination.  It  is  very 
different  from  treating  every  remote  danger  in 
the  environment  as  a  reason  for  heedless  sacri- 
fices which  often  create  larger  dangers. 

Many  of  the  differences  between  groups  are 
in  cultural  patterns  that  go  back  for  generations, 
or  even  centuries.  There  is  no  one  to  blame,  for 
geographical  and  historical  happenstances  have 
often  shaped  the  very  different  environments  in 
which  these  many  cultures  have  evolved.  While 
there  have  been  villains,  it  is  not  at  all  clear  that 
theirs  has  been  the  decisive  influence.  And  while 
there  have  been  heroes,  it  is  not  at  all  clear  how 
much  improvement  they  can  bring  about 
within  any  reasonable  time. 

The  encouraging  thing  is  that  millions  of 
people  who  are  neither  heroes  nor  villains 
make  all  sorts  of  incremental  adjustments  that 
advance  their  cause  and  the  cause  of  the 
human  race.  Cultures  that  no  longer  fit  the 
circumstances  tend  to  erode  and  to  die  out, 
just  as  species  that  no  longer  fit  the  changing 
environment  tend  to  decline. 

Unfortunately,  the  quest  for  moral  melo- 
drama leads  to  movements  dedicated  to  stop- 
ping both  these  evolutionary  processes  from 
happening,  whether  through  "multicultural- 
ism"  or  environmentalism.  H 
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food   for  thought 


Corn 
Crisps 

Nutrition  Facts 


You  won't  see  our  name  on 
any  of  these  labels. 

But  ADM  is  on  every  one — in  the  form  of  natural  food 
ingredients.  Next  time  you're  at  the  supermarket,  check  the  labels 
of  the  foods  you're  buying.  Chances  are  you'll  see  at  least  one 
ADM  ingredient,  such  as  citric  acid,  lactic  acid,  high  fructose  corn 
syrup,  sorbitol,  lecithin,  xanthan  gum,  wheat  gluten,  soy  protein, 
and  vitamin  C  to  name  a  few. 

These  ingredients  enhance  the  flavor,  texture,  performance, 
or  nutritional  value  of  many  of  the  foods  you  eat  every  day. 

So  while  our  company  logo  might  be  missing  from  the  label, 
our  value-added  ingredients  aren't. 


http://www.admworld.com     Supermarket  to  the  world 


It  didn't  pay  to  be  the  first  family  in  the  U.S.  to  do 
electronic  banking.  It  may  pay  to  be  the  2  millionth. 

Try  E  -banking 


By  Damon  Darlin 

In  1980  Bank  One  of  Columbus, 
Ohio  first  seriously  attempted  home 
banking  with  a  modem  attached  to  a 
television.  It  was  a  lot  of  bother.  And, 
it  failed.  Now,  17  years  later,  only  2 
million  U.S.  households  are  connect- 
ed electronically  to  their  banks. 

Is  it  finally  time  to  get  wired?  Our 
assessment,  after  trying  electronic 
banking  from  two  suppliers:  probably 
yes.  E- banking  has  come  far  enough 
to  make  it  worthwhile. 

Cost  is  now  on  your  side.  If  you 
already  own  a  computer  with  a 
modem  (almost  a  quarter  of  U.S. 
households  do),  the  hardware  is  free. 
The  bank's  monthly  fee  for  the  service 
will  typically  be  cost  competitive  with 
postage  stamps — and  a  lot  easier  and 
more  convenient — if  you  pay  16  or 
more  bills  a  month.  Often  the  fee  is 
waived. 


What  about  software  and  commu- 
nication charges?  These  depend  on 
how  you  connect.  One  way,  suitable 
for  someone  not  already  paying  for  an 
on-line  or  Internet  service,  is  to  get 
software  like  Managing  Your  Money 
or  Intuit's  Quicken  from  a  bank  that 
lets  you  connect  via  a  local  telephone 
call.  At  least  150  banks  in  the  U.S., 
including  one  or  more  in  Detroit,  Los 
Angeles  and  Dallas,  offer  such  deals. 

Another  potentially  useful  arrange- 
ment is  to  go  through  an  on-line  ser- 
vice such  as  America  Online  or 
through  the  Internet.  The  good  thing 
about  systems  like  Bank  of  America's 
Internet  banking  is  that  you  can  bank 
from  any  computer  anywhere.  Assum- 
ing your  Internet  provider  has  phone 
connections  blanketing  the  country, 
you  can  pay  your  bills  from  an  out-of- 
town  hotel  or  a  vacation  home  at  no 


additional  cost. 

The  third  method,  used  by  more 
than  300,000  customers:  Pay  $20  to 
$40  for  a  personal  finance  program 
like  Quicken.  Then,  subscribe  to  a  bill- 
paying  service  like  CheckFree.  It  will 
work  in  combination  with  Quicken  to 
keep  track  of  your  balances. 

What  all  of  these  systems  have  in 
common:  a  connection  to  your  check- 
ing account;  a  password  and  encryp- 
tion system  to  protect  your  money 
from  thieves;  an  arrangement  with 
some  important  payees  like  Visa  and 
MasterCard,  Sears  and  Southern  Cal- 
ifornia Gas  to  receive  money  electron- 
ically, and  a  procedure  for  mailing 
checks  (usually  at  no  additional  fee  to 
you)  to  the  many  payees  who  are  not 
equipped  to  receive  electronic  pay- 
ments. Thus,  you  can  relay  payments 
to  credit  card  companies,  department 
stores,  even  your  gardener  or  teenage 
baby-sitter.  You  can  use  the  software 
to  check  balances  and  transfer  money 
from  one  account  to  another. 

What  about  safety?  E- banking's  fans 
say:  Quit  worrying.  There  is  less 
danger  in  transmitting  an  account 
number  over  the  Internet  than  in 
giving  a  waiter  your  credit  card.  A 
crook  would  find  it  easier  to  wipe  out 
your  account  with  a  forged  check  than 
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by  capturing  your  password. 

Bankers  say  the  same  rules  apply  to 
electronic  banking  as  to  paper  check- 
ing. Protect  your  password  as  you 
would  with  your  ATM  card.  Just  as 
with  a  regular  checking  account,  read 
your  monthly  statement  carefully  to 
limit  liability  for  forged  checks  drawn 
on  your  account.  That  way,  the  bank 
or  liquor  store  that  accepted  the  bad 
check  will  probably  be  the  loser.  Pro- 
tection from  liability  is  somewhat 
weaker  than  with  credit  cards  where  a 
federal  statute  limits  your  loss  to  $50 
in  almost  all  cases. 

In  any  event,  electronic  funds  theft 
is  rare  enough  that  the  bigger  concern 
should  be  whether  home  banking  will 
make  your  life  easier.  It  will,  if  you  get 
a  good  system.  But  be  warned:  Some 
Internet  E-banking  can  be  slower  than 
a  bank  queue  of  retirees  cashing  in 
U.S.  savings  bonds.  At  Bank  of  Amer- 
ica, you  wait  while  you  dial  into  the 
Internet.  You  wait  as  the  bank's  Web 
site  is  downloaded.  You  wait  for  the 
download  of  five  separate  pages  to 
enter  the  data  and  verify  it.  Even  with 
a  28,800-bit-per-second  modem,  writ- 
ing a  single  check  can  easily  take  ten 
minutes. 

Accessing  a  Bank  of  America 
account  via  America  Online  is  faster, 


maybe  3  minutes  for  one  check,  15 
minutes  to  do  ten  checks. 

Quicken's  quicker.  You  just  write 
checks  electronically,  then  transmit 
them  in  a  batch.  If  you  want  to  get  the 
bill  out  of  the  way  but  don't  want  the 
money  taken  from  your  account  yet,  it 
is  perfectly  okay  to  schedule  delivery 
of  the  money  as  far  forward  as  you 
might  wish. 

Quicken  makes  good  sense  if  you 
can  benefit  from  the  budgeting  fea- 
tures of  this  finance  program.  If  your 
payment  is  to  the  United  Way,  the 
program  will  log  the  amount  under 
charitable  deductions,  convenient  at 
tax  time.  Quicken's  latest  version  can 
tie  you  into  any  of  37  banks,  including 
Citibank,  Comerica  and  Wells  Fargo. 
We  tested  Union  Bank  of  California's 
system. 

From  Quicken  you  click  on  die  On- 
line Banking  icon;  up  pops  Union 
Bank's  logo  and  a  blank  check.  (The 
first  time,  you  must  also  fill  in  the 
address  and  phone  number  of  the 
payee.)  Click  another  icon,  type  in  a 
personal  identification  number  and  the 
computer  dials  toll-free  to  the  bank, 
which  directs  CheckFree  Corp.  to  cut 
the  checks.  In  a  few  seconds  the  trans- 
action is  completed. 

Want  to  play  the  float?  Transfer 


money  from  savings  to  checking  and 
pay  the  Visa  bill  two  days  before  the 
bill  is  due.  But  don't  try  this  until  you 
have  been  though  a  billing  cycle  and 
know  what  kind  of  lag  lies  between 
your  payment  and  its  receipt.  You'll 
probably  find  that  only  a  third  of  the 
businesses  that  send  you  bills  can 
receive  payments  electronically,  which 
usually  takes  a  day;  the  rest  will 
get  mailed  checks,  which  takes 
about  a  week. 

E-banking  is  not  infallible.  Three 
payments  arrived  late  in  the  four 
months  I  used  the  Bank  of  America 
system.  Macy's  assessed  me  a  late 
charge  and,  though  I  complained,  the 
bank  still  hasn't  refunded  my  $5 
penalty.  But  I  had  no  trouble  with 
Union  Bank's  Quicken  system. 

When  the  service  is  good  it  will  win 
over  new  customers.  Union  Bank  says 
that  better  than  20%  of  its  on-line  cus- 
tomers came  from  other  banks  and 
brought  multiple  accounts  with  them. 
Jupiter  Communications,  a  New  York 
City-basedmarket  research  firm,  says 
that  by  2000,  13  million  Americans 
will  bank  on-line. 

Despite  the  occasional  glitches,  that 
projection  doesn't  seem  to  be  overly 
rosy.  So  go  ahead.  Jump  in.  The 
water's  fine.  WM 


Forbes  ■  January  13,  1997 


69 


...  ■      --  •>ri*  .. 


If  you're  very  lucky,  there  will  be  a  few  moments  in  your  career  when 
the  people  who  really  matter  think  you're  an  absolute  genius.  And  if 
you're  about  to  upgrade  to  computers  with  Pentium*  Pro  processors 
and  convert  your  company  to  Windows  NT',  the  next  such  moment 
could  be  arriving  sooner  than  you  expected.  That  is,  if  you  make  the 
extraordinarily  brilliant,  wunderkind-like  decision  to  choose  the  AST* 
Bravo  MS-T  Pro. 


The  Bravo  MS-T  Pro  comes  with  amazing  technology  like  the  Matrox 
Millennium  graphics  card.  And  with  the  Pentium*  Pro  processor,  it's  a 
breeze  to  run  popular  business  programs-in  1 6  or  32  bit  format— up 
to  64%  faster  than  you  run  them  now.  To  enhance  productivity  even 
more,  there's  AST-lntraAccess"  complete  Intranet/Internet  software. 


Amazing  technology.  Amazingly  affordable. 

$1 ,999*.  (Sorry  if  we  shocked  you.)  That's  close  to  a  thousand 
less  than  many  comparable  competitive  models.  Which  meai 
can  have  exactly  what  you  want,  and  a  lot  more  of  it  than  you  tr 
Business  should  be  this  easy. 

Don't  expect  the  usual  service.  Expect  more. 

To  prove  how  eager  we  are  to  keep  you  happy,  AST  ExpressSs 
provides  the  fastest,  most  flexible  service  around.  We'll  usually  £ 
your  call  in  a  minute  or  less.  And  if  you  need  parts,  we  can 
them  in  a  day.  For  a  reseller  near  you  call  us  at  800-876-4AST 
www.ast.com.  We'd  be  happy  to  answer  your  questions  abc 
AST  Bravo  MS-T  Pro.  And  more  than  happy  to  welcome  you  a 


The  power  everyone  wants. 


Estimated  selling  price,  monitor  not  included.  Actual  price  may  vary.  Contact  resellers  for  details.  ©1996  AST  Research,  Inc.  AST  is  a  registered  trademark.  AST  Computer,  the  AST  logo,  AST-CommandCenter,  AST-  IntraAccess  and  AST  ExpressService  and  "Where Things  are  Happening"  are  trademarkso 
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For  a  free  copy  of  our  IDC  white  paper, 
"Successfully  Migrating  to  Next  Generation 
PCs",  call  us  at  1  -800-447-0023,  ext.  100. 


1 80  and  200  MHz  Pentium"  Pro  processors,  Matrox  Millennium  graphics 
with  2  MB  WRAM  upgradeable  to  8MB,  8X  CD-ROM, 
Intel  EtherExpress"'  Pro  10/100  PCI  adapter  on  select  models, 
EL  Microsoft  Windows  NT  Workstation  4.0, 

AST-CommandCenter'",  AST-lntraAccess." 


COMPUTER 
Where  things  are 


lium  and  the  Intel  Inside  logo  are  registered  trademarks  and  the  Pentium  Pro  processor  logo  is  a  trademark  ot  Intel  Corporation  All  other  products  or  services  mentioned  herein  may  be  trademarks  or  registered  trademarks  ot  their  respective  owners  Intormalion  subject  to  change  without  notice. 
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BY  MICHAEL  GIANTURCO 


Michael  Gianturco  is 
president  of  The 
Princeton  Portfolios. 
His  latest  book  is  How 
to  Buy  Technology 
Stocks  (Little,  Brown, 
1996). 


For  those  of  you  who  bought  mdl  Informa- 
tion Systems  last  July  on  my  recommendation, 
only  to  see  it  go  down,  my  advice  is:  Hang  in 
there.  For  those  who  didn't  buy,  my  advice  is: 
Consider  purchasing  shares  in  this  company, 
which  sells  molecular  databases  and  software 
to  chemical  and  pharmaceutical  researchers. 
The  company  remains  a  premier  outfit  in 
niche  software,  and  you  can  buy  it  cheaper 
now  than  you  could  in  the  summer. 

It's  annual  report  time.  Once  a  year  I 
review  this  column's  recommendations  over 
the  previous  12  months,  mdl  happens  to  stick 
out  as  a  loser  on  a  list  that  is  mostly  gainers. 

Last  year  was  a  good  one  for  technology, 
and  I'm  happy  to  report  that  the  average 
stock  recommended  in  this  column  was  up 
23.6%.  The  market  was  up  21.4%  in  the  12 
months  through  Dec.  9  (the  cutoff  date  for 
this  report).  But  remember  that  the  column's 
recommendations  were  spread  over  a  year. 

Had  you  bought  each  of  the  stocks  when  it 
was  recommended  (or  when  it  hit  a  target 
price,  where  that  is  relevant),  you  would  now 
be  5%  ahead  of  someone  who  put  the  same 
money  at  the  same  times  into  the  s&P  500.  I 
debited  my  own  buys,  but  not  the  s&P  index, 
for  a  1%  commission  cost. 

Back  to  mdl,  the  drug  database  company. 
The  stock  was  torpedoed  on  Oct.  11,  when 
mdl  reported  a  disappointing  profit  for  the 
Sept.  30  quarter.  Analysts  were  expecting  28 
cents  a  share.  The  company  delivered  1 1 
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cents,  not  even  up  to  the  September  1995 
quarter's  19  cents.  In  one  day  the  stock  lost 
half  its  value. 

Chairman  Steven  Goldby  has  a  plausible 
explanation  for  why  the  reaction  was  so 
severe:  His  company  had  attracted  too  many 
momentum  players,  people  who  buy  a  stock 
just  because  it  has  been  going  up,  not  because 
they  like  the  business  the  company  is  in. 
Goldby  speculates  that,  the  day  after  the  earn- 
ings announcement,  "The  momentum 
investors  all  sold  in  the  first  two  minutes  after 
the  market  opened." 

Did  the  world  end  for  mdl  Information 
Systems  in  the  third  quarter?  Certainly  not. 
New  business  included  a  multiyear,  multimil- 
lion-dollar order  from  Merck,  which  adopted 
mdl's  isis  database  as  its  worldwide  scientific 
information  management  standard.  Other 
large  orders  were  booked  with  BASF,  Dow, 
Du  Pont,  Lilly,  Nippon  Roche  and  Pfizer. 

I  said  last  July  that  mdl  might  soon  expand 
into  DNA  information  systems.  In  fact  it  began 
this  process  in  late  November,  signing  an 
exclusive  agreement  with  Molecular  Informat- 
ics of  Santa  Fe,  N.M.  to  market  Molecular's 
software  and  databases  for  DNA  research. 

One  of  the  most  important  elements  in  a 
company's  long-term  prospects  is  the  prosper- 
ity of  its  customers.  On  that  score,  mdl  is 
well-positioned:  The  pharmaceutical  industry 
is  thriving  and  is  pouring  billions  into  research 
and  development. 

mdl's  stock  has  been  steadily  trudging  up 
from  its  Oct.  11  low  of  14  to  a  recent  18. 
Hold  on  to  it. 

Last  year's  top  two  picks,  Citrix  Systems 
and  Microchip  Technology,  each  gained  79%. 
Citrix  makes  software  that  enhances  the  ability 
of  remote  computers  to  tie  into  a  network  of 
computers  running  Windows  NT.  Microchip 
sells  control  chips  that  replace  electromechan- 
ical devices  and  discrete  electronic  compo- 
nents inside  appliances,  cars  and  industrial 
equipment.  Both  are  fine  companies,  but  their 
stocks  have  been  appreciating  very  rapidly.  In 
each  case  I  would  recommend  that  you  take 
profits  and  move  on. 

I'd  recommend  one  other  sale  from  among 
last  year's  winning  stocks:  Harman  Interna- 
tional. This  firm  manufactures  high-end 
stereo  equipment  for  homes  and  autos. 

That  leaves  seven  other  stocks  from  last 
year's  portfolio,  all  in  biotech  and  pharmaceu- 
tical companies.  Hold  on  to  all  of  them. 

This  is  the  fifth  year  this  column  has  report- 
ed its  annual  results.  How  have  we  done  over 
the  long  pull?  The  average  annual  return  since 
the  end  of  1991  has  been  26%  per  year,  nicely 
ahead  of  the  s&p's  20%.  ■■ 
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Galileo  combined 
data  with  new  technology, 
drew  conclusions  from 
careful  observation  and 
informed  others  of  his 
astounding  findings. 

When  Galileo  first 
peered  through  a  telescope, 
he  saw  something  that 
would  radically  alter  man's 
view  of  his 


position  in  the 
cosmos  —  evidence  that 
the  earth  was  not  the  center 


HOW  CAN  LOOKING  THROUGH  A  TELESCOPE 
MAKE  THINGS  SMALLER  THAN  THEY  APPEAR? 


AT   ACXIOM,    WE    KNOW   THAT   VALID  DATA 
ALWAYS    MAKES    A  DIFFERENCE. 


of  the  universe.  The  data 
showed  the  earth  to  revolve 
around  the  sun. 

At  Acxiom,  we've  built 
a  multi-national  company 
on  the  powerful  premise 
that  valid  data  in  the  right 
hands  at  the  right  time  can 
have  a  powerful  effect  on 
your  world. 

Through  Acxiom's 
integration,  management  and 


split-second  delivery  of  data  to  companies 
across  America,  we  are  helping  our 
customers  turn  information  into  profits 
and  providing  data  warehousing  and 
business  decision  support  for  the  most 
complex  marketing  challenges. 

As  the  leading  provider  of 
data  and  information  services, 
Acxiom  can  help  you  enhance  your 
universe  and  explore  it  better. 

Build  on  your  knowledge 
with  Acxiom.  It's  how  you  know. 


AC/IOM 

HOW  YOU  KNOW 

1-888-3ACXI0M  •  WWW:  http://www.acxiom.com 


Privacy  assured 


THE  DEC.  16  COVER  STORY  ON  APPLE:  THE  AFTERMATH 


Our  Dec.  16  cover  story  about  Apple 
Computer  provoked  a  debate  about 
operating  systems.  Excerpts: 

We  love  Apple 

Sir:  Get  the  facts  straight.  Mac  os  is 
hardly  decayed  and  dying.  Apple  is 
still  one  of  the  largest  manufacturers 
of  personal  computers  in  the  world, 
outranking  many  PC  companies. 

Why?  We  departed  from  the  pock- 
et-gouging of  Bill  Gates  &  Co.  years 
ago.  Mac  OS  systems  today  cost  less 
to  operate  and  less  to  maintain. 

Forbes  puts  great  stock  in  Be-Mac 
rumors.  I  put  stock  in  the  fact  that 
Apple    hasn't    left    one    of  its 
Macintosh    users  technologically 
obsolete  for  1 1  years  now. 
-Brian  Michael  Ross 
Chief  Executive  Officer 
Saracen  Communications,  Inc. 
Ventura,  Calif. 

We  don't 

Sir:  John  Sculley  stood  silendy  by 
while  Apple's  horse  was  stolen  in 
1985,  and  Gil  Amelio  is  now  shop- 
ping for  a  new  lock  for  the  barn.  But 
failing  to  license  Macintosh  for 
clones  was  only  one  of  many  errors 
in  the  company's  undoing. 

Distribution  has  been  pitiful. 
Currently  the  only  access  to  a  wide 
selection  of  Mac  hardware  and  soft- 
ware is  by  catalog.  Computer  stores 
feature  a  tiny  corner  of  Mac  products 
among  their  acres  of  PC  gear.  Despite 
my  nearly  13  years  as  a  Macintosh 
evangelist,  my  company  will  change 
platforms  in  1997. 

This  time  it  looks  like  Goliath  is 


going  to  grind  David  into  the  dirt — 
with  David's  unwitting  help. 
-Jonathan  J.  Ward 
Bog  art,  Ga. 

Apple  won't  desert  you 

Sir:  It's  not  true  that  a  new  operat- 
ing system  will  leave  25  million 
Apple  users  with  incompatible  soft- 
ware. Windows  95  uses  a  "virtual 
window"  to  keep  its  old  Windows 
software  and  DOS  software  viable. 
How  come  this  option  isn't  offered 
in  your  article  as  an  interim  solution 
for  Apple? 
-Chris  Freemott 
DeKalb,  III. 

Evolution 

Sir:  James  Allchin  of  Microsoft 
needs  to  study  the  theory  of  evolu- 
tion a  bit  more  before  disparaging 
Apple's  plans  to  introduce  a  new 
operating  system. 

According  to  the  noted  Harvard 
biologist  Stephen  Jay  Gould,  evolu- 
tion is  not  a  constant  stream  of  small 
incremental  changes  but  a  mixture 
of  long  periods  of  species  stability 
intermittently  disturbed  by  bursts  of 
new  species  creation. 

The  question  remains:  Are  pat- 
terns  of  technological  evolution 
comparable  to  those  of  biological 
evolution?  Mr.  Allchin  ought  to  ask 
the  nearest  Tyrannosaurus  rex  about 
his  thoughts  on  the  subject. 
-Robert  L.  Pokress 
Chief  Executive  Officer 
MediaCom  Corp. 
Cambridge,  Mass. 

Revolution,  just  in  time 

Sir:  What  we  may  be  seeing  in 
Amelio's  gamble  is  the  equivalent  of 
another  Apple  II  or  Macintosh.  As 
we  sit  through  the  "type  11  errors" 
of  the  Mac  and  the  "general  protec- 
tion faults"  of  the  Wintel  machine, 
only  one  company  has  stepped  for- 
ward and  said  "Enough!"  In  doing 
so,  Apple  has  recognized  the  obvious 
but  unspoken  truth:  Computers  can 
be  better.  The  same  sentiment 
brought  about  the  Macintosh. 
-Carl  E.  Beehler 
Greensboro,  N.C. 


Revolution?  Hardly 

Sir:  The  wondrous  powers  of 
Apple's  dual-processor  machines 
with  the  Be  operating  system,  as 
described  in  your  story,  duplicate 
what  is  already  possible  on  Intel 
machines  running  Windows  95. 

A  Pentium  Pro  200MHz  machine 
running  Windows  95  can  print  a 
document  with  color  graphics  while 
downloading  a  large  file  from  the 
Internet  and  allowing  the  user  to 
play  a  rabid  game  of  Quake — with 
power  to  spare. 

Too  little.  Too  late. 
-Sean  A.  Overby 
Bernville,  Pa. 

Apple's  doing  fine, 
thanks 

Sir:  Right  now,  at  this  very  moment, 
with  a  single  processor  Mac,  running 
System  7.5.5  of  the  Mac  OS,  I  am 
doing  the  following: 

1.  Writing  this  note  via  Netscape. 

2.  Monitoring  a  remote  backup 
process  at  my  office. 

3.  Downloading  Internet  Explorer 
from  Microsoft. 

4.  Watching  MSNBC  on  a  second 
monitor  connected  to  my  Mac. 

5.  Working  on  a  Web  database 
application. 

6.  Controlling  my  Web  server. 
The  dirtiest  little  secret  of  the  Mac 

is  that  it  can  already  do  all  of  these 
things,  relatively  crash-free.  I  wouldn't 
even  try  to  duplicate  this  system 
under  Windows  95. 
-Marvin  Price 
Los  Angeles,  Calif. 

Forget  Apple, 
think  Gates 

Sir:  Of  course  Microsoft's  products 
will  become  obsolete.  But  not  any- 
time soon,  and  the  company  likely  to 
obsolete  them  is  none  other  than 
Microsoft  itself. 

Gates  is  the  computer  indus- 
try's Alfred  P.  Sloan.  He  under- 
stands the  whole  point  is  to 
strategically  obsolete  yourself. 
Apple,  on  the  other  hand,  will 
likely  become  the  industry's 
American  Motors. 
-Tom  Bobrowski 

Merrillville,  Ind.  H 
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You're  going  to  hear  a  lot  about  competition  between  wireless  technologies.  The  battle  will  be 
confusing,  but  the  winner  will  be  clear.  Only  CDMA  technology  (Code  Division  Multiple  Access)  will  truly 
change  how  you  communicate  by  providing  a  new  generation  of  digital  wireless  services,  from  cellular  to 
PCS.  The  spoils  of  victory:  crystal  clear  calls  with  no  static  and  less  background  noise,  fewer  dropped 
calls  and  no  cloning.  We  don't  just  offer  CDMA--we  developed  the  technology  and  the  phones.  Now 
you  can  get  both  at  your  local  wireless  provider.  It's  your  call.  I A I  fYWAAA 

Technology  for  the  future.  Or  technology  for  musty  archives.  For  details. 

T     CDMA  DIGITAL 

Contact  us  at  http://www.qualcomm.com/cdma/  or  1-800-349-4188.  i —  _.  ...  ,  

T:V  r  n  |  where  digital  comes  Irnm 


UR  CDMA  PHONES  AND  TECHNOLOGY  ARE  NOW  AVAILABLE  FROM: 

A.RTOUCH  Q  PRIMECO 
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Tech  fables 


BY  ANDREW  J.  KESSLER 


Andy  Kessler 
(akessler@velcap.com) 
is  a  general  partner  of 
Velocity  Capital 
Management,  a 
technology  and 
communications 
investment  company 
in  Palo  Alto,  Calif. 


Half-truths.  Half-baked  stories.  They're 
lloating  all  around,  making  it  hard  for 
investors  to  figure  out  what's  going  on.  So 
let's  blow  the  smoke  elsewhere.  Here  are  six 
whopping  myths  peddled  by  marketing  and 
investor  relations  departments  across  the 
industry. 

Mass  advertising  works  on  the  Internet.  Most 
major  Web  services  are  supported  by  banner 
ads  that  beg  users  to  click  so  they  may  be  car- 
ried off  to  a  site  where  a  serious  sales  pitch 
awaits.  For  this,  Yahoo  and  Lycos  charge  up 
to  $100  per  thousand  impressions,  100  times 
TV's  $1  cost  per  thousand. 

Advertisers  pay  up,  since  the  "impressed" 
have  a  great  demographic  profile.  They  own 
or  at  least  use  a  computer  and  know  how  to 
click  a  mouse.  Heck,  they're  ready  to  buy 
something,  right? 

Maybe,  but  two  things  worry  me:  TV,  radio 
and  real  billboards  still  reach  huge  numbers 
for  a  lot  less,  and  much  Web  advertising 
comes  from  young  companies  and  their  IPO 
dollars.  The  fact  is  that  the  Internet  is  a  direct 
marketing,  not  a  mass  advertising,  medium. 

Network  computers  have  a  lower  cost  of  own- 
ership than  full-fledged  PCs.  An  NC  is  a  diskless 
computer  with  its  applications  stored  on  the 
corporate  network.  Here's  the  argument:  The 
full-fledged  PC  may  cost  only  $2,500,  but  it's 
probably  $15,000  more  when  you  add  in  soft- 
ware and  maintenance,  ncs  run  $700,  with 
negligible  incremental  costs. 

Java  reminds  me  of  the  saying 
carved  in  university  libraries: 
"My  karma  ran  over  your  dogma." 


Wait  a  second,  folks.  There  are  times  you 
need  a  PC  and  times  when  an  nc  will  do  the 
job.  You  can't  figure  it  on  cost  alone.  Take 
that  argument  to  its  logical  conclusion  and 
you  would  ban  pencils.  Let's  see,  if  I  pay 
someone  $60  per  hour  and  he  takes  a  minute 
a  day  to  sharpen  his  pencils,  once  he's  found  a 
sharpener  and  wiped  the  filings  off  his  pants, 
that  comes  to  a  yearly  cost  of  $365.  Ipso 
facto,  get  rid  of  pencils,  put  in  NCs. 

Single  function  machines  are  better  than  pro- 
grammable ones.  Get  ready,  you  are  going  to 


hear  lots  about  Web-surfing  TVs,  E-mail 
phones  and  other  single-use  devices.  Before 
you  accept  the  virtues  of  these  gadgets, 
remember,  when  you  unpack  that  box,  the 
greatest  uses  for  your  computer  are  still  to  be 
invented.  Turns  out  the  best  feature  of  the 
U.S.  Robotics  Pilot  is  that  you  can  download 
new  applications  from  www.pilot.org. 

Java  iiber  alles.  Sun  and  Netscape  have  soft- 
ware developers  whipped  into  a  frenzy  based 
on  "a  new  paradigm  in  computing"  called 
Java.  Anytime  I  hear  the  word  paradigm,  I 
think  of  the  saying  carved  in  university 
libraries:  "My  karma  ran  over  your  dogma." 

Simply  put,  Java  is  a  programming  lan- 
guage, and  not  a  particularly  easy  one.  It 
promises  networkability,  portability  across 
computer  platforms  (especially  non-Windows 
platforms)  and  security.  It  is  also  slow,  imma- 
ture and  not  completely  secure. 

Don't  get  me  wrong.  I  am  a  big  believer  in 
Java,  and  in  Microsoft's  mutant  strain  called 
ActiveX.  They  really  will  change  the  world, 
much  as  C++  changed  the  world,  but  at  the" 
rate  of  about  one  line  of  code  at  a  time. 

Cable  modems  work.  Twenty  years  ago  the 
cable  industry  had  a  choice:  Spend  20%  more 
per  household  to  construct  a  two-way  commu- 
nications system  or  pass  by  20%  more  homes. 
The  debt-financed  industry,  remembering  that 
Warner  Amex  nightmare  called  Qube,  wired 
more  homes  and  left  two-way  to  the  geeks. 
Well,  that  decision  is  back  to  haunt  them 
today.  Limited  trials  of  cable  modem  service 
show  impressive  10-to-40-megabit-per-second 
data  rates.  The  problem:  scalability.  Works  for 
one  user,  not  so  well  for  two  users  at  a  time,  a 
little  worse  with  three,  pretty  badly  with  10  to 
20.  Get  1,000  people  sharing  one  cable  line 
and  you  might  as  well  use  the  phone  lines. 

Videoconferencing  will  be  a  big  market.  The 
world's  inhabitants  have  ever  less  time  for  syn- 
chronous activities,  like  phone  calls,  conversa- 
tion and  videoconferencing.  E-mail  is  replac- 
ing not  only  32-cent  stamps,  but  also 
10-cent-a-minute  phone  calls. 

Besides,  who  really  wants  to  see  the  people 
on  the  other  end?  Things  like  store-and-for- 
ward  video  (video  E-mail)  make  more  sense. 
Maybe  the  years  I  spent  at  AT&T  beat  into  my 
head  that  videophones  don't  work  as  a  busi- 
ness. They  can  work  technically  (I've  seen  the 
$500  boxes,  don't  bother),  but  may  not  work 
culturally. 
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"Silicon  Graphics 
chose  and  implemented 
Oracle  Applications 
in  just  15  months." 

Ed  McCracken,  Chairman  and  Chief  Executive  Officer 

Silicon  Graphics,  Inc. 


Over    the    last    decade    Silicon  Graphics, 
:he  leading  manufacturer  of  high-performance 
visual  and  enterprise  computing  systems, 
pas  been  one  of  the  fastest  grow- 

'  ing  companies  in  the  world. 
They  needed  new  busi- 
ness applications  with 

I  the  flexibility,  scal- 
ibility  and  technical 
irehitecture  to  support 
:heir  phenomenal  growth. 
Silicon  Graphics  chose  and 
mplemented  Oracle  Applications  on 
sGI's  high-performance  CHALLENGE  server  in 
ust  l  5  months. 


i 


Oracle  Applications  are  the  only  applications  designed 
for  rapid  business  change  and  built  on  Oracle's 
integrated  stack  of  database,  tools,  workflow,  data 
warehousing  and  Web  technologies. 

Oracle  Applications  automate  your 
entire  enterprise  with  over  30 
integrated  software  modules 
for  finance,  supply  chain 
management,  manufac- 
turing, projects,  human  re- 
sources and  market  management. 
Do  your  business  applications 
enable  rapid  growth?  If  not,  call  Oracle 
at  1-800-633-1058,  ext.  10349  today.  Or  find  us  on 
the  Web  at  http://www.oracle.com/applications 
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Are  you  asthmatic?  Or  allergic  to  dust  mites? 
Don't  waste  your  money  on  filtering  gizmos. 

Something 
to  sneeze  at 


By  Alexandra  Alger 

If  Miele,  Honeywell  and  Nilfisk  are 
doing  effective  promotion  jobs,  you 
know  that  dust  mites  and  cat  dander 
are  responsible  for  a  lot  of  the  world's 
allergies  and  asthma.  The  companies 
are  selling  allergy  victims  costly  air 
cleaners  and  vacuum  cleaners  that 
supposedly  filter  out  these  pesky 
mites,  dander  and  other  tiny  particles. 

Do  these  fancy  appliances  work? 
Some  do,  but  you're  often  better  off 
with  a  cheaper  means  of  defense. 

Cat  dander,  invisible  shreds  of  pro- 
tein sloughed  off  a  cat's  hide,  is  one 
of  the  most  common  and  potent 
allergens  out  there.  The  mites  are 
microscopic  arachnids  that  teem  in 
carpets,  beds  and  upholstery.  They 
feed  off  the  skin  cells  we  shed,  then 
excrete  proteins  that  cause  allergic 


reactions — sneezing,  watery  eyes, 
runny  noses  or  worse  symptoms. 
Doctors  believe  mites  also  trigger — 
even  cause — asthma,  a  chronic  and 
sometimes  life-threatening  respirato- 
ry problem  that  is  close  kin  to  allergy. 
Mites  affect  a  good  portion  of  the  26 
million  Americans  with  hay- fever  type 
allergies  and  of  the  15  million  with 
asthma. 

People  spend  hundreds  of  millions 
of  dollars  yearly  on  special  air  clean- 
ers, vacuum  cleaners,  furnace  filters, 
"dust  immobilizer"  sprays  and  all 
kinds  of  gadgets  that  are  supposed  to 
end  dust-mite  and  dander  problems. 

The  unfortunate  truth  is  that  a  lot 
of  this  paraphernalia  is  a  waste  of 
money.  Here  is  what  the  experts  say. 

Vacuum  cleaners.  Among  these  are 


models  from  Nilfisk  and  Miele  cost- 
ing between  $500  and  $700.  The 
cleaners  include  a  "high  efficiency 
particulate  air" — or  hepa — filter  at 
the  base  of  the  exhaust.  The  filter, 
made  of  wet-laid  fiberglass,  keeps  par- 
ticles from  escaping  from  the  exhaust, 
and  was  originally  designed  by  the 
Army  during  World  War  II  for  use  as 
a  gas  mask.  It  must  be  replaced  every 
five  years,  at  a  cost  of  about  $125.  It 
works,  trapping  99.97%  (by  weight) 
of  particles  of  any  kind  down  to  0.3 
microns  in  size.  (By  way  of  illustra- 
tion, the  period  at  the  end  of  this  sen- 
tence is  350  microns  across.)  Thus  it 
will  trap  dust-mite  feces  (10  to  20 
microns)  and  cat  dander  (up  to  10 
microns).  But  you  can  get  the  same 
result  much  more  cheaply. 

Thomas  Platts-Mills,  who  heads 
the  University  of  Virginia's  Asthma 
and  Allergic  Diseases  Center  in  Char- 
lottesville, tried  out  nine  fine-particle 
vacuum  cleaners  in  a  cat-infested 
house  in  1993.  Nilfisk's  hepa  cleaner 
emitted  no  more  than  400  picograms 
of  allergens  per  cubic  meter  of  air,  a 
negligible  amount.  But  non-HEPA 
Miele  and  Kirby  vacuum  cleaners, 
when  double -bagged,  performed  just 
as  well. 

Hence  Platts-Mills'  advice:  Just 
pay  a  little  extra  to  get  a  double- 
thickness   bag  for  your  existing 


The  eight-legged 
dust  mite 
Nasty-looking 
critter,  but  you 
don't  need 
$1,000  worth  of 
equipment  to 
vacuum  it  up  or 
to  filter  away 
its  allergenic 
droppings. 
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350, 000  copier  sales  are 
proof  positive! 
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Why  did  one  copier  line 
win  38  awards 
in  the  past  two  years? 

Sell  350,000  units 
in  the  past  five  years? 
And  enjoy  a  sales  increase 
3  times  better  than 
the  industry  average  in  one  year? 

Why? 

Because  not  all  copiers  are  Minolta. 

Call  1-800-9-MINOLTA 
www.minoltausa.com 


opiers 
Cameras 
Faxes 
Digital  Systems 
Document  Imaging 
Camcorders 
Binoculars 
Color  Sensors 

Only  from  the  mind 
of  Minolta 
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BECAUSE  NOT  ALL  COPIERS  ARE  MINOLTA! 
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Miele 

Anything  else  is  o  compromise. 


Products  marketed 
to  allergy  sufferers 
Vacuum  cleaner 
maker  Miele  and 
air  cleaner  maker 
Honeywell  have 
found  a  great  gig: 
By  sponsoring 
American  Lung 
Association  activ- 
ities, they  get  to 
use  the  ALA  logo 
in  advertising 
their  products. 
Our  experts  say: 
Don't  bother 
with  this  high- 
priced  stuff. 


Doctors 
Recommend 
True  HEPA 
Filtration 


Honeywell 


enviracaire 


There's  dust  on  your  floor. 


It's  full  of  Lung  imaging 


Vacuuming  can  put  them  into  the  air  you 


Unless  you  use  a  Miele. 


vacuum.  (If  you  have  a  cheapie  that's 
clearly  blowing  exhaust — and  aller- 
gens— all  over  the  place,  replace  it.) 

Dr.  Platts-Mills  also  recommends 
that  you  avoid  water-filter  vacuum 
cleaners,  since  allergens  make  their 
way  into  the  water  reservoir  and  back 
into  the  air  in  water  droplets. 

Whatever  the  model,  you'll  have  to 
vacuum  every  week.  A  good  vacuum- 
ing picks  up  mite  waste  but  leaves  the 
living  mites  to  eat  and  make  merry 
and  create  new  allergens. 

Portable  air  cleaners.  Forget  'em, 
even  the  HEPA-rated  kinds  like  the 
Honeywell  Enviracaire  models  ($100 
to  $350). 

What's  wrong  with  a  professional- 
looking  air  filtering  machine?  Just 
this:  Mite  allergens  don't  float  in  the 
air  for  any  length  of  time.  When  you 
He  on  your  bed,  a  cloud  of  the  stuff 
will  envelop  you,  but  the  air  cleaner 
won't  save  you  unless  it's  sitting  on 
your  chest,  says  Dr.  Jeffrey  Kishiya- 
ma,  director  of  clinical  allergy  and 
immunology  at  the  University  of  Cal- 


ifornia, San  Francisco.  If  you  have 
terrible  reactions  when  you  vacuum, 
an  air  cleaner  at  work  right  next  to 
you  would  surely  help;  but  so  would 
a  $2  face  mask  (for  example,  the  3M 
dust  mask,  available  at  drug  stores). 

Furnace  filters.  Example:  the  Dust- 
Eater  electrostatic  filter  sold  through 
National  Allergy  Supply  out  of 
Duluth,  Ga.  ($80  to  $115).  Forget 
these,  too,  for  the  same  reasons  air 
cleaners  aren't  useful. 

Anti-mite  rug  treatment.  Effective, 
but  temporary  and  somewhat  expen- 
sive. A  tannic  acid  spray  will  cost  $5 
per  application  for  a  120-square-foot 
rug.  The  miticidal  powder  runs  $22 
per  treatment  for  the  same  size  rug. 

Plastic  covers  for  pillows,  mattresses 
and  comforters.  Cheap  and  effective. 
Bedding  provides  abundant  warmth, 
humidity  and  food  (all  those  skin 
flakes)  for  mites.  Two  million  mites 
can  live  in  a  mattress,  each  producing 
20  fecal  pellets  a  day. 

The  covers,  which  have  a  vinyl  or 
polyurethane  skin  on  one  side,  starve 


the  mites  and  trap  the  mite  allergens. 
You  can  buy  cheap  plastic  covers  at 
places  like  Sears,  or  more  comfortable 
but  expensive  ones  by  mail  ( $  1 0  or  so 
to  cover  a  pillow,  $45  for  a  queen- 
size  mattress). 

Whatever  bedding  lies  outside  the 
plastic  case  (sheet,  pillowcase  or  com- 
forter cover)  should  be  washed 
weekly  in  water  that's  at  least  130 
degrees  Fahrenheit,  hot  enough  to 
kill  mites. 

Still  snuffling  at  night  or  sneezing 
in  the  morning?  Get  rid  of  the  bed- 
room rug,  another  mite  breeding 
ground;  if  problems  persist,  take  away 
upholstered  furniture  and  curtains. 
Keep  humidity  at  50%  or  less. 

But'be  skeptical  of  claims  for  prod- 
ucts that  offer  seemingly  sweeping 
solutions.  The  Federal  Trade  Com- 
mission recendy  accused  two  air  filter 
companies,  aap  International  in  Bal- 
timore and  Filtration  Manufacturing 
in  Mobile,  Ala.  of  making  unsubstan- 
tiated claims  about  removing  air- 
borne allergens.  ■■ 
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Mobile  computing  perfected  by  TDK  Systems. 


"Big  World" 

It  seems  there's  a  new  country 
started  every  day. 


Easy  Set  Up.  Simple  pull  down  menus  allow 
you  to  instantly  configure  your  Global  Class 
for  whatever  country  you're  in. 


u»»Sfacfe  #« 


Digital  Line  Protection.  Global  Class  digital 
protection  circuitry  ensures  that  hotel  and 
business  phone  systems  won't  turn  your 
modem  into  charcoal. 


Global  Acceptance.  Legal  for  use  in  more 
countries  worldwide.  Now  with  an  additional 
50  country  upgrade  absolutely  free! 


"Small  Wonder 

TDK's  Global  Class  Fax/Modem 
is  probably  already  compatible  with 
their  phone  system. 


Business  is  Global.  TDK's  Global  Class  is  certified  compatible  in  more 
countries  than  any  other  fax/modem  in  the  world.  It's  the  highest  speed 
international  PC-Card  fax/modem  available.  Call  TDK  Systems  1 -800-999-4TDK 
or  visit  our  web  site  at  www.tdksystems.com  Technically,  Superior. 


TDK  SYS 


Company  of  the  Year 


More  important,  it  has  a  smart, 
disciplined  management  team. 


By  Jerry  Flint 

Think  of  them  as  buccaneers,  fast,  impudent,  daring, 
flying  the  black  flag,  attacking  and  pillaging  the  big,  slow 
Spanish  galleons. 

That's  Chrysler  Corp.,  the  Forbes  Company  of  the 
Year.  You  may  think  Chrysler  is  an  old-fashioned  metal 
bender  in  a  "mature"  industry,  cyclical  as  hell.  You  may 
think  it's  just  lucky  with  all  those  Jeeps  and  minivans 
when  everyone  happens  to  want  a  Jeep  or  a  minivan. 
Jeeps  and  vans  go  out  of  fad,  Chrysler  flops. 

That's  the  perception — which  is  why  Chrysler  stock 
sells  at  less  than  seven  times  earnings.  But  perceptions 
notoriously  lag  reality,  and  we  think  the  reality  here  is  that 
Chrysler's  good  luck  is  being  leveraged  by  a  superb  man- 
agement team  that  has  made  smart,  disciplined  decisions. 

You  don't  have  to  be  in  a  growth  industry  to  exhibit 
superior  management — look  at  GE,  page  90 — and  we 
think  Chrysler  has  superior  management — not  just  at  the 
very  top  but  deep  down  in  the  organization. 

There  was  once  a  quotation,  long-gone,  chiseled  above 
the  door  of  the  old  Nash  headquarters  on  Plymouth  Road 
in  Detroit.  It  was  from  Lord  Kelvin  (remember  Kelvina- 
tor — as  in  Nash-Kelvinator?). 

"There  must  be  a  better  way." 

As  fate  would  have  it,  Nash  absorbed  Hudson,  became 
American  Motors,  bought  Jeep,  and  the  whole  lot  was 
eventually  acquired  by  Chrysler. 

In  some  mysterious  way,  that  long-gone  quotation 
seems  to  have  entered  the  Chrysler  bloodstream.  Find  a 
better  way  of  doing  familiar  things.  A  better  way  to  design 
cars.  A  better  way  to  engineer  them.  A  better  way  to  deal 
with  suppliers,  and,  since  they  spend  $34  billion  with  sup- 
pliers, that  counts  big. 

You  want  numbers  to  justify  our  calling  Chrysler 


Chrysler's  buccaneers,  left  to  right:  Dennis  Pawley,  executive  vice 
president,  manufacturing;  Francois  Castaing,  executive  vice 
b  president,  power  train;  Tom  Stallkamp,  executive  vice  president, 
§  procurement;  Ted  Cunningham,  executive  vice  president 
|  and  president,  Chrysler  de  Mexico;  Bob  Lutz,  vice  chairman; 
S  Bob  Eaton,  chairman  and  president;  Jim  Holden,  executive 
?  vice  president,  marketing;  Tom  Gale,  executive  vice  president, 
%  product  development. 
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Company  of  the  Year? 

It  probably  finished  1996  on  the 
sunny  side  of  $5  a  share,  on  $60  bil- 
lion in  sales.  The  return  on  net  sales 
is  above  6% — fantastic  for  a  metal 
bender.  GM,  with  the  help  of  lots  of 
diversification,  has  been  running  only 
4%;  Ford,  a  bit  under  3%.  The  aver- 
age for  all  1,280  companies  covered 
in  this  issue  is  4.6%. 

Chrysler's  return  on  capital  is 
20% — again  fantastic  for  a  company 
in  a  capital-intensive  business.  The 
all-industry  median  is  9.6%;  the  auto 
and  truck  industry  median  is  8.2%. 

One  in  every  six  vehicles  sold  in 
America  is  a  Chrysler,  up  from  one  in 
seven  a  year  ago — an  impressive  gain. 

Financial  strength?  $7.5  billion  in 
the  bank,  $1  billion  a  year  in  divi- 
dends and  $2  billion  earmarked  for 
stock  buybacks  in  1997. 

"We've  moved  beyond  'never 
again,'"  says  Robert  Lutz,  remem- 
bering when  Chrysler  almost  went 
under.  "We've  moved  on  to  'why 
not?'"  Lutz,  president  for  the  last  six 
years,  moved  to  vice  chairman  Jan.  1. 

Are  these  guys  getting  carried  away 
by  a  couple  of  good  years  in  a  com- 
pany that  had  to  be  rescued  by  the 
federal  government  17  years  ago? 

Maybe,  but  the  spirit  around  the 
place  these  days  is  more  Silicon  Valley 
than  Rust  Belt.  "We're  all  a  little  bit 
crazy  around  here,  and  I  hope  it 
shows,"  says  Chrysler  Chairman  and 
Chief  Executive  Robert  Eaton,  who, 
on  Jan.  1,  also  assumed  the  title  of 
president.  "If  you  don't  have  an 


1997  Dodge  Dakota  Club  Cab  Sport,  a  new  midsize  pickup. 


almost  irrational  passion  for  cars  and 
trucks,  we  don't  believe  you'll  jump 
ahead  of  the  pack." 

By  irrational  Eaton  means  trusting 
instinct  and  experience.  At  GM,  across 
Detroit,  they  believe  in  focus  groups: 
Take  lots  of  them,  find  out  what  the 
customers  want.  Then  build  it.  Bob 
Lutz  disagrees.  "We've  [the  industry] 
put  so  much  faith  in  analysis  and 
quantification  and  other  areas  of  left- 
brain  thinking  we've  often  missed  the 
forest  for  all  the  well-examined  trees. 

"Over  the  past  few  years  I've  been 
on  sort  of  a  personal  crusade  at 
Chrysler  to  legitimize  what,  for  lack 
of  a  better  term,  I  refer  to  as  right- 
brain  thinking. 

"To  the  left-brain  thinker,  the  car 
business  is  a  science,  which,  of  course, 


1997  Chrysler  Town  &  Country  LXi,  the  luxury  minivan. 


it  is.  But  I  would  argue  it's  not  just  a 
science.  And  that's  because  buying  a 
car  or  truck  is  not,  and  never  will  be, 
a  purely  rational  decision. 

"Being  customer-driven  is  certain- 
ly a  good  thing,  but  if  you're  so  cus- 
tomer-driven that  you're  merely  fol- 
lowing yesterday's  trends,  then, 
ultimately,  customers  won't  be  driv- 
ing your  supposedly  customer-driven 
products! 

"Let's  face  it,  the  customer,  in  this 
business  and,  I  suspect,  in  many 
others,  is  usually,  at  best,  just  a  rear- 
view  mirror,"  says  Lutz.  "He  can  tell 
you  what  he  likes  among  the  choices 
that  are  already  out  there.  But  when 
it  comes  to  the  future,  why,  I  ask, 
should  we  expect  the  customer  to  be 
the  expert  in  clairvoyance  or  in  cre- 
ativity? After  all,  isn't  that  really  what 
he  expects  us  to  be?" 

This  doesn't  mean  Chrysler  avoids 
customer  research.  It  doesn't.  For 
example:  Chrysler  had  an  old  pickup 
truck,  hadn't  changed  it  in  almost  20 
years.  When  they  built  their  new 
huge  headquarters  outside  Detroit, 
they  went  into  the  parking  lots  where 
the  contractors'  pickups  were  parked 
and  peeked  in  the  windows.  That's 
where  they  got  their  ideas  for  the  seat 
spacing,  room  for  telephones,  com- 
puters, storage  space  behind  the  seats, 
big  cup  holders. 

The  Dodge  Ram  pickup  they 
consequently  built  is  a  home  run, 
close  to  400,000  sales  last  year  and 
nearly  five  times  the  sales  of  three 
years  earlier.  This  year  Chrysler  will 
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build  475,000  Rams. 

Characteristic  of  the  new  Chrysler 
is  the  platform  team,  a  Chrysler  cre- 
ation. A  team  of  engineers,  designers, 
suppliers  and  factory  men  is  created 
around  each  vehicle  platform.  They 
work  together,  simultaneously.  In  the 
old  system  each  functional  group — 
design,  engineering  and  so  on — did 
its  work  and  passed  it  on  to  the  next. 

The  platform  team  means  speed 
and  reduced  costs.  Example:  The 
new  Durango  utility  vehicle,  coming 
next  fall,  took  only  24  months  to  do, 
about  as  short  a  time  as  anyone  in  the 
world  creates  a  vehicle — because 
design  and  manufacturing  worked 
together  from  the  beginning. 

This  method  will  enable  Chrysler 
to  build  its  midsize  cars  on  the  same 
assembly  line  as  its  big  1998  models. 
The  competition  spends  huge  sums — 
we're  talking  tens  to  hundreds  of  mil- 
lions of  dollars — to  build  complicat- 
ed flexible  body  shops  to  accomplish 
the  same  purpose.  Bob  Lutz  figures 
Chrysler  has  a  $l,000-to-$l,500-per- 
unit  advantage  over  Ford  in  engi- 
neering, research  and  development: 
the  new  product  process. 

Another  standout  is  the  supplier 
relationship,  which  has  been  called  an 
American  Keiretsu.  It  isn't  just  a  case 
of  turning  the  screws  on  suppliers  to 
make  them  cut  prices:  It  involves 
bringing  them  in  early  with  the  plat- 
form team.  One  of  the  reasons 
Chrysler's  product  development  costs 
are  so  low  (2.7%  of  revenues,  half  the 


Chrysler's  strength 

Overall  market  share 


9.8% 


Car  sales       Truck  sales  Combined 
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competition's)  is  that  the  suppliers  do 
much  of  the  work. 

In  the  old  days  in  Detroit  everyone 
wanted  to  be  vertically  integrated. 
Chrysler  never  got  as  far  as  GM  and 
Ford.  That  turned  out  to  be  a  bless- 
ing. Today,  with  autoworker  labor 
costs  approaching  $50  an  hour,  two, 
three  or  four  times  the  labor  cost  at 
suppliers,  GM  and  Ford  want  to  out- 
source. Chrysler  is  already  there. 

Something  else  impressive  about 
today's  Chrysler.  Last  year  (Forbes, 
Aug.  12,  1996)  we  told  the  story  of  a 
cool  luxury  car  that  Chrysler 
designed  and  then  dropped.  Smart 
executives  know  when  to  say  no.  You 
can't  do  everything,  and  decision 

"The  customer  in  this 
business  is  usually,  at  best, 
just  a  rearview  mirror." 

making  means  killing  projects  in  favor 
of  more  promising  ones. 

"It's  important  to  know  when  to 
walk,"  says  Eaton.  He  backed  away 
from  China  and  a  huge  minivan  con- 
tract. Chrysler  wasn't  ready  to  give 
the  Chinese  a  steal-our-designs  deal. 

"We  were  one  of  the  first  licensees 
in  Vietnam,"  says  Eaton.  "We  told 
Vietnam  if  they  gave  out  more  than  5 
licenses,  we  weren't  interested.  They 
gave  out  11  or  12.  We  said  thank 
you,  good-bye." 

"One  thing  about  Bob  Eaton,  he 


doesn't  get  carried  away,  "  says  Lutz 
admiringly.  "Other  people  give  away 
more  and  more  just  to  get  the  deal. 
Bob  draws  a  line.  That's  it." 

A  good  organization  isn't  just  the 
person  at  the  top.  Up  there  Chrysler 
has  Chairman  Bob  Eaton,  56,  hired 
away  from  GM,  where  he  ran  GM  of 
Europe,  and  Vice  Chairman  Bob 
Lutz,  64,  who  was  an  executive  vice 
president  at  Ford.  But  it's  the  team 
below,  the  executive  vice  presidents, 
that  cement  the  impression.  This  is 
no  ingrown  organization,  but  one 
that  nabbed  the  best  people  wherev- 
er they  could  be  found. 

Francois  Castaing,  a  Frenchman 
who  built  race  cars  for  Renault,  is 
chief  engineer  at  Chrysler.  He  creat- 
ed the  revolutionary  platform  team. 

Thomas  Gale  is  the  designer  who 
created  the  Chrysler  look  with  the 
wheels  pushed  out  to  the  edges,  cre- 
ating extra  room  inside.  He  wants 
Chrysler  products  to  be  "remark- 
able," stretching  the  design  envelope, 
but  not  goofy  (his  word).  His  1998 
sedans  (coming  next  fall)  are  just 
that:  out  a  bit,  but  not  way  out. 

Thomas  Stallkamp,  who  turned 
parts  buying  into  a  major  strategic 
initiative,  is  a  key  to  the  Chrysler  suc- 
cess. He  talks  about  $765  million  in 
savings  in  1995,  $1  billion  last  year 
and  $1.2  billion  this  year. 

Dennis  Pawley,  a  GM  and  Mazda 
veteran,  heads  manufacturing  and 
insists  his  Chrysler  operating  system 
will  be  superior  to  Toyota's.  He  con- 


Relatively  weak 
in  car  sales, 
Chrysler  is 
pushing  hard  to 
improve  quality. 
New  styling  com- 
ing out  this  fall 
could  strengthen 
this  side  of  the 
business. 


Truck  power 

Chrysler's  share  in  key  markets 
Industry  total 


Chrysler's  share 


970,000 


1,831,000 


1,920,000 


55% 
535,000 


28% 
510,000 


19.9% 
380,000 


-Minivans      Sport  utilities  Large  pickups 

(front-wheel  drive) 


Chrysler's  market 
share  could  run 
even  higher  with 
the  new  '97 
Dakota,  the  small 
pickup— which 
looks  like  a  suc- 
cess— and 
the  new  Dodge 
Durango  utility 
vehicle. 
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tinually  squeezes  out  more  produc- 
tion without  building  more  factories. 
Last  year  3  million  vehicles  were 
built.  This  year  Pawley  figures 
Chrysler  can  build  200,000  more. 
There's  one  new,  big  factory 
coming — a  Jeep  plant,  probably  in 
Ohio,  in  five  to  six  years,  to  replace 
an  ancient  plant  in  Toledo — but 
Chrysler  isn't  finished  squeezing 
more  cars  out  of  existing  plants. 

There's  James  Holden,  the  mar- 
keting boss,  with  a  tough  job  because 
car  selling  is  undergoing  revolution- 
ary change  and  no  one  knows  where 
it  will  end.  He's  also  out  to  cut 
$1,000  from  the  $3,000  per  vehicle 
spent  on  distribution. 

Theodor  Cunningham  took  over 
the  Mexican  operation  when  the 
economy  there  collapsed.  Cunning- 
ham has  Mexico  running  at  a  profit 
today,  and  that  means  the  domestic 
operation  there,  excluding  the  profits 
on  the  vehicles  exported  to  the  U.S. 
He  figures  he'll  have  that  Mexican 
business — again,  excluding  exports  to 
the  U.S.— up  to  $2  billion  by  2000. 

You've  got  to  hand  it  to  Lee  Iacoc- 
ca.  He's  no  longer  even  on  the  board 
and  is  on  bad  terms  with  his  succes- 


1997  Dodge  Ram  1500  Sport,  the  "big  pickup 

sors,  but  he  really  created  the  new 
Chrysler.  Iacocca  fired  40  Chrysler 
vice  presidents  and  brought  in  a  Ford 
team.  (He  later  said  it  was  one  of  the 
worst  things  he  ever  had  to  do,  that 
many  of  those  Chrysler  executives 
were  good,  but  he  didn't  have  time 
to  sort  them  out.  He  needed  men  he 
knew,  fast,  to  save  a  sinking  ship.) 

He  gambled  by  building  a  minivan 
Ford  wouldn't  let  him  build,  and  by 


buying  Jeep.  The  minivan  and  Jeep 
are  pillars  of  Chrysler  today.  "Lee  did 
an  awful  lot  for  this  company,  no 
doubt  about  that,"  says  Bob  Eaton. 

Iacocca  hired  Bob  Eaton,  who  was 
then  running  gm  Europe.  When 
Iacocca  left,  the  Chrysler  executive 
who  didn't  get  the  top  job  was  Bob 
Lutz.  Many  thought  that  Lutz  would 
walk  when  Eaton  got  the  job,  or  per- 
haps go  for  a  little  back-stabbing. 


Cars  you  could 
wear  a  hat  in 

The  company  was  found- 
ed in  1925  by  Walter  P. 
Chrysler,  a  railroad 
mechanic  who  went  to 
work  for  young  General 
Motors.  He  rose  to  head 
Buick  and  made  it  gm's 
best  division,  but  couldn't 
get  along  with  GM  founder 
William  Durant.  (In  that, 
he  was  in  good  company. ) 
"He  banged  the  door  on 
the  way  out  [of  Durant's 
office],  and  out  of  that 
bang  came,  eventually,  the 
Chrysler  Corp.,"  said  the 
legendary  Alfred  P.  Sloan, 
who  rebuilt  GM  after 
Durant  got  booted  for 
playing  a  little  fast  and 
loose  in  the  stock  market. 
Walter  P.  made  waves. 


When  he  couldn't  get  his 
new  car  into  the  1924 
New  York  auto  show,  he 
rented  the  lobby  of  the 
big  Commodore  hotel 
(then  next  to  Grand  Cen- 
tral Station)  for  his  first 
car,  and  stole  the  show. 
He  expanded  by  buying 
Dodge  and  starting  the 
low-priced  Plymouth  line 
at  the  end  of  the  1920s. 
Always  short  of  capital  in 
this  capital-intensive  busi- 
ness, he  built  his  cars 
largely  of  purchased  parts. 

Chrysler  was  known  for 
solid,  well-engineered  but 
conservative  cars.  (Walter 
got  burned  with  the 
streamlined  Airflow  design 
in  1934,  and  said  never 
again.)  Chrysler  actually 
sold  more  cars  than  Ford 
after  World  War  II,  but 
after  old  Henry  Ford  died, 


his  grandson  Henry  II 
hired  a  team  from  GM  that 
rebuilt  Ford.  Chrysler  fell 
back  to  number  three  in 
the  early  1950s. 

Still,  Chrysler  had  about 
20%  of  the  market  at  that 
time— a  level  it  has  never 
achieved  since.  The  trou- 
ble was,  everyone  else  was 
going  longer-lower-wider 
and  those  solid,  conserva- 
tive guys  from  Chrysler 
were  building  cars  with 
extra  height  to  accommo- 
date people  "getting 
behind  the  wheel  wearing 
hats,"  as  a  former  head  of 
Chrysler,  K.T.  Keller,  put  . 
it.  But  American  men 
stopped  wearing  hats,  in 
the  late  Fifties  quality 
deteriorated  and  a  number 
of  Chrysler  executives 
were  caught  with  their 
paws  in  the  candy  jar. 


Scandal,  revitalization; 
then  flop,  revitalization; 
then  more  bumps,  until 
bankruptcy  loomed  in  the 
late  1970s.  Bailed  out  in 
1980  by  federally  guaran- 
teed loans,  Chrysler  was 
rebuilt  from  top  to 
bottom  by  the  brilliant 
but  temperamental  Lee 
Iacocca,  who  put  the 
enormously  successful 
minivan  into  production 
and  bought  American 
Motors — Jeep — for 
Chrysler.  But  Iacocca 
wore  out  his  welcome  in 
Detroit  when,  after  retir- 
ing, he  joined  with  Kirk 
Kerkorian  in  a  failed  effort 
to  take  over  Chrysler. 
Under  Iacocca's  immedi- 
ate successors,  Chrysler 
has  gone  from  the  sick 
man  of  the  U.S.  car  busi- 
ness to  its  fittest.   -J.F.  Hi 
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(Not  me,  never,  says  Lutz.)  Some- 
how, the  two,  Eaton  and  Lutz,  hit  it 
off.  They  agreed  that  creating  great 
product  is  the  key  to  success  at  a 
vehicle  manufacturer. 

On  the  surface,  they  seem  oppo- 
sites:  Lutz  is  tall,  Eaton,  short;  Lutz 
is  the  most  eloquent  speaker  in  the 
industry,  Eaton,  the  quiet  man.  But 
they  think  alike. 

The  management  team  will  hold 
together  for  years.  Lutz,  who  was  the 
president  and  number  two  in  the 
company,  reaches  65  this  year.  He's 
moved  to  vice  chairman  and  will  stay 
involved  with  product  development. 
Eaton,  the  chairman,  has  assumed  the 
title  of  president,  and  will  work 
directly  with  the  operating  team.  If 
Eaton  decides  he  doesn't  want  to  be 
president,  buccaneer  lieutenants  like 
Tom  Gale  and  Tom  Stallkamp  are 
getting  the  experience. 

Here  top  executives  wear  two  hats. 
Gale,  the  designer,  also  ran  interna- 
tional. But  this  year  he  has  taken  over 
product  development,  and  Castaing, 
the  engineer,  has  added  international 
to  his  portfolio. 

The  product  outlook  is  strong.  For 
1997  there's  a  new  Dakota  midsize 
pickup  truck,  plus  an  improved  Jeep 
Cherokee,  the  showy  Prowler  hot 
rod,  and  more  capacity  to  build  big 
Ram  pickups  and  Jeep  Wranglers  (the 
John  Wayne  Jeep).  This  fall  the 
Dodge  Durango  utility  vehicle  will  be 
on  sale  with  three  rows  of  seats  and 
will  probably  underprice  the  GM  and 
Ford  competition.  There  will  also  be 
a  new  Dodge  Intrepid  and  Chrysler 
Concorde.  In  spring  of  1998  there 
will  be  a  new  big  lhs  sedan.  A  short- 
ened version  to  fit  European  garages 
will  be  sold  here  as  the  Chrysler  300. 

There  are  new  six-cylinder  engines 
coming  next  fall  for  the  new  cars,  and 
they  will  mean  that  Chrysler  can  stop 
buying  Japanese  sixes  over  the  next 
few  years,  saving  $400  apiece  on  sev- 
eral hundred  thousand  engines. 

So  what  are  the  problems? 

Quality:  Chrysler  has  the  reputa- 
tion of  having  more  problems  than 
the  rest  of  the  competition.  Eaton, 
Lutz  and  team  have  their  fingers 
crossed  that  when  the  new  J.D. 
Power  report  comes  out  this  spring 
Chrysler  will  move  up  in  the  cus- 
tomer satisfaction  ratings.  We'll  see. 


Dealers  are  another  headache. 
We're  supposed  to  be  in  the  era  of 
the  lovable  dealers,  Saturn  style: 
They'll  do  anything  for  you.  But 
Chrysler's  dealers — well,  put  it  this 
way:  Who  became  a  Chrysler  dealer 
20  years  ago?  The  guy  who  couldn't 
get  a  Ford  or  Chevy  franchise.  And 
what  did  they  have  to  sell  many  of 
those  years?  Out-of-date  and  problem 
cars.  But  they  sold  them  and  kept 
Chrysler  alive  by  fighting  and  scratch- 
ing and  doing  whatever  they  had  to 
do  to  get  that  sale.  Change  is  tough 

4<Bob  Eaton  doesn't  get 
earned  away.  Other  people 
give  away  more  and  more 
just  to  get  the  deal.  Bob 
draws  a  line.  That's  it." 

and  slow.  Getting  them  to  do  the 
right  thing  is  the  job  of  Jim  Holden, 
the  marketing  boss. 

Chrysler  is  top-heavy  in  vans  and 
utility  vehicles.  Where's  the  competi- 
tion? Ford  and  GM  still  have  trouble 
getting  a  minivan  right.  The  Ford 
Windstar  minivan  nearly  caught  up, 
but  Ford  didn't  put  in  a  fourth  door, 
which  everyone  wants.  The  new  GM 
mi nivans  are  an  improvement  over 
what  GM  had,  and  more  competition 
and  overcapacity  are  coming.  Toyota 
and  Honda  are  coming  out  with  new 
North  American-built  minivans  over 
the  next  two  years. 

The  same  with  the  Jeep  market. 
The  Japanese  are  coming  on  strong 


with  regular-size  utility  vehicles  and 
own  the  new  market  for  small,  car- 
based  four-wheel  drive  vehicles  with 
Toyota's  rav-4  and  Honda's  just- 
coming-out  cr-v.  Ford  looks  as  if  it 
has  a  winner  with  its  new  big  Expedi- 
tion at  the  top  of  the  market  (and  a 
Lincoln  version,  the  Navigator,  is 
coming  in  spring),  and  Mercedes  has 
its  Alabama-made  four-wheeler 
coming  late  next  year. 

Even  the  pickup  market  will  get 
tougher  when  Toyota  starts  making  a 
big  pickup  in  Indiana  in  a  few  years. 

We  think  Chrysler  will  be  ready, 
this  time  with  sedans  that  gain  share 
in  the  markets  as  its  trucks  have. 

We  also  think  Chrysler  will  do  well 
globally.  Sales  outside  North  Ameri- 
ca were  250,000  last  year.  Chrysler 
figures  500,000  by  the  turn  of  the 
century  and  is  beginning  to  think 
about  1  million  foreign  sales  a  year. 
Jeeps  and  minivans  seem  to  have 
enormous  potential  abroad,  and  the 
company  is  just  starting  to  tailor  its 
cars  for  export,  like  that  shortened 
Chrysler  for  Europe.  The  next  Neon 
will  be  built  with  exports  particularly 
in  mind. 

Chrysler  will  never,  never  be  as  big 
abroad  as  GM  or  Ford  or  Toyota,  but 
it  won't  have  their  huge  investments 
in  foreign  overhead,  either. 

It's  easy  to  confuse  a  good  year 
with  good  management.  Indeed  it's 
one  of  the  most  common  sins  of 
journalists  and  analysts.  And  the  auto 
business  is  notoriously  cyclical.  Still, 
we  tend  to  agree  with  Bob  Lutz:  "We 
understand  this  business  better  than 
anyone  else,"  he  says.  8» 
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▼  Performance  Goals 
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Andrea 

Goal 

Barb 

1 

Become  more  self-directed  on  projects 

Eric 

2 

Improve  working  relationships  with  other  team  rnemt 

Lilly 

3 

Take  more  initiative  to  improve  team  performance 

Michelle 

4 

(Type  here  to  add  a  goal) 

Rich 

Jarre 

To  motivate  your  team  and  keep  them  in  synch  requires  having 
a  mind  for  details.  A  mind  that  can  recall  the  status  of  many 
tasks  at  once.  A  mind  that  can  keep  track  of  the  abilities 
and  workload  of  team  members.  A  mind  that  can  remember 
he  past  performance  of  everyone  in  the  group  for  meaningful 
evaluations.  In  other  words,  a  mind  that  has  Micr 

nager  helping  it.  Team  Manager  makes  it  easy  to  keep  any 
team  working  together  by  automatically  consolidating  and 


tracking  work  by  team  members.  The  whole  group  can  use  it 
to  get  an  accurate  picture  of  team  progress,  what  deadlines 
are  looming  and  what  tasks  need  doing.  And  because  Team 
Manager  is  part  of  the  Microsoft  Office  family  of  applications, 
your  team  will  feel  comfortable  using  it  right  from  the  start. 
Check  it  out  for  yourself  at  www.microsoft.com/teammanager/. 
You'll  see  how  Team  Manager  can  help  you  organize,  motivate, 
track,  evaluate,  schedule  — you  know... manage. 

Microsoft 


Where  do  you  want  to  go  today?" 


www.microsoft.com/teammanager/ 


What  do  all  great  companies  have  in  common? 


Find  a  better 


By  Josh  McHugh 

Chrysler  is  Forbes1  1996  Company  of  the  Year 
because  its  management  team  did  a  spectacular  job 
against  tough  odds.  Think  about  it:  Far  smaller  than 
either  of  its  two  U.S.  competitors,  Chrysler  is  far  ahead 
of  them  in  profitability. 

But  if  we  were  picking  not  a  company  of  the  year  but 
the  company  of  a  decade,  we  would  be  hard-pressed  to 
choose  between  two  other  companies:  Intel  and  General 
Electric.  Polled  for  us  by  the  Gallup  Organization,  more 
than  400  corporate  chief  executives  named  GE's  Jack 
Welch  and  Intel's  Andrew  Grove  as  America's  outstand- 
ing business  leaders. 

Founded  only  in  1968,  Intel  soared  to  $19  billion  in 
revenues  last  year  and  it  earned  $4  billion.  An  invest- 
ment of  $1,000  in  Intel  stock  that  was  made  in  1986 
would  be  worth  almost  $40,000  today.  But  these  are 
just  numbers.  The  truest  measure  of  Intel's  success  is 
the  central  position  it  has  created  for  itself  at  the  heart 
of  the  PC  world. 

Intel  is  an  icon  of  the  computer  age.  General  Electric 
is  in  many  ways  the  product  of  earlier  technology.  It  is  a 
machine-age  company  rather  than  a  computer-era  com- 
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parry.  Nevertheless  its  accomplishments  under  Jack 
Welch  are  as  impressive  in  their  way  as  Intel's.  Mature 
businesses?  "Maturity  is  a  state  of  mind,"  Jack  Welch 
says — and  proceeds  to  prove  it.  ge's  revenues  grew 
11.6%  in  1996,  almost  50%  better  than  the  rest  of  the 
capital  goods  industry  and  more  than  40%  better  than 
industry  as  a  whole. 

How's  this  for  numbers:  This  "mature"  company  in  a 
mature  industry  returned  24%  on  shareholders'  equity 
in  1996  and  recorded  net  profits  of  more  than  $7  bil- 
lion, 9.3%  net  on  sales. 

At  Intel  the  most  important  product  is  technology — 
continually  developing  better  chips  and  new  products 
that  will  expand  the  market. 

At  GE  the  most  important  product  is  productivity — 
making  existing  products  better  and  cheaper.  Welch  told 
Forbes  in  1994:  "There  is  infinite  potential  for  savings. 
The  human  mind  is  always  able  to  find  a  better  way  to 
do  things." 

"Find  a  better  way  to  do  things."  The  folks  at  Chrysler 
would  buy  that.  So  would  the  folks  at  Intel.  It  could  well 
serve  as  a  motto  for  any  business  anywhere.  H 
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Rating  the  brass 


How  the  list  of  16  fared 


Jack  Welch,  General  Electric 
Andrew  Grove,  Intel 
Roberto  Goizueta,  Coca-Cola 
William  Gates,  Microsoft 
Robert  Eaton,  Chrysler 
Charles  Schwab,  Charles  Schwab 
Paul  Hazen,  Wells  Fargo 
Lawrence  Bossidy,  AlliedSignal 


9.9% 


No  opinion  I  I  3.1% 


15.7%  George  Fisher,  Eastman  Kodak  |  2.7% 

15.5%  Eckhard  Pfeiffer,  Compaq  |  2.7% 

14.3%  Ralph  Larsen,  Johnson  &  Johnson  j  2.4% 

John  Reed,  Citicorp  |  2.2% 
Geoffrey  Bible,  Philip  Morris  1.2% 
James  Johnson,  Fannie  Mae  1.2% 

Lawrence  Ellison,  Oracle  0.7% 

Maurice  Greenberg,  AIG  0.7% 

Refused  to  participate  ]  0.5% 


The  top  write-ins 

Louis  Gerstner,  IBM  |  3.1% 

Michael  Bonsignore,  Honeywell  |  0.5% 

August  Busch,  Anheuser-Busch  :  0.5% 


Other  write-in  candidates 


Raymond  Gilmartin,  Merck  0.5% 

Charles  Knight,  Emerson  Electric  |  0.5% 

Carl  Lindner,  Am  Financial  Group  0.5% 
6.5% 


Who  did  the  best  job  I 


Forbes  editors  began  the 
exercise  of  picking  the 
1996  Company  of  the 
Year  by  using  the  perfor- 
mance data  contained  in 
this,  our  49th  Annual 
Report  on  American 
Industry. 

We  screened  composite 
rankings  of  profitability, 
growth,  stock  market  per- 
formance and  consistency 
to  create  a  list  of  16  com- 
panies with  exceptional 
records  over  the  past 
five  years. 

Then  we  asked  the 
Gallup  Organization  to 
poll  the  experts — chief 
executives  themselves. 
From  Nov.  1 3  through 


Dec.  13,  Gallup  obtained 
telephone  or  fax  inter- 
views with  414  prominent 
chief  executives. 

Gallup  presented  them 
with  the  list  of  16  compa- 
nies from  our  screening 
and  asked  just  one  ques- 
tion: "In  your  opinion, 
which  company  and  its 
chief  executive  officer 
deserve  recognition  by 
Forbes  as  the  most  out- 
standing chief  executive 
and  company  of  the  year?" 
We  gave  people  the  option 
of  a  write-in. 

Results  for  a  sampling 
of  this  size  are  accurate 
within  plus-or-minus  4 
percentage  points. 


General  Electric's  Jack 
Welch  and  Intel's  Andrew 
Grove  finished  in  more  or 
less  of  a  dead  heat,  with 
the  nod  going  to  Welch 
by  one  vote  (see  chart, 
above).  No  quarrel  there: 
These  two  men  stand  tall 
among  the  all-time  great 
American  managers, 
ranking  with  the  likes 
of  Alfred  Sloan,  Gerard 
Swope,  Andrew  Carnegie 
and  the  two  Tom 
Watsons. 

But  we  chose  Chrysler 
as  the  company  of  the 
year.  Why?  Because  we 
want  to  call  attention  to 
less  celebrated  accom- 
plishments achieved 


against  great  odds.  No 
company  in  recent  years 
has  faced  greater  odds 
than  Chrysler.  Starting  as 
a  weak  number  three  in  a 
murderously  competitive 
business  and  facing  com- 
petitors with  far  greater 
resources,  Chrysler  man- 
agement devised  a  disci- 
plined strategy  out  of 
chaos  and  rose  to  the  top 
of  the  American  car  indus- 
try in  profitability. 

Can  it  stay  there?  We 
think  so — and  salute  Bob 
Eaton  and  Bob  Lutz  on 
behalf  of  Chrysler  share- 
holders and  workers  and, 
beyond  that,  on  behalf  of 
American  industry.  HH 
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49  ANNUAL 

ORTON 


the  median  return  on  equity  at  13%, 
it  was  a  splendid  year  for  the  1,280  companies 
covered  in  this  issue.  But  sales  gains  slowed  a  bit. 


By  Eric  S.  Hardy 

The  median  company  of  the  1,280  firms  in  our  49th  Health  at  14.1%,  followed  by  Chemicals  at  12.3%,  Finan- 

Annual  Report  on  American  Industry  posted  a  9.8%  five-  cial  Services  and  Consumer  Nondurables,  both  at  12.2%. 

year  average  return  on  capital  and  five-year  sales  growth  In  a  good  year  for  almost  everyone,  there  were  some 

of  7.2%.  exceptional  performances.  Elsewhere  in  this  issue  we  cite 

In  the  latest  12  months,  average  return  on  equity  was  Chrysler,  Intel  and  General  Electric.  But  there  were 

13%,  down  a  bit  from  1995's  13.9%.  Sales  of  all  the  sur-  exceptional  performances  in  many  smaller  companies,  too. 

veyed  companies  were  up  8.1%,  down  a  bit  from  the  This  year,  beginning  on  page  96,  we  profile  four  chief 

10.6%  gain  of  a  year  before.  executives  whose  companies  ranked  in  the  top  half  of  their 

What  this  showed  was  that  the  rates  of  profitability  and  respective  industries  in  terms  of  profitability, 

of  growth  were  slowing  but  were  still  quite  healthy.  Our  Yardsticks,  starting  on  page  109,  cover  20  separate 

Which  sectors  performed  the  best?  Measured  by  five-year  industries.  We  measure  each  company  not  just  over  one 

average  return  on  capital,  the  most  profitable  industry  was  year  but  over  five.  ■■ 

Illustrations  by  Randy  Verougstraete 

AMERICAN 
INDUSTRY 
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Profitability 

For  return  on  capital,  Forbes  divides  the  sum  of  three 
items — aftertax  profits,  the  amount  remaining  if  the  inter- 
est paid  on  long-term  debt  were  taxed  and  minority  inter- 
est— by  a  firm's  total  capitalization.  Most  companies 
(except  for  electric  utilities)  don't  report  interest  expense 
on  long-term  debt.  In  such  cases  we  estimate  the  interest 
expense  for  each  of  the  five  fiscal  years  plus  the  latest  12- 
month  period.  We  assume  a  34%  corporate  tax  rate  to 
compute  the  tax  break  derived  from  interest  expense.  We 
define  total  capitalization  as  long-term  debt,  common  and 
preferred  equity,  deferred  taxes,  investment  tax  credits  and 
minority  interest  in  consolidated  subsidiaries. 

Five-year  average  return  on  capital  is  calculated  with  a 
modified  version  of  the  sum-of-the-years  digits  method. 
This  gives  greater  importance  to  recent  results.  If  a  firm 
lost  money  during  any  fiscal  year  but  started  that  year 
with  positive  capital,  we  calculated  the  percentage  lost  on 
capital  and  factored  this  result  into  our  return  for  that 
year.  Companies  were  penalized  for  a  rare  year  in  which 
they  had  negative  capital.  If  a  firm  shows  a  return  on  cap- 
ital exceeding  100%  in  a  given  year,  this  value  is  automat- 
ically scaled  back  to  100%  in  order  to  knock  out  outra- 
geous and  unreasonable  returns. 

Return  on  equity  is  calculated  by  taking  primary  earn- 
ings per  share  and  dividing  it  by  common  shareholders' 
equity  per  share  at  the  start  of  the  fiscal  year.  In  calculat- 
ing common  equity  we  assume  that  all  convertible  pre- 
ferred stock  is  converted  into  common  stock.  The  liqui- 
dation value  of  nonconvertible  preferred  shares  is 
subtracted  from  total  stockholders'  equity.  Net  income 
and  earnings  per  share  include  gains  or  losses  from  dis- 
continued operations  but  exclude  extraordinary  items  like 
tax-loss  carryforwards. 

Growth  rates 

We  use  the  least-squares  method  to  calculate  sales  and 
earnings  growth  rates.  This  equation  adjusts  for  sharp 
fluctuations  and  yields  a  result  that  closely  reflects  the 
average  rate  of  growth.  Example:  During  a  four-year 
period  a  firm's  earnings  go  from  25  cents  to  45  cents, 
then  to  65  cents  and  finally  to  $1  in  the  last  year.  That's 
an  80%  jump  from  the  first  year  to  the  second,  44%  in  the 
third  and  a  54%  increase  in  the  fourth  year.  Least-squares 
says  that,  on  average,  earnings  grew  by  57.2%  ($0.25  x 
1.572  x  1.572  x  1.572).  This  regression  formula  calcu- 
lates the  slope  of  a  line  that  best  fits  the  data  points  for 
four  years.  If  you  do  the  math  yourself,  you'll  get  $0.97 
instead  of  $1  in  the  fourth  year. 


There's  one  limitation  to  the  least-squares  method:  It 
can't  handle  negative  values.  If  earnings  are  negative  at 
the  beginning  of  the  period,  we  calculate  the  growth  rate 
for  a  shorter  period,  starting  with  the  first  positive  year.  If 
a  company  lost  money  during  the  middle  of  a  measuring 
period,  Forbes  dropped  the  year  from  the  calculation  and 
measured  the  growth  rate  over  the  remaining  positive 
periods.  Our  assumption:  that  a  single  loss  may  not  be 
representative  of  long-term  performance.  If  a  firm  lost 
money  in  more  than  one  year,  however,  the  five-year 
growth  rate  is  not  calculated  and  the  result  is  listed  as  not 
meaningful  (nm). 

Our  computer  checked  all  growth  rates  with  a  com- 
parison method  to  see  if  the  earnings  pattern  made  sense. 
Example:  If  a  company's  earnings  fall  from  $6  in  the  first 
year  to  39  cents  in  the  second,  then  rise  to  $7.35  in  the 
third  and  fall  again  to  25  cents  in  the  fourth  year,  the 
resulting  growth  rate  is  -48.3%.  This  does  a  terrible  job 
of  describing  year-to-year  changes,  so  we  marked  such 
fluctuating  earnings  patterns  as  not  meaningful. 

Time  periods 

The  five-year  growth  rates  we  use  require  six  years'  worth 
of  data.  These  rates  are  based  on  latest  fiscal-year-end 
results.  All  growth  rates  covering  a  period  of  less  than  five 
years  are  footnoted.  When  the  range  of  available  data  is 
less  than  four  years,  we  marked  it  as  not  available  (na). 

Latest  12-month  comparisons  are  between  the  most 
recent  four  quarters  and  the  comparable  quarters  in  the 
previous  year.  Sales,  net  income  figures  and  profit  margins 
are  measured  over  the  latest  12  months.  Debt  as  a  per- 
centage of  total  capital  is  based  on  the  most  recent  bal- 
ance sheet. 

Definitions 

Forbes  defines  sales  as  net  sales  plus  other  operating  rev- 
enue. For  banks,  sales  is  total  interest  income  plus  other 
income  from  operations.  Sales  for  insurance  firms  include 
premium  income  plus  net  investment  and  other  income. 
Debt  as  a  percentage  of  capital  is  long-term  debt,  includ- 
ing capitalized  leases,  divided  by  total  capitalization. 

Medians  are  calculated  by  listing  the  companies  in  rank 
order  and  selecting  the  value  of  the  middle  company.  If 
there  is  an  even  number  of  firms,  the  median  is  derived 
by  averaging  the  data  on  the  two  middle  companies. 

The  all-industry  median  is  the  median  for  all  ranked 
firms  in  this  survey.  All  companies,  including  those  with 
negative  values,  are  ranked  in  calculating  the  industry 
median,  except  for  those  marked  NA. 
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SchvoaVs  advice  to  investors 


Know  As  Much 
As  You  Can, 

You  Can. 


What  does  it  take  to  become 
a  successful  investor? 

While  many  would  have  you 
believe  that  it's  a  mystifying 
process,  we  at  Schwab  have  a 
different  point  of  view. 

For  best  results, 
the  tried  and  true. 

At   Charles   Schwab,  we 
believe  investing  is  best  done 
when  you're  guided  by  a 
few  basic  principles: 
•  Invest  for  the  long  term 

rather  than  the  quick  gain. 


At  Schwab,  we  believe 
the  investor  should  think  intently 
and  spend  wisely. 


•  Look  for  value  wrier 
you  can  find  it. 

•  Seek  out  balanced,  objei 
information. 

•  Evaluate  carefully  the  ad 
of  organizations  that  ha 
vested  interest  in  the  fii 
cial  products  they  sell  y< 

The  term  "a  wealth 
information"  may  Bl 

ESPECIALLY  APPROPRIAT 

Schwab  offers  liter 
dozens  of  tools  that  can  I 
you  pick  up  valuable  inves 


©1996  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (12/96)  Prospectuses  containing  more  complete  information,  in* 
management  fees,  charges  and  expenses,  are  available  from  Schwab.  Schwab  receives  remuneration  from  Mutual  Fund  OneSource  com 


ormation  —  even  if  you've 
/er  purchased  a  stock, 
d  or  mutual 
id  before. 
With  these 
)ls,  you  will 
eive  the  guid- 
e  you  need  to 


one  of  them  is  free  of  loads 
and  transaction  fees.  (While 
funds  with 
loads  can 
offer  attrac- 
tive returns 
and  other 
b  e  n  e  fi  ts  , 


Charles  R.  Schwab.  Committed  to  giving 
est  with  more      you  control  over  your  financial  goals.         you  coM 


rfidence  and  authority. 


Ji- 


ll. 


WESTORS  WHO  PAY  LESS 
HAVE  MORE  TO  INVEST. 


Charles  Schwab  introduced 
s  concept  of  discount 
okerage  over  20  years 
d,  and  we're  more  deter- 
ned  than  ever  to  make 
re  that  investors  enjoy  a 
st  advantage. 
>o,  for  example,  a  product 
Schwabs  Mutual  Fund 
J  leSource*  service  offers  over 
'0  funds  from  many  of 
nerica's  best-known  mutual 
id  families.  And  every  single 


start  off  by  giving  up  as 
much  as  6%  of  your 
investment  principal.  Even 
on  bad  days,  the  Market  is 
rarely  off  that  much.) 

Why  not  become  a 
Schwab  customer  yourself? 

Every  day,  thousands  of 
new  investors  turn  to 
Charles  Schwab. 

So  why  not  join  them? 
Something  tells  us  you'll 
find  it  an  altogether  demysti- 
fying experience. 


Charles  Schwab 


Charles  Schwab 
Offers  Numerous  Envj  s  ting 
Tools,  Inojuoing: 

gto^"c^\   , 

Select  List  F 


Mutual  Fum  js 
Peri-ormano;  Guides 

Quarterly  publications  providing  historical 
data  on  funds  available  through  Schwab. 


StreftSmart* 

Award-winning  investment  software  thai 
lets  you  track  portfolio  performance. 


Investment  Specialists 

Specialists  are  available  at  most  Schwab  offices 
to  help  you  with  a  score  of  investment  issues. 


An  Invaluable 
Investing  Sourcebook: 
Yours  Free. 

To  receive  your  free  copy  of 
The  Essential  Investor'"  visit  one  of  our  more 
than  235  offices  nationwide  or  phone: 

1-800-833-8633 


lab's  standard  transaction  fee  will  be  charged  on  each  redemption  of  fund  shares  bought  with  no  transaction  fee  and  held  for  90  days 
fss.  Schwab  reserves  the  right  to  assess  Schwab's  standard  transaction  fees  in  the  future  should  short-term  trading  become  excessive. 


An  ex-Navy  officer,  Paul  Charron  takes  charge 
at  Liz  Claiborne  and  proves  that  good  marketing 
is  good  marketing,  whatever  the  business. 

Niki  and  me 


By  Nancy  Rotcnicr 

"I  li  FOOLED  A I  I  the  wiseacres  on  Seventh  Avenue  who  thought  the  choice  was  a 
dud.  They  were  taking  bets,"  says  fashion  and  retail  consultant  Alan  Millstein. 

You  might  wonder  how  serving  as  an  officer  on  a  destroyer  in  the  South  China  Sea 
qualifies  a  man  to  run  a  fashion  business,  hut  Paul  R.  Charron,  54,  has  proved  that 
many  of  the  skills  of  command  are  transferable. 

"  The  Navy  taught  me  how  to  operate  in  a  combat  zone,"  he  says,  and  Liz  Clai- 
borne, Inc.  was  practically  a  combat  zone  when  the  naval  of ficcr-turned-marketing- 
executive  was  brought  in  from  VI  Corp.  to  run  it  in  1994. 

Liz  had  fallen  far  off  the  fashion  map,  hampered  by  redundant  product  lines  with 
stale  styling — problems  that  all  began  when  founder  Liz  Claiborne  retired  in  1989. 
A  sand  washed  silk  blouse  made  by  the  sportswear  division,  for  instance,  was  indistin- 
guishable from  a  sand  washed  silk  blouse  made  by  the  career  division. 
And  Liz  was  still  pumping  out  twill  elastic  waist  pants,  hot  in  the 
1970s,  but  now  hopelessly  outdated. 

By  the  time  (  Larron  arrived,  sales  were  already  chopping, 
from  a  peak  of  $2.2  billion  in  1993  to  not  even  $2.1  billion  in 
1995.  Profits  were  down  to  $83  million  in  1994  from  a 
peak  of  $223  million  in  1991. 

( lharron  ordered  up  basic  market  research.  What  he  discov 
ered  was  thai  despite  launches  like  Liz  Claiborne  Studio  for 
casual  wear  ami  Elisabeth  for  larger  sizes,  consumers  felt  Claiborne 
had  failed  to  keep  in  step  with  trends  in  these  hot  new  markets.  You 
can'l  succeed  in  the  rag  trade  today  if  you  neglect  these  markets. 

Among  the  fixes:  a  relaunch  ol  Liz  (  laiborne  Studio  by  marketing  individual 
pieces  rather  than  outfits  and  installing  new  in  store  fixtures;  and  bringing  out  new 
items  like  live  pocket  jeans,  microfiber  stretch  pants  and  fitted  jackets  with  zippers. 
Charron  backed  this  up  with  a  $25  million  print  ad  campaign — up  from  virtually 
nothing  when  he  joined  the  company.  The  new  ads  feature  supermodel  Niki  Taylor. 
Anil  Charron  recently  hired  veteran  merchandiser  Denise  Seegal  to  add  some  pizzazz 
to  the  whole  package. 

( !harr<  >n  s<  >ld  off  the  shoe  unit  to  a  licensor  and  may  soon  license  the  $  1 00  million 
(sales)  fragrance  business,  l  or  diversification,  Charron  won't  hesitate  to  license  rather 
than  manufacture  because  il  ties  up  less  capital  anil  lets  experts  do  the  manufacturing. 
New  products  already  on  the  market:  Liz  ( laiborne  swimvvear  and  watches. 

( lharron  is  working  toward  cutting  design  to  delivery  cycle  time  from  40  weeks  to 
30  weeks  on  many  lines.  I  lis  goal  to  cut  $100  million  out  of  annual  costs  is  two- 
thirds  complete.  Result:  Earnings  were  up  69%  over  the  last  12  months,  the  best  per- 
formance among  the  apparel  makers  on  our  list.  Sales  should  top  $2.2  billion,  a 
return  to  the  company's  L993  high.  I  ,iz  is  now  basically  debt  free  and  has  some 
$400  million  in  cash. 

But  Jones  Apparel  Group  is  a  formidable,  and  consistently  profitable,  rival.  And 
Tommy  1  lilligcr,  Nautica  and  Ralph  Lauren,  through  licenses,  have  recently  itwaded 
Liz  Claiborne's  sportswear  and  career  markets,  but  what  the  hell:  Nobodv  said  the 
rag  business  was  easy.  "If  we  listen  to  consumers  and  respond  to  their  needs,  weil  be 
just  fine,"  says  Charron.  Hi 

Photographs  by  Chris  Buck 
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Bursting  out  of  the  huddle,  former  halfback 
Kenneth  Wolfe  is  making  Hershey  shareholders 
mighty  happy  these  days. 

Timid  no  more 


By  William  Heuslein 

When  Kenneth  Wolee  took  over  as  chairman  and  chief  executive  of  choco- 
late maker  Hershey  Foods  three  years  ago,  he  inherited  a  place  with  a  bunker 
mentality.  With  nearly  one-third  of  the  U.S.  candy  market  under  its  control, 
the  103-year-old  Hershey  was  largely  content  to  do  things  as  they  had  always 
been  done.  Other  than  its  pasta  business,  with  such  brands  as  Ronzoni  and 
San  Giorgio,  Hershey  generally  shunned  diversification.  Overseas  markets 
were  pretty  much  ignored. 

Wolfe,  57,  has  changed  much  of  this  since  he  ascended  to  the  top  of  the 
Pennsylvania  company.  In  a  few  short  years  Hershey's  revenues  have  jumped 
from  $3.5  billion  in  1993  to  an  expected  $4.7  billion  in  the 
coming  year.  Earnings  have  increased  from  $193  million  to  an 
estimated  $350  million  for  1997. 

Reserved  and  understated,  Wolfe,  a  30-year  Hershey 
veteran,  is  not  a  natural-born  huckster.  Ask  him  to 
name  his  favorite  candy — a  softball  question  for  a 
candy  executive — and  Wolfe  will  offer  up,  "My  tastes 
are  somewhat  ubiquitous."  Keep  pressing  and  finally  he 
reveals,  "I  like  a  Reese's  peanut  butter  cup  very  much." 

Wolfe  may  sound  prosaic,  but  it  doesn't  show  in  the  way  he 
runs  his  company  In  1994  he  took  a  hefty  $106  million  pretax 
charge  to  restructure  and  refocus  Hershey's  operations.  In  late  1995 
his  team  put  through  an  11%  price  hike — only  the  second  in  ten  years — on 
Hershey's  standard  bar  line.  And,  to  give  the  sagging  stock  a  boost,  Wolfe 
engineered  a  giant  stock  repurchase. 

Were  people  shunning  chocolate  for  the  sake  of  their  waistlines?  Last  year 
he  rolled  out  Sweet  Escapes,  a  reduced- fat  chocolate  bar  that  looks  to  be  a 
smash  success:  In  its  first  year  it's  expected  to  ring  up  $100  million  in  sales. 
That's  a  heck  of  a  comeback  after  the  1992  flop  of  Hershey's  poorly-named 
Reduced  Calorie  and  Fat  candy  bar. 

Wolfe  has  even- — what  would  founder  Milton  Hershey  think? — pushed  fur- 
ther into  non-chocolate  candies.  Hershey  already  owns  Twizzlers  licorice  and 
Amazin'  Fruit  gummy  candies,  but  with  sales  of  non-chocolate  candies  grow- 
ing faster  than  chocolate,  Wolfe  is  determined  to  broaden  this  line.  In  1995 
Hershey  bought  $20  million  (sales)  confectioner  Henry  Heide,  maker  of 
tooth-sticking  lujyfruits.  Last  year  Hershey  came  out  with  its  first-ever  hard 
candy,  Taste Tations. 

Topping  off  Wolfe's  aggressive  moves  is  his  $440  million  deal  to  buy  Leaf's 
North  American  confectionery  operations  from  Huhtamaki  of  Finland.  The 
Leaf  brands  include  names  like  Jolly  Rmcher,  Good  &  Plenty,  Whoppers  and 
Milk  Duds,  which  loom  large  in  the  minds  of  6-year-olds.  Leaf's  operating 
margins  are  a  sad  7%,  but  the  guessing  is  that  Wolfe  can  get  that  figure  up  to 
Hershey  speed,  more  like  20%. 

Wolfe  has  made  Wall  Street  happy.  Hershey  stock  is  up  more  than  40%  from 
a  year  ago.  It  recently  traded  at  a  split-adjusted  46,  or  20  times  estimated 
1997  earnings.  No  more  bunker  mentality  here.  A  former  halfback  on  Yale's 
last  undefeated  and  untied  football  team,  the  1960  squad,  Wolfe  may  not  be  a 
self-promoter — but  he  plays  to  win.  WM 
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The  other  is  information.  Because  no  bank 
moves  a  single  dime  without  it.  And  helping  clients 
manage  information— not  just  process  it— is  what 
Unisys  does  best.  That's  why  Unisys  is  the  choice  of  the 
world's  most  intensive  users  of  information— including 


41  of  the  top  50  banks.  Our  solutions  help  clients  with 
everything  from  stopping  check  forgeries  to  integrating 
global  networks.  And  our  consultants  help  businesses 
uncover  revenue  potential  hiding  in  customer  data.  It's  all 
part  of  information  management— our  way  of  helping  you 


use  information  as  an  asset  to  gain  competitive  advantage. 
Call  for  details  and  learn  what  clients  like  Union  Bank 
of  Switzerland  learned.  When  it  takes  information  to  run 
your  business,  it  takes  Unisys  to  help  you  run  it  better. 
http://www.unisys.com  or  1-800-874-8647,  ext.  222 


UNiSYS 

When  information  is  everything. 


By  lifting  a  page  from  General  Electric's  game  plan,  Noel 
Watson  is  succeeding  nicely  in  refocusing  Jacobs  Engineering. 


Thank  you, 
Jack  Welch 


By  Seth  Lubove 

One  of  the  first  things  Noel  Watson  did  when  he  was  named  chief  executive  of 
Jacobs  Engineering  Group  Inc.  in  1992  was  discard  the  decentralized  management 
system  dear  to  the  heart  of  founder  Joseph  Jacobs. 

When  Jacobs  was  running  the  company,  each  of  the  $1.8  billion  (1996  sales)  compa- 
ny's 30-odd  offices  was  a  profit  center.  However  good  that  was  on  paper,  it  wasn't  work- 
ing where  it  mattered.  Watson,  a  37-year  employee,  could  see  the  flaws.  Chief  among 
them  was  that  the  30  managers  were  constantly  at  each  other's  throats 
over  allocation  of  personnel  and  money.  "I  knew  how  to  play  the 
system,"  Watson  says.  "It  just  was  wrong." 

Jacobs,  now  80  but  still  active  at  the  company  and  the  owner 
of  17%  of  the  company's  26  million  shares,  is  glad  he  let 
Watson,  60,  dump  his  old  system.  "I  thought  this  [the 
profit  centers]  was  the  traditional,  Harvard  Business 
School  approach  to  running  a  company,"  says  Jacobs.  "[But] 
It  was  the  worst  thing  I  ever  did.  People  became  provincial 
and  self-protective." 

Now  at  Jacobs  Engineering  everyone  shares  from  a  single  bonus 
pool  tied  to  the  company's  performance.  Watson  has  also  done  away 
with  Joe  Jacobs'  folksy  tradition  of  rewarding  employees  for  jobs  well  done 
with  company  sweaters.  They  get  cash  (although  Jacobs  still  hands  out  an  occasional 
sweater). 

Watson  aims  to  turn  each  office  into  a  miniature  Jacobs.  Previously,  each  of  the  offices 
specialized  in  a  particular  industry:  Baton  Rouge  in  oil;  Cincinnati  in  pharmaceuticals; 
and  Sacramento  in  environmental  cleanups. 

Watson  wants  to  staff  each  office  with  engineers  from  different  specialties  so  it  can 
handle  several  kinds  of  jobs.  Watson  calls  this  his  "boundaryless"  approach.  Does  this 
sound  familiar?  Watson  admits  he  picked  up  the  idea  reading  General  Electric  Co.'s 
annual  reports  in  the  early  1990s. 

At  GE,  consummate  management  tactician  Jack  Welch  has  long  practiced  breaking 
down  traditional  corporate  barriers  by  moving  people  around  a  lot  and  exposing  them  to 
different  disciplines.  "I  stole  it,  plain  and  simple,"  Watson  says. 

Jacobs'  engineers  can  now  move  their  drawings  around  the  company's  far-flung  offices 
over  local  and  wide  area  computer  networks  at  the  click  of  a  mouse.  So  from  Greenville, 
S.C.,  Watson  is  moving  some  paper- and -pulp  design  work  to  Baton  Rouge,  which  will 
still  do  some  oil  work.  Watson  also  wants  to  standardize  designs  and  procedures  among 
the  various  specialties.  "We  are  only  in  one  simple  business:  designing  and  building 
plants  for  our  clients.  So  we  have  to  set  up  a  system  that  doesn't  impede  people  from 
moving  [the  work]  around." 

In  part  by  utilizing  this  cross- disciplinary  approach,  Watson  has  diversified  from  petro- 
leum into  semiconductors,  paper- and-pulp  and  federal  environmental  cleanup  jobs. 

Today  Jacobs  is  one  of  the  engineering  and  construction  industry's  top  performers, 
with  a  15.9%  five-year  return  on  capital.  It  leads  the  industry's  five-year  average  sales 
growth  at  12.4%.  Merrill  Lynch  construction  industry  analyst  Jeanne  Terrile  figures  the 
company's  earnings  per  share  will  grow  15%  annually  over  the  next  three  years.  RBf 
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Tosco's  Tom  O'Malley 
Trading  on  instincts. 


How  Tom  O'Malley's  instincts  as  a  trader  helped 
him  build  the  most  profitable  independent  refiner. 

"Think  big" 

By  Christopher  Palmeri 

Tosco  Corp.'s  Thomas  O'Malley  has  built  the  country's  largest  and  most 
profitable  independent  oil  refiner.  He  credits  this  success  to  his  experience 
trading  commodities  at  Salomon's  Phibro  unit,  at  the  knee  of  legendary 
trader  Ludwig  Jesselson.  O'Malley  says  Jesselson  "taught  me  to  think  big 
and  always  think  about  alternatives.  He  was  the  greatest  player  of  all  time." 

O'Malley,  a  New  York  City  native,  is  no  slouch  of  a  trader  himself.  He  left 
Salomon  Inc.,  where  he  was  a  vice  chairman  and  the  highest  paid  ($4.5  mil- 
lion) employee  in  1985,  to  start  doing  his  own  deals.  In  1987  he  put 
together  an  investment  group  that  paid  $88  million  in  cash  for  one-quarter 
of  Tosco's  stock.  It  seemed  a  big  number  for  a  regional  refinery  near  San 
Francisco,  but  O'Malley  used  his  trading  instincts  to  build  up  Tosco.  If  the 
pending  $1.4  billion  acquisition  of  Unocal's  refining  and  marketing  assets 
goes  through,  Tosco's  annual  revenue  will  top  $15  billion,  14 
times  what  it  was  a  decade  ago.  The  Stamford,  Conn. -based 
company  will  then  own  seven  refineries  and  a  retail  net- 
work of  5,500  gas  and  convenience  stores  in  36  states 
under  the  BP,  Exxon,  76  and  Circle  K  brands.  As  a 
marketer  Tosco  will  be  in  the  same  league  as  the 
major  oil  companies. 

O'Malley's  trading  instincts  told  him  that  there 
was  an  opportunity  to  be  exploited  in  big  oil's  desire 
to  downsize  and  focus  on  core  areas.  The  big  oil  com- 
panies would  be  shedding  assets  and,  anxious  to  get  rid  of 
them,  would  sell  them  on  the  cheap.  There's  no  better  example  than 
Exxon's  Bayway  refinery  in  New  Jersey,  the  largest  refinery  on  the  East 
Coast.  Tosco  bought  it  four  years  ago  for  $175  million,  less  than  one-tenth 
of  its  replacement  cost.  Exxon  had  run  the  plant  largely  to  feed  its  network 
of  stations  on  the  East  Coast. 

Remembering  what  Jesselson  had  taught  him,  O'Malley  considered  the 
alternative  uses  of  the  big  refinery.  When  Exxon  did  sell  gasoline  into  the 
wholesale  market,  it  usually  sold  it  in  bulk  to  pipelines  and  tankers.  O'Mal- 
ley greatly  increased  production  to  lower  his  cost  per  barrel.  Then  he  leased 
terminals  and  sold  the  product  in  smaller,  truckload  quantities  at  higher 
prices.  Result:  The  refinery  paid  for  itself  in  less  than  three  years. 

While  most  refiners  have  spent  heavily — often  hundreds  of  millions  of  dol- 
lars— to  meet  California's  requirements  to  produce  cleaner-burning  reformu- 
lated gasoline,  O'Malley  spent  just  enough  to  cover  60%  of  the  production  at 
Tosco's  San  Francisco  refinery.  Then  he  cut  a  deal  with  Chevron  to  trade  his 
plant's  dirtier  gas  for  Chevron's  excess  reformulated  product.  Chevron,  with- 
more  capacity  than  it  needed  for  its  retail  network,  was  willing  to  get  rid  of  it. 

Last  year  O'Malley  jumped  at  the  chance  to  pick  up  the  2,500-unit  Circle 
K  convenience  store /gas  station  chain  for  $900  million.  Ditto  for  the 
Unocal  deal,  which  came  six  months  later.  These  acquisitions  will  provide  a 
profitable  outlet  for  much  of  the  refinery  output  that  Tosco  must  now  sell 
on  the  open  market. 

In  buying  these  assets,  O'Malley  is  cashing  in  on  a  simple  truth:  Where 
there  are  anxious  sellers,  there  are  bargains  to  be  had.  But  don't  talk  to 
O'Malley  about  long-term  planning.  "The  foreseeable  future  for  me,"  he 
says,  "is  always  about  a  year."  H 
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AEROSPACE  &  DEFENSE 


Despite  defense  cutbacks,  a  pair  of  powerful 
aerospace  companies  are  emerging. 


By  Damon  Darlin  S 

Military  sales  will  continue  to  slump  this  f  . 
year,  to  $36.1  billion,  down  about  6%  from  u<V/ 
1996  levels.  In  constant  dollars,  that's  less  than  >^§i 
half  of  the  1987  spending  peak.  n 

But  a  vibrant  commercial  aircraft  market,  spurred  by 
foreign  buying,  is  making  all  the  difference.  The  industry 
has  a  healthy  backlog  of  $96  billion  in  orders. 

Commercial  aircraft  sales  should  rise  47%  this  year,  and 
Boeing  continues  as  the  standout  performer,  wirii  a  back- 
log of  1,239  aircraft,  15%  higher  than  last  year.  Its 
planned  $13.3  billion  merger  with  St.  Louis,  Mo. -based 
McDonnell  Douglas  (combined  sales:  $48  billion)  height- 
ens Boeing's  advantage  over  Europe's  Airbus  Industrie,  a 
strong  but  distant  contender. 


^T^rJ'^y  McDonnell  had  lost  the  three-way  race 

j|»Ly  \S      for  the  Joint  Strike  Fighter,  the  next-gener- 
ation  tighter  plane  for  the  U.S.  Air  Force,  Navy 
and  Marines  and  the  British  Royal  Navy,  and 
dropped  plans  for  a  new  commercial  jet,  the  MD-xx. 
In  the  running  for  the  new  fighter  along  with  Boeing 
is  Lockheed  Martin,  which  wound  up  a  long  string  of 
acquisitions  by  buying  Loral  Corp.  in  September.  It 
emerges  as  a  $30  billion  (pro  forma  revenues)  giant  in 
defense  and  electronics.  That  leaves  other  major  aerospace 
firms,  such  as  Raytheon  and  Northrop  Grumman,  in  a 
race  to  pick  up  shed  pieces  of  the  aerospace  industry. 
Other  strong  industry  performers  this  year  should  include 
components  makers  Sundstrand  and  Rohr.  BM 
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Growth 


Sales 


Earnings  per  share 


Company 

5-year 
average 

latest 
12  mos 

5-year 
average 

latest 
12  mos 

latest 
12  m  os 

latest 

% 

% 

.  % 

% 

General  Dynamics 

38.3 

17.2 

18.5 

-23.2 

23.5 

-13.0* 

-0.2 

3,578 

288 

8.1 

9.1 

Coltec  Industries 

29.9 

31.6 

NE 

-1.2 

-10.1 

-13.1 

42.6 

1,249 

107 

8.6 

204.9 

Raytheon 

18.1 

15.1 

18.9 

4.1 

10.5 

6.5 

7.8 

12,253 

806 

6.6 

25.1 

Litton  Industries 

16.6t 

14.8 

18.0 

NM 

13.6 

11.8 

9.6 

3,824 

154 

4.0 

30.3 

AlliedSignal 

16.3 

19.0 

27.4 

2.8 

1.3 

17.4t 

16  4 

14,271 

983 

6.9 

22.2 

Fairchild 

15.0 

36.2 

143.4 

NM 

1.1 

NM 

D-P 

539 

201 

37.3 

53.4 

Tracor 

13.8* 

15.9 

14.5 

31.0 

16.1 

58.lt 

14.8 

981 

34 

3.5 

58.5 

Sundstrand 

13.6 

20.5 

27.2 

-3.3 

3.4 

NM 

73.8 

1,505 

130 

8.6 

30.1 

General  Electric 

12.6 

11.3 

24.0 

2.8 

11.6 

8.1 

31.5 

75,937 

7,078 

9.3 

59.2 

Thiokol 

12.3 

14.0 

14.8 

-7.7 

-8.2 

NM 

26.7 

865 

64 

7.4 

0.4 

Lockheed  Martin 

12.1 

16.7 

21.8 

9.5 

7.9 

7.0 

94.1 

25,265 

1,193 

4.7 

60.8 

Hughes  Electronics 

11.1 

13.4 

13.7 

5.5 

8.8 

NM 

9.4 

15,592 

1,165 

7.5 

0.4 

Teleflex 

10.9 

10.9 

15.2 

16.6 

4.5 

9.6 

16.7 

930 

55 

5.9 

30.3 

United  Technologies 

9.8 

16.3 

19.0 

0.6 

3.2 

NM 

24.7 

23,163 

864 

3.7 

21.8 

Boeing 

9.7 

9.5 

10.7 

-7.6 

3.0 

-21.0 

217.5 

20,708 

1,059 

5.1 

18.4 

Northrop  Grumman 

9.3 

15.4 

17.9 

4.3 

10.4 

-15.3 

256.8 

7,601 

275 

3.6 

59.3 

GenCorp 

8.8 

9.7 

72.4 

-1.2 

-14.3 

NM 

Z-P 

1,558 

25 

1.6 

89.0 

Textron 

8.3 

5.7 

7.3 

5.5 

-1.9 

11.8 

^45.2 

9,505 

252 

2.7 

72.6 

McDonnell  Douglas 

5.8 

def 

def 

-5.1 

-4.5 

NM 

P-D 

13,474 

-355 

def 

49.1 

Rohr 

4.5 

5.3 

2.7 

-12.2 

7.7 

NM 

-55.7 

822 

6 

0.7 

60.4 

Sequa 

1.8 

4.2 

1.8 

-8.7 

2.8 

NM 

D-P 

1,454 

13 

0.9 

49.5 

Kaman 

1.7 

8.8 

10.1 

1.7 

9.4 

NM 

D-P 

953 

21 

2.2 

27.7 

UNC 

0.2 

6.5 

3.7 

10.1 

34.5 

-18.0 

D-P 

712 

4 

0.6 

73.0 

Alliant  Techsystems 

def 

14.5 

37.0 

-4.8 

11.5 

NM 

D-P 

1,164 

51 

4.4 

64.0 

BDM  International 

NA 

18.2 

17.4 

27.4 

15.4 

NM 

3.3 

993 

22 

2.2 

3.4 

Gulfstream  Aerospace 

NA 

16.6 

NA 

3.3* 

-3.7 

NA 

NA 

1,070 

52 

4.8 

237.4 

Industry  medians 

11.0 

14.7 

17.4 

1.1 

6.1 

-21.0 

26.7 

1,532 

119 

4.6 

49.3 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

^.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P-  Deficit  to  profit.  P-D:  Profit  to  deficit.  Z-P:  Zero  to  profit,  def:  Deficit. 
*Four-year  average.  tThree-year  average.   For  further  explanation,  see  page  93. 


A:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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BUSINESS  SERVICES  &  SUPPLIES 

The  outsourcing  business  continues  to  drive  this  sector. 


By  Ann  Marsh 

It  was  another  great  year  for  the  people  who 
install  computers,  manage  employee  benefits, 
provide  security  and  perform  a  host  of  sub- 
contracting chores  for  others.  Buoyed  by  the 
spurt  in  outsourcing,  the  five-year  average  sales 
growth  for  the  median  company  in  this  group  was 
9.4%,  up  from  8.2%  a  year  ago  and  comfortably  ahead 
of  the  7.2%  median  for  all  industries  surveyed  for  1996. 
These  numbers  are  only  going  to  get  better. 

One  of  the  first  things  companies  subcontract  is  com- 
puter servicing — making  it  one  of  the  hottest  sectors. 
Total  information  services  contracts  should  exceed  $40 
billion  this  year — an  increase  of  33%,  says  analyst  Stephen 
McClellan  of  Merrill  Lynch.  "And  that's  only  in  what  I 
call  'mega  contracts' — those  exceeding  $100  million," 
says  McClellan,  who  adds  that  the  total  could  be  $80  bil- 


lion, counting  smaller  deals.  The  field  is  so 
diverse,  nobody  really  measures  it. 
Some  of  the  "mega  contracts"  are  pretty 
mega.  IBM's  information  technology  services 
unit  won  a  $6  billion  contract  from  Lucent 
Technologies  in  July.  DuPont  awarded  Computer 
Sciences  Corp.  and  Andersen  Consulting  $4  billion 
to  handle  all  its  data  processing.  That  comes  on  the  heels 
of  two  previous  CSC  wins  last  year,  a  $2  billion  contract 
with  CNA  Financial  in  November  and  a  $1  billion  deal 
with  J. P.  Morgan  in  May.  CSC,  EDS  and  Ceridian  should 
all  post  earnings  gains  in  excess  of  16%  this  year. 

Overall,  the  business  of  supplying  temporary  technical 
staffers  is  growing  20%  to  30%  a  year,  double  the  pace  of 
traditional  temporary  staffing,  says  Judith  Scott,  an  ana- 
lyst with  brokerage  Robert  W.  Baird  &  Co.  in  Milwaukee. 
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Company 

Profitability 
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Net 
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Profit 
margin 

Debt/ 
capital 

Return  on  capital 
5-year  latest 

Return  on 
equity 
latest 

Sales 
5-year 

latest 

Earnings  per  share 
5-year  latest 

latest 

latest 

% 

average 

% 

it  mos 

% 

12  mos 

% 

average 

% 

12  mos 

% 

average 

% 

lz  mos 

% 

HWH 

Business  services 

Ceridian 

26.3t 

38.4 

86.5 

4.5 

14.2 

NM 

5.0 

1,453 

132 

9.1 

33.7 

Rollins 

25.9 

12.9 

13.9 

7.6 

0.6 

9.8 

-27.8 

623 

29 

4.7 

2.8 

H&R  Block 

24.6 

5.8 

4.8 

4.3 

15.8 

NM 

-52.9 

1,718 

54 

3.1 

0.0 

Norrell 

23.2t 

30.9 

28.9 

19.3 

21.2 

118.8t 

34.6 

935 

22 

2.4 

25.9 

Equifax 

22.9 

27.2 

47.9 

8.6 

8.6 

22.3 

25.0 

1,743 

168 

9.7 

42.4 

Manpower 

20.2 

29.8 

32.4 

12.8 

9.5 

NM 

16.7 

5,857 

151 

2.6 

11.4 

Automatic  Data 

19.0 

18.0 

20.9 

14.7 

23.6 

14.2 

12.6 

3,730 

466 

12.5 

14.2 

Electronic  Data  Sys 

18.1 

7.0 

8.6 

14.4 

20.0 

13.5 

-52.9 

14,057 

428 

3.1 

31.6 

Shared  Medical  Sys 

15.5 

15.5 

17.2 

9.4 

16.8 

10.7 

12.9 

729 

44 

6.1 

5.2 

Kelly  Services 

14.2 

15.1 

15.1 

14.2 

20.2 

NM 

6.2 

3,130 

72 

2.3 

0.0 

ABM  Industries 

12.1 

12.9 

13.4 

6.8 

11.2 

7.7 

13.4 

1,052 

21 

2.0 

18.2 

Olsten 

11.5 

9.0 

11.2 

12.6 

27.6 

NM 

-32.1 

3,110 

64 

2.1 

31.0 

Computer  Sciences 

10.6 

9.0 

9.5 

18.4 

29.1 

13.6 

-1.3 

4,930 

143 

2.9 

28.0 

Safeguard  Scientifics 

10.4 

11.6 

11.2 

28.5 

29.3 

NM 

34.1 

1,911 

19 

1.0 

55.6 

Volt  Info  Sciences 

9.1 

16.2 

183 

13.6 

22.7 

NM 

35.8 

1,044 

20 

1.9 

17.4 

Interim  Services 

8.4 

7.3 

8.7 

24.8 

52.5 

NA 

-9.9 

1,064 

18 

1.7 

19.9 

Bell  &  Howell 

8.1 

21.0 

NE 

5.6 

21.3 

NM 

D-P 

874 

25 

2.9 

146.0 

Comdisco 

7.2 

8.4 

15.1 

1.7 

8.5 

24.3 

15.4 

2,431 

114 

4.7 

57.8 

Wackenhut 

7.1 

15.3 

11.6 

8.9 

12.6 

NM 

294.7 

882 

8 

0.9 

2.6 

PHH 

6.9 

6.8 

14.4 

3.1 

10.2 

11.3 

16.3 

2,438 

89 

3.7 

75.6 

ADT 

Fiserv 

Pinkerton's 

Govt  Technology  Svcs 

Cognizant 

4.9 
4.9 
4.8 
4.4 
NA 

def 
def 

10.4 
def 

16.5 

def 
def 

11.6 
def 

15.7 

5.0 
29.8 

8.7 
14.4 
14.7* 

12.1 
18.7 

2.5 
-6.5 

NA 

-19.8t 
NM 

-10.9 
NM 
NA 

P-D 
P-D 
D-P 
D-D 
NA 

1,663 
784 
•  880 
508 

1,691 

-684 
-51 
13 
-7 
113 

def 
def 
1.5 
def 
6.7 

52.3 
37.5 
17.4 
0.0 
0.9 

First  Data 
Pittston  Brink's 
Viad 

NA 
NA 
NA 

1.5 
17.4 
10.5 

0.1 
21.9 
74.2 

23.3* 
12.6 

9.8* 

22.4 
16.8 
14.6 

NM 

33.3 
69.3t 

-99.5 
15.5 
127.6 

4,704 
881 
2,307 

23 
57 
61 

0.5 
6.4 
2.6 

27.2 
3.4 
52.3 

Medians 

11.1 

12.2 

13.6 

12.6 

16.8 

-15.3 

12.9 

1,677 

49 

2.6 

22.9 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

.  .  Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Olsten  has  snapped  up  half  a  dozen  smaller  technology 
staffing  companies.  Kelly  Services  will  probably  follow. 

If  there's  a  laggard  in  the  group,  it's  waste  manage- 
ment, which  is  making  a  slow  recovery  from  severe  price 
drops  last  year  for  recycled  commodities.  Companies  like 


WMX  Technologies  and  Browning-Ferris  should  do  better. 

In  the  industrial  services  sector,  supplying  everything 
from  courier  services  to  uniform  rentals,  growth  is  strong, 
keeping  pace  with  the  economy.  Harsco,  vwr  Scientific 
Products  and  cdi  look  like  winners  this  year.  m 


Business 
services 
&  supplies 

Company 


Profitability 


Return  on  capital 


5-year 
average 

% 


Growth 


Sales 


5-year 
average 

% 


Earnings  per  share 


5-year 
average 

% 


Business  supplies 

Viking  Office  Prods 

27.0 

26.1 

25.0 

35.8 

29.9 

46.0 

27.8 

1,116 

63 

5.7 

0.0 

Minn  Mining  &  Mfg 

19.9* 

20.6 

23.8 

6.0 

5.1 

5.9 

5.7 

13,918 

1,407 

10.1 

3.7 

HON  Industries 

19.7 

20.8 

24.9 

7.6 

7.8 

5.7 

11.5 

950 

56 

5.9 

11.0 

Reynolds  &  Reynolds 

18.3 

20.1 

27.4 

12.8 

20.8 

32.3 

18.9 

1,100 

94 

8.5 

39.9 

John  H  Harland 

17.7 

def 

def 

9.5 

10.6 

2.0 

P-D 

604 

-19 

def 

39.9 

Pitney  Bowes 

15.8 

12.9 

21.9 

1.5 

8.6 

19.6 

-20.6 

3,777 

454 

12.0 

29.9 

Deluxe 

15.3 

9.8 

10.9 

5.6 

4.4 

-11.6 

-36.4 

1916 

85 

4.4 

11.9 

Standex  International 

14.3 

13.2 

21.7 

3.9 

-1.8 

19.4 

-15.6 

561 

29 

5.2 

43.6 

uieDoiu 

n  n 

i  o.y 

i  /.y 

1  i.l 

1  O  A 

21.7 

OC  A 

25.4 

979 

91 

9.3 

0.0 

Chemed 

13.1 

9.9 

10.9 

8.5 

-0.6 

NM 

-40.3 

686 

26 

3.9 

18.1 

Amer  Business  Prods 

12.5 

12.0 

14.8 

9.1 

3.2 

9.5 

-4.0 

635 

24 

3.7 

28.4 

Wallace  Computer  Svcs 

12.5 

14.3 

16.1 

12.8 

13.0 

13.8 

27.6 

869 

77 

8.9 

5.3 

Fisher  Scientific 

11.9 

6.4 

10.6 

15.1 

64.4 

NM 

137.1 

2,073 

26 

1.3 

42.4 

Standard  Register 

11.2 

13.7 

14.3 

4.3 

9.7 

15.4 

23.5 

948 

59 

6.2 

1.1 

rinway 

i  n  7+ 

1U.  /  T 

1  A  Q 
14.  j 

1  Q  A 

1  "3  7 
1 6.1 

1  7  fi 
1 1.0 

oD.O 

l,Uob 

7n 
/U 

0.0 

1  3  c 

1 0.0 

Avery  Dennison 

10.6 

14.8 

19.8 

3.7 

3.8 

26.4 

25.5 

3,190 

166 

5.2 

30.4 

Herman  Miller 

8.8 

13.8 

16.6 

8.6 

17.2 

NM 

485.3 

1,325 

50 

3.7 

27.0 

Alco  Standard 

8.0 

8.9 

10.1 

NM 

-58.5 

NM 

-11.4 

4,100 

211 

5.2 

42.4 

Moore  Corp 

7.1 

8.3 

8.9 

-1.3 

0.3 

NM 

-60.8 

2,547 

109 

4.3 

4.9 

Sensormatic  Electron 

5.2 

def 

def 

35.3 

0.9 

NM 

P-D 

974 

-113 

def 

37.2 

Canon 

4.5 

6.6 

6.7 

3.5 

17.5 

-9.5 

108.1 

20,943 

652 

3.1 

21.6 

Xerox 

n  q 

u.y 

uei 

—1.3 

— U.4 

in  rvi 

r-U 

1  7  ACQ 

— olo 

aet 

bU.Z 

Corporate  Express 

O.lt 

3.7 

1.7 

85.8 

91.9 

NA 

-63.6 

1,992 

11 

0.6 

45.6 

BT  Office  Products 

NA 

5.4 

5.8 

22.7 

26.5 

NM 

NA 

U46 

14 

1.1 

35.4 

Lexmark  Intl  Group 

NA 

17.5 

19.8 

7.3t 

13.2 

NM 

500.0+ 

2^321 

83 

3.6 

26.9 

US  Office  Products 

NA 

7.5 

8.2 

33.3* 

190.4 

NA 

NA 

1,415 

30 

2.1 

51.8 

United  Stationers 

NA 

9.3 

30.5 

35.8* 

70.0 

NA 

500.0+ 

2,248 

27 

1.2 

75.5 

Medians 

1^.3 

ll.U 

1  A  Q 
14. 0 

o.b 

1rt£ 

lU.b 

3  Q 

0. 3 

1  1  c 
11.3 

1  'iAd 

CO 

A  3 

industrial  services 

Cintas 

15.8 

15.7 

19.8 

17.0 

17.0 

17.4 

19.3 

753 

79 

10.4 

20.0 

WW  Grainger 

15.5 

17.0 

17.0 

11.7 

6.2 

7.5 

47.9 

3,440 

203 

5.9 

0.5 

Frnlah 

14.0 

21.3 

23.7 

NM 

11.0 

12. 6t 

24.6 

1  448 

108 

7.5 

24.8 

Harsco 

13.3 

15.6 

18.9 

-5.6 

5.2 

6.1 

23^5 

1537 

118 

7.7 

28.9 

AES 

10.1 

9.9 

20.8 

25.9 

11.9 

7.8 

10.1 

724 

117 

16.2 

62.4 

VWR  Scientific  Prods 

8.1 

6.2 

4.4 

9.6 

83.9 

-31.2 

161.5 

1,101 

8 

0.8 

66.3 

CDI 

6.4 

8.5 

10.5 

8.2 

15.1 

26.0t 

-39.8 

1,417 

15 

1.1 

28.1 

Ogden 

4.9 

3.3 

1.5 

7.9 

-1.6 

-23.9 

-87.7 

2,124 

8 

0.4 

70.1 

Safety-Kleen 

4.5 

9.5 

13.5 

6.7 

5.4 

-1.8 

12.2 

890 

59 

6.6 

36.8 

Borg-Warner  Security 

deft 

1.8 

def 

5.5 

-6.6 

NM 

P-D 

1,734 

-18 

def 

90.2 

Emcor  Group 

NA 

9.6 

119 

-6.1 

-0.1 

NA 

D-P 

1,620 

9 

0.5 

48.0 

Medians 

9.1 

9.6 

13.5 

7.9 

6.2 

6.8 

19.3 

1,448 

59 

5.9 

36.8 

Environmental  &  waste 

Thermo  Electron 

9.4 

10.2 

13.1 

25.6 

40.0 

17.6 

22.3 

2,788 

177 

6.4 

42.6 

WMX  Technologies 

8.5 

7.4 

13.4 

10.7 

-0.8 

NM 

-8.3 

10,273 

703 

6.8 

47.6 

Browning-Ferris  Inds 

8.1 

0.9 

def 

15.0 

0.0 

NM 

P-D 

5,779 

-89 

def 

48.3 

ICF  Kaiser  Intl 

2.8 

11.7 

8.3 

9.3 

37.0 

NM 

-80.0 

1,338 

5 

0.3 

68.2 

Air  &  Water  Tech 

def 

3.7 

def 

-2.1 

13  0 

NM 

D-D 

672 

-2 

def 

84.6 

Medians 

8.1 

7.4 

8.3 

10.7 

13.0 

NM 

-80.0 

2,788 

5 

0.3 

48.3 

Industry  medians 

10.7 

10.4 

13.4 

9.4 

13.0 

-1.8 

12.4 

1,453 

56 

3.1 

28.9 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four:year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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CAPITAL  GOODS 

After  a  so-so  1996, 

look  for  an  even  soggier  1997. 


By  Michelle  Conlin 

Capital  goods  makers  outperformed  dreary 
1996  estimates,  but  it  wasn't  a  banner 
year.  Latest  12 -month  sales  growth  for 
the  median  company  on  our  list  dropped 
from  a  five-year  high  of  16.3%  in  1995  to 
7.9%  in  1996. 

Look  for  further  flattening.  Schroder  Wertheim 
&  Co.  forecasts  that  spending  growth  on  capital  equip 


ment  will  slip  from  7.1%  in  1996  to  4.7%  this 
year.  Even  with  the  economy  relatively 
strong,  many  businesses  just  aren't  adding 
as  much  new  capacity. 

This  year's  losers?  Mainly  companies  that  rely 
heavily  on  Europe,  where  economies  are  still  in 
the  doldrums — like  agco,  the  farm  equipment  maker 
that  depends  on  Europe  for  about  42%  of  its  sales. 


latest      5-year  latest 
1  average   12  mbs 


Net 
income 

Profit 
margin 

Debt/ 
capital 

latest 

latest 

Capital 
goods 


Company 


Profitability 


Return  on  capital 


Return  on 
equity 
latest 


dveidge 

% 


Electrical 

equipment 

Andrew 

19.7 

23.5 

24.6 

13.8 

26.7 

37.4 

28.3 

794 

90 

11.4 

9.5 

Emerson  Electric 

19.3 

19.9 

20.9 

8.5 

11.4 

11.0 

9.4 

11,150 

1,019 

9.1 

12.2 

Hubbell 

17.5 

17.9 

20.0 

9.7 

9.8 

5.3 

13.9 

1.249 

136 

10.9 

12.2 

Rockwell 

16.2 

14.4 

19.3 

NM 

-20.1 

8.4 

-2.3 

10,373 

726 

7.0 

3.6 

Honeywell 

14.9 

15.6 

18.4 

NM 

8.5 

NM 

21.3 

7,111 

375 

5.3 

24.0 

General  Electric 

12.6 

11.3 

24.0 

2.8 

11.6 

8.1 

31.5 

75.937 

7.078 

9.3 

59.2 

American  Standard 

11.8- 

4.0 

NE 

7.3 

12.3 

NM 

P-D 

5,679 

-63 

def 

134.3 

National  Service 

11.0 

12.2 

13.7 

5.1 

2.2 

21.2 

9.3 

2.014 

101 

5.0 

3.1 

Thomas  &  Betts 

10.7 

12.1 

15.2 

17.3 

11.4 

7.3 

17.5 

1,353 

92 

6.8 

47.6 

Mark  IV  Industries 

9.8 

9.3 

12.9 

15.5 

18.0 

11.0 

7.3 

2.255 

99 

4.4 

47.0 

Rexel 

7.7' 

14.2 

16.0 

22.7 

-0.5 

NM 

50.7 

1.125 

27 

2.4 

14.1 

Augat 

5.5 

5.1 

4.9 

15.2 

7.6 

NM 

-50.0 

579 

13 

2.2 

20.6 

Westinghouse 

0.3 

4.5 

9.4 

-12.7 

193 

NM 

D-P 

8.313 

150 

1.8 

67.1 

MagneTek 

def 

def 

def 

NM 

-1.7 

NM 

D-D 

1.180 

-86 

def 

84.1 

AVX 

NA 

20.1 

21.2 

15.2 

1.2 

60.1' 

23.0 

1.132 

132 

11.6 

0.8 

Medians 

11.4 

12.2 

16.0 

8.5 

9.8 

7.3 

13.9 

2,014 

101 

5.3 

206 

Heavy 

equipment 

AGCO 

21.9- 

13.3 

20.1 

61.5 

13.9 

68.2' 

-30.9 

2,277 

123 

5.4 

52.1 

Federal  Signal 

19.9 

18.8 

22.1 

13.1 

13.6 

12.3 

3.4 

895 

55 

6.2 

11.6 

Stewart  &  Stevenson 

15.0 

4.1 

4.3 

15.2 

-10.0 

15.7 

-69.7 

1.098 

20 

1.8 

38.5 

Caterpillar 

14.5 

20.5 

37.9 

8.5 

3.1 

NM 

18.7 

16.270 

1,280 

7.9 

53.1 

Ingersoll-Rand 

12.2 

12.8 

19.2 

8.6 

23.5 

9.3 

34.7 

6,593 

344 

52 

39.0 

Trinity  Industries 

11.9 

14.6 

16  8 

17.2 

49 

29.4 

19.8 

2.568 

127 

4.9 

18.3 

Deere  &  Co 

11.6 

17.0 

25.7 

6.4 

9.3 

158.7- 

8.6 

11,029 

794 

7.2 

38.1 

Nacco  Industries 

8.4 

9.6 

15.9 

10.1 

8.5 

16.4 

-7.5 

2,304 

59 

2.6 

52.2 

McDermott  Intl 

6.3 

2.2 

def 

NM 

4.8 

NM 

P-D 

3,337 

-18 

def 

41.4 

Terex 

def 

11.6 

NE 

NM 

:?  ■ 

NM 

D-D 

785 

5 

0.6 

120.7 

Case 

NA 

15.0 

20.3 

NM 

3.0 

NA 

-0.7 

4.934 

325 

6.6 

32.7 

Cooper  Cameron 

NA 

3.6 

2.3 

-6.1 

9.1 

NM 

NA 

1,258 

12 

1.0 

39.5 

Harnischfeger  Inds 

NA 

:  : 

21.0 

9.4 

33.1 

NM 

83.3 

2.864 

114 

4.0 

: 

Medians 

12.0 

13.3 

19.2 

8.6 

8.5 

10.8 

1.4 

2,568 

114 

4.9 

39.5 

D-D:  Deficit  to  deficit.  D-P:  Def  icit  to  prof  it.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  -Four-year  average, 
t Three-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 


112 


Forbes  ■  January  13,  1997 


We  Seek  Value  Where  Other 
People  Aren't  Even  Looking." 


■  The  Mutual  Shares  Fund  seeks  out  value  first 
when  building  a  portfolio.  That's  an  investment 
philosophy  shared  by  Michael  Price  and 
Franklin.  The  Mutual  Shares  Fund  is  built 
on  bargains-investments  primarily 
in  domestic  securities  that  the  fund's 
managers  believe  are  selling  for  less  than 
their  true  valued 


'This  fund  may  invest  in  mergers,  consolidations,  liquidations  and  reorganizations  as 
well  as  in  lower-rated  corporate  bonds.  Foreign  issues  may  incur  specioJ  risks  includ- 
ing currency  fluctuation  and  political  uncertainty  Investors  should  carefully  assess  the 
risks  to  principal  and  income  associated  with  these  types  of  securities  as  discussed  in 
the  fund's  prospectus. 

nThe  Morningstar  rating  is  based  upon  performance  when  the  fund  had  no  sales 
charges  or  Rule  1 2b- 1  fees.  Class  1  and  Class  II  shares,  which  were  initially  offered  on 
November  1,  1996,  have  not  been  rated. 

Morningstar 
proprietary  ratings 
reflect  historical 
risk-adjusted 
performance.  The 
ratings  are  subject 
to  change  every 
month.  Past  perfor- 
mance is  no  guar- 
antee of  future 

results.  Morningstar  ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year 
average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  sales 
charge  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day 
T-bill  returns. The  one-year  rating  is  calculated  using  the  same  methodology,  but  is  not 
a  component  of  the  overall  rating.  Ten  percent  of  the  funds  in  an  investment  category 
receive  five  stars,  22.5%  receive  four  stars  and  35%  receive  three  stars.  Morningstar 
ratings  for  other  periods  ended  9/30/96  are:  4  stars  for  the  three-,  5  stars  for  the 
five-  and  5  stars  for  the  ten-year  period  among  1,708,  1,018  and  557  equity  funds, 
respectively.  The  fund  received  a  3-star  rating  for  the  one-year  period  among  3.006 
equity  funds.  Past  performance  does  not  guarantee  future  results. 
^^Performance  figures  shown  pertain  only  to  Class  I  shares  of  the  fund.  Qass  II  shares 
are  subject  to  different  fees  and  expenses  which  will  affect  their  performance. 
Cumulative  total  returns  show  the  percent  change  in  value  of  an  investment  and  average 
annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over  the 
indicated  periods  ended  9/30/96.  AH  calculations  have  been  restated  to  reflect  the  current. 


5-Star 
Morningstar  Ratingn 


Cumulative  total  Returns'" 

282. 0% 

10- Year 

1  1  3.7% 

5-Year 

Average  Annual  Total  Returns"* 

1  4.3% 

10-Year 

1  6.4% 

5-Year 

8.5% 

1-Year 

The  fund  boasts  competitive  performance  as  well  as 
a  5 -star  overall  rating  by  Morningstar,  Inc.,  against 
a  universe  of  1,708,  1,018 
and  557  equity  funds  for  die 
three-,  five-  and  ten-year 
periods  ended  9/30/96.n 
■  Mail  in  the  postage-paid  card  or  call 
Franklin  today  for  more  information. 


maximum  4.5%  initial  sales  charge  and  assume  reinvestment  of  dividends  and  capital  gains  at 
net  asset  value.  Returns  have  not  been  restated  to  reflect  Rule  1 2b- 1  fees  for  Class  I  and  II  shares 
which  became  effective  on  November  1 ,  1 996.  Such  fees  will  affect  subsquent  performance. 
Investment  return  and  principal  value  will  fluctuate  with  market  conditions,  and  you  may  have 
a  gain  or  loss  when  you  sell  your  shares.  Past  performance  does  not  guarantee  future  results. 
•^Source  for  S&P  500:  Standard  and  Poor's  Corporation. The  index  is  unmanaged  and 
includes  reinvested  dividends.  One  cannot  invest  directly  in  an  index. 
Franklin  Templeton  Distributors,  Inc. 


Cumulative  Growth  of  a  $  1 0,000  Investment 
in  the  Mutual  Shares  Fund  vs.  the  S&P  500". 


$600,000 


$500,000 


$400,000 


$300,000 


1200,000 


-  $100,000 


10/71      12/74     12/78      12/82      12/86      12/90     12/94  9/96 


Mutual  Shares  Fund 


□  S&P  500» 


Call  Toll  Free  1 -888-FR AN KLI N  Ext.  P219 


FOBI/97 
P219 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Mutual  Shares  Fund,  including  sales  charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

□  I  am  currently  a  Franklin  Templeton  shareholder.   □  I  am  currently  a  Mutual  Series  shareholder. 

Name  

Address 

City/State/Zip  

Daytime  Phone  

A    Member   of   the   $169    Billion    Franklin   Templeton  Group 


F  K  A  NJ  K  I  Ij  NJ 

Mutual  Series  Funds 

777  Mariners  Island  Boulevard 
San  Mateo,  CA  94404- 1  S8  5 


Expect  some  spillover  effect  of  rail  mergers,  too.  Rail- 
car  providers  like  Trinity  Industries  will  see  their  orders 
slump  as  combined  carriers  sort  out  equipment  needs. 

Winners  this  year  will  include  those  that  supply  the 
construction  industry  Healthy  housing  starts  last  year  will 
mean  better  construction  equipment  retail  sales  this  year 
since  there's  usually  a  9-  to  12-month  lag  between  starts 
and  actual  equipment  purchases.  Caterpillar  and  Inger- 
soll-Rand  should  benefit. 


The  recent  boom  in  commercial  aircraft  sales  is  great 
news  for  General  Electric,  which  is  capturing  the  majori- 
ty of  orders  for  big  aircraft  engines.  Honeywell  Inc.,  the 
top  supplier  of  aircraft  avionics,  also  looks  solid  for 
this  year. 

Smith  Barney  analyst  Tobias  Levkovich  estimates  that 
highly  efficient  capital  goods  makers  like  Case  and  Har- 
nischfeger  could  outperform  the  market  by  10%  to  15% 
this  year.  MB 


Caoitdi 
goods 

Profitability 

Growth 

Net 
income 

Profit 
margin 

Debt/ 
capital 

Return  on 

capital 

Sales 

Earnings 

per  share 

- 

Return  on 

equity 

5-year 

latest 

latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

latest 

Company 

% 

% 

% 

% 

% 

% 

$mil 

% 

% 

Other  industrial 



equipment 

Nordson 

21.8 

20.7 

21.6 

10.5 

3.7 

12.5 

1.5 

590 

51 

8.7 

6.8 

Briggs  &  Stratton 

19.8 

17.6 

19.2 

7.1 

-3.2 

22.7 

0.2 

1,259 

90 

7.2 

1.2 

Dover 

19.7 

25.5 

30.8 

11.3 

13.0 

15.3 

42.6 

4,041 

378 

9.4 

15.4 

Donaldson 

17.7 

18.9 

1  0  A 

19.4 

11.4 

3.9 

15.2 

16.1 

757 

45 

5.9 

3.1 

Illinois  Tool  Works 

17.0 

19.0 

00  0 

10.1 

19.9 

14.3 

18.4 

4,787 

458 

9.6 

20.8 

Cincinnati  Milacron 

15.7 

22.0 

41.3 

15.5 

9.1 

NM 

118.5 

1,694 

115 

6.8 

41.7 

Danaher 

15.2 

25.2 

33.8 

13.0 

23.6 

36.3 

96.5 

1,745 

203 

11.7 

26.4 

Ametek 

13.7 

21.8 

56.6 

4.4 

3.6 

12.0 

-6.3 

866 

49 

5.7 

50.4 

Tecumseh  Products 

13.5 

13.1 

13.2 

6.2 

4.6 

50.1 

-6.2 

1,778 

116 

6.5 

1.4 

Crane 

13.5 

14.9 

OO  0 

23.2 

5.2 

2.8 

8.2 

21.9 

1,829 

88 

4.8 

37.7 

Parker  Hannifin 

13.4 

15.3 

18.0 

8.5 

10.9 

34.1 

0.4 

3,707 

233 

6.3 

23.8 

Blount  International 

12.7 

17.0 

22.1 

-2.3 

2.2 

97.81 

11.5 

657 

58 

8.8 

22.1 

EG&G 

12.3 

14.5 

17.9 

-13.1 

3.8 

NM 

26.6 

1,435 

66 

4.6 

23.0 

Tyco  International 

12.2 

15.6 

18.3 

11.1 

14.0 

11.5 

42.2 

5^353 

328 

6.1 

20.7 

Applied  Power 

11.9 

17.3 

24.5 

6.7 

8.4 

104.9t 

32.4 

571 

34 

5.9 

29.4 

Kennametal 

11.7 

14.6 

17.2 

14.0 

7.9 

27.4 

-0.4 

i  inn 

71 

6.5 

10.4 

TriMas 

10.8 

11.7 

17.2 

12.5 

5.0 

20.1 

6.7 

580 

59 

10.2 

30.5 

^A.i.Unn  |„1| 

Keystone  mti 

10.8 

7.7 

8.6 

4.4 

13.5 

-8.9 

-29.6 

661 

25 

3.7 

20.7 

Amphenol 

10.6 

15.1 

19.7 

13.5 

-1.6 

70.7t 

13.5 

767 

68 

8.8 

33.1 

Trinova 

10.3 

15.6 

24.0 

NM 

3.5 

107.9t 

6.4 

1,965 

98 

5.0 

36.9 

Goulds  Pumps 

9.9 

10.2 

12.1 

4.0 

14.4 

-11.9 

-13.6 

773 

23 

3.0 

283 

Pentair 

9.6 

11.1 

13.9 

5.8 

3.4 

14.4 

-9.7 

1,518 

70 

4.6 

32.8 

Interlake 

9.0 

20.1 

NE 

NM 

-13.2 

NM 

D-P 

721 

7 

1.0 

63.2 

Applied  Industrial 

8.6 

11.3 

13.4 

7.7 

6.0 

32.2t 

25.0 

1,149 

24 

2.1 

24.4 

General  Signal 

8.6 

12.7 

19.7 

NM 

13.6 

NM 

477.5 

2,020 

115 

5.7 

31.5 

Giddings  &  Lewis 

8.4 

2.0 

1.4 

23.0 

11.3 

-16.2 

-86.0 

787 

7 

0.9 

16.8 

Stanley  Works 

8.2 

8.8 

10.2 

6.4 

1.4 

-7.4 

8.2 

2,655 

100 

3.8 

21.4 

Lincoln  Electric 

7.8 

17.2 

21.1 

4.4 

6.3 

NM 

2.9 

1,076 

70 

6.5 

17.6 

Tim  ken 

6.7 

13.8 

15.5 

5.5 

7.2 

NM 

15.0 

2,335 

128 

5.5 

14.7 

SKF  Group 

6.5 

14.6 

21.0 

6.5 

10.3 

NM 

30.9 

5,355 

286 

5.3 

27.5 

York  International 

5.7 

def 

def 

14.4 

16.5 

NM 

P-D 

3,209 

-72 

def 

30.8 

Watts  Industries 

4.4 

def 

def 

13.5 

0.6 

NM 

P-D 

663 

-47 

def 

22.8 

Cooper  Industries 

NA 

11.1 

17.6 

1.7 

8.8 

7.0 

13.8 

5,266 

301 

5.7 

50.2 

Premark  Intl 

NA 

7.6 

7.4 

5.6 

2.1 

28.4 

-42.4 

2,256 

46 

2.1 

12.2 

UCAR  International 

NA 

35.7 

NA 

4.8 

11.3 

NA 

NA 

955 

139 

14.6 

110.2 

Medians 

11.3 

14.9 

18.2 

6.5 

6.3 

12.3 

9.8 

1,435 

70 

5.7 

23.8 

Industry  medians 

11.8 

14.4 

18.2 

7.3 

7.9 

9.3 

9.3 

1,745 

90 

5.5 

27.5 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

^.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

.,  ,  •  Sources:  Forbes:  Value  Line  via  OneSource  Information  Services. 
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you  want  to  discover  the  name  of  the  large  banking  gro 
that  is  already  preparing  the  Europe  of  tomorrow  ? 


Dexia,  the  European  banking  group  born  out  of  A  solid  group,  involved  with  its  partn 
the  merger  of  Credit  Local  de  France  and         Quoted  on  the  Paris  and  Brussels  stock  exchai 


Credit  Communal  de  Belgique. 


Dexia  will  be  announcing  its  results  starting  in 


Dexia  is  the  fruit  of  the  pooling  of  the  values,  skills         For  the  first  half  of  1996,  it  has  already  post<= 


and  financial  means  of  two  credit  institutions: 


combined  net  profit  of  more  than  USD  340  mi 


-  Credit  Local  de  France,  a  leading  financial  partner        Anxious  to  offer  its  shareholders  the  best  investn 
of  local  communities  in  France  with  a  network  of         Dexia  will  pursue  an  active  dividend  policy, 
establishments  in  Europe  and  in  the  United  States        A  group  which  finances  the  living  environn 


through  its  branch  CLF  New  York  Agency. 


with  nearly  USD  20  billion  in  new  loans  each  > 


-  Credit  Communal  de  Belgique,  a  leading  bank  in  the  Public  transport,  motorway  infrastructure,  facilities 
local  government  sector,  Belgium's  leading  retail  bank  education,  health,  telecommunication,  environrri! 
and    the    majority    shareholder    of   the    Banque         protection,  power  supply,  home  improvement  -  n 


Internationale  a  Luxembourg. 


are  considerable  the  world  over.  Dexia,  specialize 


A  European  banking  group  with  total  assets        financing  community  facilities  and  in  financial  ser 


of  USD  200  billion. 


for  public  administrations,  will  be  seeking  to  dev 


With  USD  8  billion  in  equity  and  total  assets  of  all  branches  of  the  banking  profession  in  orde 
USD  200  billion,  Dexia's  financial  health  will  enable  offer  the  best-adapted  banking  products  and  ser 
it   to    enjoy    rapid    international    expansion.  The         to  its  clients  throughout  the  world. 


complementary    nature    of    collecting  deposits 


and  refinancing  on  international  markets  ensures 


Dexia  the  financial  means    for   its  development. 


BANQUE 


Credit  Commur 


The  European  banking  group, 

the  leader  in  financing  public  services, 

has  been  born. 


CHEMICALS 


1996:  nothing  to  brag  about, 
and  don't  expect  a  lot 
better  in  1997. 
Still,  a  pretty  good  business. 


By  Josh  McHugh 

Chemical  executives  expected  a  rough  year  in 
1996.  What  they  got  was  an  average  one. 
Industry  profits  rose  to  $42  billion  from  $35.8 
billion  in  1995,  a  17%  increase  that  pales  in  com 
parison  with  a  jump  of  95%  in  1994,  but  comes  close  to 
1995's  18%  rise.  Shipments  inched  up  just  1.9%,  to 
$374.5  billion,  according  to  the  Chemical  Manufacturers 
Association. 


The  culprit?  An  oversupply  of  basic  chem- 
icals like  methanol,  purified  terephthalic  acid 
(pta)  and  styrene. 

A  glut  of  ethylene  glycol  and  pta,  for  example, 
drove  prices  for  polyethylene  terephthalate  (pet),  the 
stuff  soda  bottles  are  made  of,  down  to  levels  last  seen  in 
1990.  Consequently,  pet  producer  Eastman  Chemical  saw 
its  sales  drop  2%  and  its  earnings  fall  15.5%;  pet  recycler 


Chemicals 


Company 


Profitability 


Return  on  capital 


5-year 
average 

% 


latest 
12  mos 

% 


Return  on 
equity 
latest 
12  mos 

% 


Growth 


Sales 


5-year 
average 

% 


latest 
12  mos 

% 


Earnings  per  share 


5-year  latest 
average    12  mos 

%  % 


latest 
12  mos 
$mil 


Diversified 

FMC 

18.8 

16.7 

28.8 

2.9 

11.0 

NM 

-9.2 

4,817 

195 

4.0 

51.5 

Union  Carbide 

18.7 

20.3 

33.5 

1.5 

3.4 

107.6t 

-20.6 

5,997 

681 

11.4 

35.9 

PPG  Industries 

14.9 

22.2 

28.0 

3.2 

2.7 

16.8 

7.3 

7,186 

753 

10.5 

15.7 

Hercules 

14.2 

23.5 

30.7 

-4.3 

-20.3 

38.0 

3.7 

2,105 

333 

15.8 

21.1 

Monsanto 

14.0 

17.0 

21.5 

NM 

2.6 

14.1 

17.4 

9,173 

875 

9.5 

25.6 

A  Schulman 

12.8 

9.2 

10.4 

7.5 

-4.9 

NM 

-21.7 

977 

42 

4.3 

8.3 

First  Mississippi 

12.3 

12.9 

16.2 

15.4* 

4.9 

61.1* 

-39.4 

607 

38 

6.3 

22.6 

du  Pont  de  Nemours 

11.5 

22.3 

41.3 

NM 

1.4 

NM 

12.4 

37,133 

3,405 

9.2 

30.7 

Rohm  &  Haas 

10.3 

14.3 

18.9 

7.1 

2.7 

7.3 

34.5 

3,932 

355 

9.0 

21.8 

Dow  Chemical 

10.2 

15.4 

25.1 

NM 

-6.4 

NM 

11.0 

19,744 

1,918 

9.7 

27.9 

Olin 

6.9 

14.1 

18.6 

4.3 

3.3 

NM 

13.7 

3,146 

161 

5.1 

21.6 

Rhone-Poulenc 

6.8 

6.2 

6.3 

1.3 

-1.8 

9.8 

4.8 

16,113 

630 

3.9 

32.4 

Imperial  Chemical  Ind 

4.6* 

8.9 

9.0 

1.7 

11.8 

NM 

500.0+ 

16,919 

615 

3.6 

21.3 

Medians 

12.3 

15.4 

21.5 

1.7 

2.7 

7.3 

7.3 

5,997 

615 

9.0 

22.6 

Specialized 

Cytec  Industries 

47.lt 

71.4 

27.4 

NM 

-0.9 

NA 

5.2 

1,240 

289 

23.3 

17.9 

Georgia  Gulf 

41.9 

25.5 

171.3 

3.3 

-23.0 

NM 

-55.7 

898 

86 

9.6 

85.1 

Lyondell  Petrochem 

26.3 

8.5 

26.5 

-7.6 

-1.9 

NM 

-78.2 

4,794 

101 

2.1 

51.9 

Valspar 

23.9 

23.8 

26.1 

6.2 

8.8 

13.7 

17.2 

860 

56 

6.5 

11.0 

Great  Lakes  Chemical 

23.1 

17.5 

20.4 

17.1 

-4.2 

18.6 

1.1 

2,261 

287 

12.7 

17.6 

Intl  Flavors  &  Frags 

22.4 

16.6 

16.9 

8.4 

-0.6 

10.8 

-25.1 

1.424 

189 

13.3 

0.9 

Loctite 

20.1 

18.2 

21.8 

7.2 

2.3 

5.1 

1.6 

794 

84 

10.6 

18.1 

Sigma-Aldrich 

18.8 

17.1 

17.4 

12.8 

7.4 

12.5 

13.9 

1,010 

143 

14.2 

1.6 

BetzDearborn 

17.2 

15.3 

14.2 

3.8 

22.5 

NM 

-19.4 

•  904 

62 

6.9 

57.6 

Sherwin-Williams 

17.2 

18.5 

183 

7.4 

21.0 

11.6 

12.1 

3,915 

224 

5.7 

9.1 

Morton  International 

16.1 

18.5 

20.3 

14.9 

8.5 

21.9 

16.5 

3.679 

346 

9.4 

11.2 

Lubrizol 

16.0 

14.6 

18.7 

2.6 

-2.8 

NM 

-6.7 

1,616 

154 

9.6 

15.6 

Nalco  Chemical 

15.5 

18.2 

24.8 

NM 

4.5 

NM 

10.2 

1,274 

150 

11.8 

13.9 

Cabot 

14.8 

19.3 

28.0 

4.8 

1.4 

22.6 

19.5 

1,856 

194 

10.5 

21.3 

Rexene 

14.2t 

11.6 

21.4 

4.6 

-10.4 

NA 

-62.5 

569 

31 

5.4 

48.0 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit. 
tThree-year  average.   For  further  explanation,  see  page  93. 


:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 

Sources.-  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Wellman's  sales  edged  up  by  1.8%, 
but  earnings  were  slashed  by  65.4%. 

Next  year?  In  a  CMA  survey,  chem- 
ical industry  executives  predict  a  5% 
increase  in  sales  and  expect  net  oper- 
ating income  to  increase  by  10%. 

Even  that  may  be  a  bit  too  opti- 
mistic. Here's  the  problem:  After 
seeing  a  hefty  17%  return  on  capital  in  1995,  the  indus- 
try pumped  $27  billion  into  capital  expenditures  that  year. 
As  the  new  facilities  come  on-line  in  the  second  half  of 
this  year,  the  new  capacity  could  throttle  any  price  recov- 
ery in  the  works,  says  Morgan  Stanley  chemical  analyst 
Leslie  Ravitz. 

Specialty  chemical  makers  such  as  Airgas,  BetzDearborn 
and  HB  Fuller  fared  far  better  on  Wall  Street  than  the 
diversified  companies.  Morgan  Stanley's  index  of  special- 
ty chemical  companies  kept  pace  with  the  s&r  500 
through  December,  while  its  index  of  diversified  compa- 
nies like  Hercules  and  Olin  lagged  13  points  behind. 

Paint  and  coating  manufacturer  Valspar  had  its  second 
strong  year  in  a  row,  boosting  sales  8.8%  and  earnings  by 
17.2%.  Another  paintmaker,  Sherwin-Williams,  saw  sales 


increase  21%,  earnings  12.1%. 

Among  the  giants,  $37  billion 
(sales)  Du  Pont  managed  to  squeeze 
a  12.4%  increase  in  earnings  out  of  a 
41.3%  increase  in  sales  and  returned 
22.3%  on  capital  and  41%  on  share- 
holders' equity.  Dow  Chemical's 
earnings  grew  by  11%,  despite  a  6.4% 
drop  in  sales,  to  about  $20  billion. 

Slow  growth  in  both  the  U.S.  economy  and  in  domes- 
tic demand  for  chemicals,  paired  with  increasing  compe- 
tition from  abroad,  has  the  industry  searching  for  new 
ways  to  make  money. 

Chemicals  used  in  the  manufacture  of  electronic 
components  like  circuit  boards  and  microchips  will  see 
increasing  demand  and  high  growth.  So  will  chemical  mar- 
kets in  the  rapidly  developing  Asian  and  Latin  American 
countries. 

And,  for  all  the  sluggishness  in  growth,  this  is  still  a 
pretty  good  business.  The  52  chemical  companies  in  our 
survey  returned  14.2%  on  capital  and  18.4%  on  share- 
holders' equity,  compared  with  9.6%  and  13%,  respec- 
tively, for  all  industries.  Mi 


The  good  news:  Chemicals 
used  for  making  circuit 
boards  and  microprocessors 
will  see  increasing  demand. 


Net 

Profit 

Debt/ 

Growth 

Sales 

income 

margin 

capital 

Chemicals 


Profitability 


Return  on  capital 

Sales 

Earnings  per  share 

Return  on 

equity 

5-year 

latest 

latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

average 

12  mos 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

latest 

Company 

% 

% 

% 

% 

% 

Praxair 

13.4 

14.0 

20.4 

4.5 

34.1 

26.7* 

-7.4 

4,105 

252 

6.1 

35.7 

Terra  Industries 

13.3 

16.0 

23.4 

12.4 

2.6 

147.5t 

-16.7 

2,239 

130 

5.8 

31.3 

RPM 

12.3 

10.4 

17.6 

19.4 

13.0 

11.2 

7.6 

1,183 

73 

6.2 

49.5 

NCH 

11.9 

12.1 

12.1 

2.7 

1.7 

-3.4 

9.0 

771 

36 

4.7 

0.0 

Ferro 

11.2 

10.6 

12.9 

3.3 

4.3 

21.3 

10.3 

1,357 

52 

3.9 

19  5 

Geon 

10.7t 

4.9 

7.2 

5.6 

-16.6 

NM 

-64.3 

1,129 

15 

1.3 

36.0 

Crompton  &  Knowles 

10.4* 

4.5 

NE 

7.4 

NA 

NA 

NA 

1,773 

-27 

def 

109.5 

Air  Prods  &  Chems 

10.3 

11.8 

17.4 

6.4 

3.7 

10.9 

13.4 

4,008 

416 

10.4 

37.2 

HB  Fuller 

10.1 

10.0 

13.1 

9.1 

2.3 

4.8 

17.6 

1,255 

39 

3.1 

32.9 

MA  Hanna 

9.9 

9.6 

13.1 

12.1 

6.8 

36.2 

-44.9 

2.029 

56 

2.8 

26.6 

Airgas 

9.5 

8.7 

17.3 

22.2 

27.9 

46.6 

15.3 

968 

43 

4.5 

56.0 

Dexter 

9.2 

10.6 

12.6 

2.8 

3.2 

2.8t 

14.2 

1,103 

46 

4.2 

30.3 

IMC  Global 

9.2 

14.2 

12.9 

22.5 

42.0 

NM 

-28.6 

2,985 

141 

4.7 

26.6 

Witco 

8.1 

def 

def 

6.3 

13.5 

NM 

P-D 

2,259 

-32 

def 

40.2 

Wellman 

8.0 

4.0 

4.5 

5.7 

1.8 

4.3 

-65.4 

1,115 

29 

2.6 

30.7 

BF  Goodrich 

7.9 

12.5 

16.2 

NM 

5.9 

NM 

32.8 

2,536 

146 

5.7 

24.5 

Intl  Specialty  Prods 

7.0 

9.4 

12.2 

5.4 

3.7 

NM 

35.6 

703 

79 

11.2 

30.2 

Akzo  Nobel 

6.0 

5.8 

6.0 

5.6 

-3.2 

-5.1 

5.9 

12,296 

422 

3.4 

13.8 

Valhi 

3.7 

6.5 

8.8 

15.1 

3.9 

NM 

-50.0 

1,741 

23 

1.3 

68.8 

Albemarle 

NA 

17.8 

29.1 

10.0 

-23.4 

NA 

NA 

946 

167 

17.7 

4.7 

Arcadian 

NA 

17.4 

42.9 

21.5 

-0.6 

NA 

NA 

1,242 

149 

12.0 

45.8 

Eastman  Chemical 

NA 

16.3 

28.9 

7.4 

-2.0 

NA 

-15.5 

4,890 

441 

9.0 

42.7 

Ethyl 

NA 

13.5 

22.0 

2.7t 

14.6 

NM 

18.8 

i,106 

90 

8.2 

42.8 

WR  Grace 

NA 

11.5 

NE 

2.5* 

-2.4 

NM 

-65.4 

3,590 

46 

1.3 

43.5 

Medians 

12.8 

13.5 

17.4 

6.2 

2.9 

4.3 

3.4 

1,357 

90 

6.1 

30.3 

industry  medians 

12.3 

14.2 

18.4 

5.5 

2.7 

4.5 

5.2 

1,815 

145 

6.2 

27.3 

All-industry  medians 

9.8 

9.5 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit:  def:  Deficit. 
tThree-year  average.   For  further  explanation,  see  page  93. 


A:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Number  of  mutual  funds  X61 


that  qualify  as  "global": 


Number  of  those  that  have  ^  ^ 


existed  for  5  years  or  more: 

Upper  5-year  ranking 

of  Janus  Worldwide  Fund:.... 

(Period  ended  9/30/96) 


I 


Sure,  there's  an  ocean  of  global  funds  to  choose 
from.  But  it  dries  up  pretty  fast  when  you  look 
at  the  track  records.  After  that,  of  course,  there 


Janus 
Worldwide 
Fund 

'its £. &3&t  5*a 

One  Year  27.48% 
Three  Year  20.0396 
Five  Year  18.69% 
Life  of  Fund  rs/s-y  20.00% 

Average  Annual  Total  Returns  for  the  Period  Ended  September  30, 1996 

can  only  be  one  #1. 

You  already  knew  it  was 
time  to  go  global. 

Now  you  know  how. 


Get  there: 


Gall  1-800-525-8983  ext.  461 


Call  or  send  for  a  prospectus 


containing  more  complete  information,  including  expenses  and  special  risks  associated  with  foreign  investing  such  as 
currency  fluctuations  and  political  uncertainty.  Please  read  all  the  materials  carefully  before  you  invest  or  send  money. 
Write  to  Janus,  RO.  Box  173375,  Denver,  CO  80217-3375.  Or  visit  our  Web  site  at  http://www.JanusFunds.com. 


'Upper  Analytical  Services,  Inc.  rankings  and  fund  performance  figures  are  based  on  total  return,  including 
reinvestment  of  dividends  and  capital  gains  for  the  stated  period.  Lipper  ranked  Janus  Worldwide  Fund 
*6  out  of  151  global  funds  for  the  one-year  period  ended  9/30/96.  Past  performance  does  not  guarantee 
future  results.  Your  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at 
redemption  than  at  purchase.  Funds  distributed  by  Janus  Distributors,  Inc.  Member  NASD. 
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COMPUTERS  &  COMMUNICATIONS 

High  tech  isn't  used  to  slowdowns, 
but  that's  what  it's  getting — 
in  revenues,  mergers  and  IPOs. 


By  Bruce  Upbin 

World  spending  on  hardware,  software, 
semiconductors  and  computer  services 
should  total  $860  billion  this  year,  up  11% 
from  1996.  Most  industries  would  kill  for  that 
kind  of  growth,  but  1 1%  is  a  slowdown  from  aver- 
age growth  of  21%  from  1993  to  1995. 

More  deceleration  lies  ahead.  The  corporate  PC  market 
has  become  largely  a  replacement  business.  With  about 
one-third  of  all  U.S.  homes  owning  a  PC,  further  pene- 
tration will  be  difficult  unless  prices  come  down  from 
today's  average  of  $2,200.  This  may  present  a  challenge 
to  Intel,  which  has  based  its  high-price,  high-performance 
chip  strategy  on  the  expectation  that  consumers  will  be 
persuaded  to  buy  ever  more  powerful  and  versatile 
machines.  Troubled  Apple  Computer  (Forbes,  Dec.  16, 
1996),  which  needs  a  new  operating  system,  announced 


late  in  December  that  it  would  buy 
Next  Software. 

One  of  last  year's  big  success  stories  was 
Microsoft — yet  again.  Microsoft  grafted  a  suc- 
cessful Internet  strategy'  onto  its  rock-solid  posi- 
tion in  desktop  software.  As  a  result,  Netscape's  share 
of  the  Web  browser  market  dropped  from  a  high  of  80% 
in  early  1996  to  a  current  65%.  Fighting  back,  Netscape 
is  focusing  on  corporate  intranets,  which  is  where  the 
money  is  now. 

But  the  never-satisfied  Microsoft  may  win  the  war  by  focus- 
ing on  the  "•extranet,"  where  Internet  commerce  takes  place. 
The  dollar  value  of  Web  transactions  is  expected  to  hit  $3.2 
billion  this  year,  up  from  $607  million  last  year.  With  the 
number  of  Web  users  doubling  this  year,  to  70  million,  who- 
ever controls  the  business-to-business  and  business-to-con- 


Computers  & 
communications 


Company 


Profitability 


Return  on  capital 

Return  on 
equity 

5-year      latest  latest 
average    12  mos     12  mos 

%         %  % 


Growth 


Sales 


Profit  Debt/ 
Sales     income    margin  capital 


Earnings  per  share 


5-year  latest  5-year  latest 
average     12  mos     average    12  mos 

OL  °L  o/  o/ 


Major  systems 

^Gateway  20utT~) 
Dell  Computer 

50.6* 

38.7 

37.9 

66.2 

45.2 

46.4 

44.6 

4,728 

221 

4.7 

1.2 

25.4 

38.7 

40.7 

57.1 

43.8 

39.2 

58.3 

6,886 

413 

6.0 

1.3 

Compaq  Computer 

20.6 

18.4 

19.4 

37.8 

30.7 

29.2 

-3.7 

17,388 

933 

5.4 

4.9 

Hewlett-Packard 

18.9 

20.5 

21.2 

22.3 

21.9 

29.7 

6.3 

38,420 

2,586 

6.7 

15.6 

Sun  Microsystems 

17.3 

23.1 

22.9 

17.1 

22.2 

23.4 

29.3 

7,468 

515 

6.9 

1.7 

Teradyne 

16.7 

17.5 

17.7 

17.6 

24.5 

61.6* 

0.0 

1,282 

138 

10.8 

1.8 

Silicon  Graphics 

13.6 

2.4 

2.1 

38.9 

30.2 

NM 

-85.9 

3,092 

35 

1.1 

15.3 

GTech  Holdings 

12.0 

12.1 

22.8 

23.2 

11.9 

NM 

500.0+ 

806 

68 

8.4 

53.0 

SCI  Systems 

11.4 

16.4 

21.0 

32.6 

73.5 

78.9 

69.1 

5,088 

91 

1.8 

46.4 

Harris 

9.9 

11.2 

13.9 

4.0 

6.8 

45.8 

15.2 

3,688 

183 

5.0 

32.1 

Stratus  Computer 

9.5 

8.3 

8.2 

8.0 

5.4 

-14.2 

147.1 

602 

40 

6.6 

0.5 

Raychem 

5.3 

19.0 

22.7 

5.9 

7.5 

NM 

202.2 

1,691 

188 

11.1 

14.6 

NEC 

3.7 

6.4 

8.8 

2.5 

16.7 

NM 

97.3 

38,769 

680 

1.8 

51.9 

IBM 

1.9 

16.2 

23.2 

NM 

6.9 

NM 

50.4 

74,724 

5,117 

6.9 

29.4 

Tandem  Computers 

1.5 

def 

def 

NM 

-16.9 

NM 

P-D 

1,900 

-23 

def 

6.5 

Apple  Computer 

1.0 

def 

def 

11.1 

-11.1 

NM 

P-D 

9,833 

-816 

def 

28.2 

Unisys 

def 

def 

def 

-8.2 

-1.4 

NM 

D-D 

■  6,398 

-671 

def 

51.1 

Amdahl 

def 

def 

def 

-6.3 

-2.7 

NM 

P-D 

1,556 

-331 

def 

2.1 

Data  General 

def 

8.3 

9.2 

1.5 

14.1 

NM 

D-P 

1,322 

28 

2.1 

31.3 

Intergraph 

def 

def 

def 

NM 

0.8 

NM 

D-D 

1,102 

-28 

def 

6.1 

Digital  Equipment 

def 

def 

def 

NM 

1.7 

NM 

P-D 

14,204 

-226 

def 

21.7 

AST  Research 

def 

def 

def 

39.0 

-12.4 

NM 

D-D 

2,080 

-478 

def 

71.5 

Medians 

7.4 

9.8 

11.6 

9.6 

9.7 

NM 

10.7 

4,208 

80 

3.4 

15.4 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

• .      .  Sources:  Forbes,-  Value  Line  via  OneSource  Information  Services. 
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Computers  & 

Profitability 

Growth 

communications 

* 

Return  on 

capital 

Return  on 

Sales 

Earnings 

per  share 

5-year 

latest 

5-year 

latest 

5-year 

latest 

average 

12  mos 

average 

12  mos 

average 

12  mos 

Company 

% 

% 

%  . 

% 

% 

% 

DAvinhAPsIc  A  onmnniAnt 
rCiipnCiald  OC  c<4UIJJ!!?<el5l 

Cisco  Systems 

61.7 

42.7 

43.4 

84.7 

98.5 

71.9 

108.4 

4,733 

913 

19.3 

0.0 

Micron  Technology 

41.3 

28.4 

30.0 

61.2 

23.7 

NM 

-30.1 

3,654 

594 

16.2 

10.8 

EMC 

35.7 

24.0 

26.8 

68.4 

16.6 

103.1 

-8.9 

2,136 

324 

15.2 

16.4 

Cabletron  Systems 

35.7 

20.2 

19.9 

42.2 

31.8 

35.3 

-18.4 

L231 

159 

12.9 

0.0 

US  Robotics 

■3U.0 

oc  i 
Jo.  i 

35.6 

93.0 

122.4 

52.9 

131.0 

1,978 

170 

8.6 

7.4 

imei 

29.5 

29.6 

29.6 

33.6 

27.9 

40.0 

32.8 

18,987 

4,114 

21.7 

4.1 

Applied  Materials 

26.7 

33.6 

37.3 

39.5 

67.5 

67.7 

78.8 

4,267 

682 

16.0 

10.9 

Lam  Research 

26.7 

21.6 

24.2 

58.8 

42.1 

76.3 

12.6 

1,296 

121 

9.4 

9.8 

CHS  Electronics 

26.3 

24.4 

19.8 

102.5 

72.9 

NA 

0.0 

1290 

7 

0.6 

17.5 

Bay  Networks 

OR  fi 

£0.0 

1  /I  Q 
14.0 

14.8 

A  R  Q 

4o. y 

A  1  A 

41.4 

"3  0  O 

33.8 

1  A  7 

-1U./ 

2,122 

149 

7.0 

9.2 

Creative  Technology 

25.5 

def 

def 

98.7 

3.4 

NM 

P-D 

1,293 

-30 

def 

2.8 

Intl  Game  Technology 

23.1 

18.7 

21.6 

23.2 

18.1 

23.2 

31.0 

733 

118 

16.1 

14.7 

3Com 

21.0 

23.8 

24.6 

43.2 

64.9 

NM 

21.2 

2,537 

214 

8.4 

9.4 

Varian  Associates 

21.0 

26.4 

30.0 

4.4 

1.5 

30.7 

-3.8 

1^599 

122 

7.6 

11.2 

Advanced  Micro 

Ofl  0. 

U.4 

0.8 

1  Q  A 

-14.  U 

1  C  1  * 

lo.l 

oo  7 

2,049 

8 

0.4 

17.3 

Texas  Instruments 

20.1 

8.7 

9.2 

14.9 

0.5 

62.8t 

-61.3 

12,364 

382 

3.1 

29.0 

Solectron 

19.3 

21.9 

20.2 

63.7 

36.4 

48.9 

20.3 

2,817 

114 

4.1 

35.6 

Western  Digital 

19.1 

25.3 

25.7 

25.8 

43.4 

NM 

28.6 

3,190 

121 

3.8 

0.0 

Jabil  Circuit 

18.3 

29.2 

33.3 

33.8 

54.3 

NM 

185.1 

863 

24 

2.8 

31.5 

Natl  Semiconductor 

i  a  o. 

oeT 

def 

i  o 

— 1.3 

1ft  C  + 

lU.bT 

d  n 
r-U 

2,490 

-96 

def 

20.0 

Analog  Devices 

18.1 

24.3 

24.1 

17.5 

26.8 

82.0 

38.0 

1,194 

172 

14.4 

29.6 

Pioneer- Standard  Elec 

17.6 

9.8 

14.5 

27.9 

50.9 

28.3 

-16.9 

1,378 

22 

1.6 

57.2 

Tech  Data 

15.9 

16.6 

15.8 

49.7 

47.1 

19.2 

153.2 

4,186 

48 

1.2 

2.1 

AMP 

15.8 

14.9 

15.8 

10.6 

6.7 

8.9 

4.7 

5^363 

441 

8.2 

6.2 

Arrow  Electronics 

1  r  s 

10.  o 

14. U 

17.4 

ft 

JJ.O 

i  ^  i 
lo.l 

jU.U 

1  9  Q 

6,464 

210 

3.2 

22.4 

Ingram  Micro 

14.9* 

12.4 

30.0 

44.2* 

NA 

31.3* 

NA 

11  not 

1  AC 

lUb 

1  A 

1.0 

CO  0 

be. 3 

Lbl  LOgIC 

14.3 

14.2 

15.0 

12.8 

9.6 

NM 

-14.8 

1,287 

188 

14.6 

OA  C 

zO.o 

Marshall  Industries 

14.2 

13.8 

15.1 

16.6 

9.1 

24.5 

6.0 

1,158 

47 

4.0 

4.3 

Molex 

12.7 

12.8 

10  0 

14.6 

10.8 

18.3 

11.0 

i,m 

146 

10.4 

0.6 

Vishay  Intertech 

1A  Q 

7  1 

1.1 

7.7 

9/1  7 

A  O 

00  c 

07  1 

—cl. 1 

1,142 

70 

6.1 

19.7 

Cirrus  Logic 

10.8 

def 

def 

57.1 

-12.5 

NM 

P-D 

oon 
980 

A7 

-9/ 

def 

13.0 

Kead-Kite 

10.7 

def 

def 

39.8 

-1.2 

NM 

P-D 

yyi 

-4j 

aei 

Z4.1 

Tektronix 

10.6 

13.6 

15.1 

5.3 

16.0 

NM 

7.9 

1,808 

100 

5.5 

22.6 

Wyle  Electronics 

10.5 

15.6 

20.4 

19.2 

22.4 

17.9 

40.8 

1,228 

41 

3.4 

29.6 

Avnet 

10.4 

1 1.0 

1  0  1 
1J.1 

27.9 

16.9 

23.1 

16.7 

5,301 

186 

3.5 

21.4 

Seagate  Technology 

Q  7* 

o./ 

7  9 

9.3 

14.  / 

0.0 

M  M 

— Di.y 

O  CAO 

000 

LLL 

0  c 

i.o 

01  1 

£1.1 

VLSI  Technology 

O  0 
O.O 

D.O 

6.1 

If  1 

lo.l 

A  Q 

4.0 

M  M 

— Id.d 

717 

III 

00 

Si 

A  C 

4.0 

OO  A 

Quantum 

7  C 
/.3 

oet 

def 

9.0  9 

91  R 
£.1.0 

Kl  M 

NM 

d  n 
r-U 

4,726 

-117 

def 

53.8 

Anixter  Intl 

7  1 
/.I 

0./ 

8.5 

9  1 
£..  1 

1  "3  /I 
1  j. 4 

MM 

— j.O 

2,390 

37 

1.6 

49.0 

Antec 

6.6* 

5.8 

6.0 

19.1 

4.4 

NM 

D-P 

652 

14 

2.2 

31.2 

■  ■  : 
Merisel 

o.  i 

aei 

def 

AC\  9 

MM 

n  n 
u-u 

C  OM 

OIO 

Ant 

del 

OC  c 

yo.b 

Storage  Technology 

uet 

oet 

def 

/.o 

4.0 

MM 
NM 

p  n 

r-U 

1,978 

-35 

def 

13.4 

Imation 

NA 

deT 

MA 

-u.y 

MA 

IMA 

MA 
NA 

2^254 

-68 

def 

14.8 

MEMC  Electronic  Mats 

MA 
NH 

1 R  A 
10. 4 

21.6 

40.4 

NA 

1,180 

138 

11.7 

17.8 

Medians 

17.9 

14.1 

15.8 

27.9 

16.7 

18.3 

0.0 

2,014 

116 

3.9 

17.4 

Software 

Oracle 

42.1 

41.0 

41.5 

33.5 

41.5 

75.3* 

51.5 

A  G.A/1 

4.0U4 

ceo 
obi 

1  A  1 

14./ 

A  A 
U.U 

Informix 

38.2 

22.9 

22.0 

36.9 

37.9 

52.1* 

5.3 

QQC 
000 

i  no 

1  1  c 
11. D 

A  A 
U.U 

Mirrn^nft 

37.5 

34.1 

32.1 

34.0 

33.5 

30.3 

39.0 

8,950 

2,310 

25.8 

0.0 

Compuware 

28.5 

13.2 

12.7 

37.0 

22.7 

NM 

-36.0 

695 

'  42 

6.0 

1.7 

Sybase 

19.8* 

def 

def 

58.1 

11.9 

NM 

P-D 

1,011 

-78 

def 

0.0 

Computer  Associates 

16.0 

27.7 

55.6 

21.3 

33.8 

NM 

D-P 

Q  QQ7 

Zi.4 

99  1 
LL.  1 

Adobe  Systems 

15.2 

10.6 

10.2 

18.7 

7.3 

-17.0 

55.6 

7P.fl 
/  OU 

1  4 

n  n 

U.U 

Novel  1 

14.0 

6.4 

6.7 

21.3 

-32.6 

NM 

—611 

1,375 

126 

9.2 

0.0 

Computervision 

def 

NC 

NE 

-18.5 

-5.4 

NM 

51.1 

486 

45 

9.2 

NC 

Wang  Laboratories 

NA 

def 

def 

-15.1 

9.6 

NA 

D-D 

1,116 

-6 

def 

0.0 

Medians 

19.8 

11.9 

11.5 

27.4 

17.3 

NM 

22.2 

1,064 

89 

9.3 

0.0 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA;  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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sumer  interface  stands  to  make  a  lot  of  money.  For  now 
Microsoft  looks  like  the  odds-on  favorite. 

Look  for  a  slowdown  from  last  year  in  the  torrid  IPO 
market  for  high-tech  companies.  "It  better  slow  down," 
says  Roger  McNamee,  a  technology  investor  with  Inte- 
gral Capital  Partners  in  Menlo  Park,  Calif.  "It's  getting  so 
the  venture  capital  community  is  having  trouble  creating 
companies  fast  enough." 

The  Telecommunications  Act  of  1996,  signed  into  law 
in  February,  was  supposed  to  create  healthy  competition 
between  cable  companies  and  local  and  long  distance 
access  providers.  But  the  act's  reforms  were  tied  up  in  fed- 
eral court  after  GTE,  Southern  New  England  Telecommu- 
nications and  U  S  West,  along  with  state  regulators,  sued 
to  suspend  the  Fee's  700-page  interpretation  of  the  law. 

Their  beef:  The  FCC  is  forcing  them  to  sell  local  service 
to  long  distance  carriers  at  or  below  cost.  The  states 
balked  at  die  FCC's  power  grab.  Oral  arguments  are  set  for 


this  month. 

While  stalling  on  the  legal  front,  the  Bells  are  joining 
forces  for  the  battle.  Bell  Atlantic  and  Nynex  are  merging, 
as  are  SBC  Communications  and  Pacific  Telesis.  Watch  for 
AT&T  to  try  to  bypass  local  Bells  with  its  cellular  and  PCS 
licenses.  MCI,  while  merging  with  giant  British  Telecom- 
munications, is  spending  $2  billion  to  set  up  its  own  fiber- 
optic local  service. 

MCI  and  AT&T  have  a  new  formidable  rival  in  World- 
Com. In  August  this  number  four  long  distance  provider 
announced  plans  to  pay  about  $14  billion  in  stock  for 
local  phone  company  MFS  Communications  and  its  Inter- 
net subsidiary  Uunet  Technologies. 

Merger  activity  in  1997  is  likely  to  step  down  in  inten- 
sity, with  Bell  companies  acquiring  second-tier  long  dis- 
tance providers  like  Midcom  Communications,  LCI  Inter- 
national and  Frontier  as  a  way  of  expanding  their 
territories.  Ml 


Growth 

margin 

capital 

communications 

Return  on  capital 

Sales 

Earnings  per  share 

Return  on 

equity 

5-year 

latest 

latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

latest 

Lompany 

% 

% 

% 

% 

Telecommunications 

DSC  Communications 

17.9 

2.7 

2.1 

24.5 

0.3 

126.7t 

-88.0 

1,364 

24 

1.8 

19.3 

Motorola 

16.7 

10.3 

11.9 

21.5 

5.3 

31.3 

-27.6 

27,586 

1,348 

4.9 

13.0 

General  Instrument 

13.3* 

5.8 

7.6 

19.0 

11.9 

NM 

-57.0 

2,601 

69 

2.6 

34.0 

Ameritech 

13.2 

17.1 

27.0 

4.8 

10.3 

6.3 

-2.2 

14,565 

1,977 

13.6 

31.8 

Alltel 

11.3 

8.7 

14.8 

15.7 

2.2 

9.0 

-6.8 

3,160 

287 

9.1 

38.6 

Century  Telephone 

11.1 

9.7 

14.1 

21.9 

25.6 

25.7 

0.9 

749 

129 

17.2 

33.6 

Bell  Atlantic 

11.0 

14.3 

25.5 

2.4 

-6.1 

2.9 

2.9 

12,919 

1,843 

14.3 

38.5 

SBC  Communications 

10.8 

18.0 

31.8 

7.0 

9.1 

11.4 

15.2 

13,572 

2,076 

15.3 

39.1 

Sprint 

10.3* 

14.2 

21.9 

7.5* 

10.3 

16.5* 

5.2 

13,761 

1,160 

8.4 

24.8 

GTE 

10.1 

15.6 

36.6 

1.1 

7.9 

NM 

8.1 

20,952 

2,733 

13.0 

53.8 

Frontier 

9.8 

19.4 

28.5 

23.9 

45.6 

NM 

73.9 

2,601 

267 

10.3 

34.4 

Pacific  Telesis 

9.6t 

18.9 

45.1 

NM 

3.4 

NM 

0.8 

9,427 

1,096 

11.6 

58.8 

Citizens  Utilities 

9.5 

7.3 

10.8 

15.7 

21.0 

6.9 

5.3 

1,258 

170 

13.5 

38.8 

MCI  Communication 

9.0 

9.0 

12.2 

12.4 

23.1 

8.6 

189.8 

17,878 

1,183 

6.6 

23.0 

WorldCom 

8.6* 

3.6 

1.5 

49.5 

28.0 

NM 

-57.5 

4,182 

31 

0.8 

56.5 

BellSouth 

7.9 

11.5 

17.2 

4.7 

7.1 

NM 

-4.3 

18,755 

2,131 

11.4 

31.3 

Scientific-Atlanta 

7.2 

3.6 

3.6 

18.4 

-7.7 

NM 

-60.0 

1,067 

17 

1.6 

0.1 

So  New  Eng  Telecom 

7.2 

15.8 

45.7 

2.3 

6.5 

5.2 

9.9 

1,921 

189 

9.9 

68.4 

Nynex 

6.5 

10.5 

19.6 

NM 

-0.4 

NM 

13.6 

13.428 

1,202 

9.0 

48.0 

Corning 

6.4 

7.4 

8.1 

12.7 

-24.1 

NM 

D-P 

3,992 

173 

4.3 

31.5 

Comsat 

5.9 

3.2 

4.3 

14.1 

11.5 

-12.4* 

2.7 

937 

37 

3.9 

33.9 

Tele  &  Data  Systems 

5.1 

6.3 

7.4 

26.8 

25.5 

15.4 

18.2 

1,134 

132 

11.6 

25.6 

Northern  Telecom 

5.0 

10.4 

12.5 

7.4 

22.5 

-5.6 

16.1 

12,155 

480 

4.0 

27.1 

AirTouch  Commun 

4.6* 

5.6 

4.8 

17.9 

27.7 

NM 

44.0 

1,958 

184 

9.4 

19.2 

Cincinnati  Bell 

3.0 

13.2 

22.6 

5.0 

12  8 

NM 

500.0+ 

1,484 

112 

7.5 

34.7 

AT&T 

NA 

22.6 

53.6 

NA 

NA 

NA 

NA 

51,832 

5,454 

10.5 

25.5 

Lucent  Technologies 

NA 

67.7 

60.4 

7.0 

14.9 

NA 

89.7 

23,286 

1,054 

4.5 

39.8 

360°  Commun 

NA 

9.7 

500.0+ 

40.1 

30.0 

NA 

D-P 

•1,024 

55 

5.3 

69.5 

U  S  West  Commun 

NA 

14.5 

34.2 

3.0 

5.8 

NA 

-1.6 

9.919 

1,188 

12.0 

54.6 

Medians 

9.5 

10.4 

17.2 

12.5 

10.3 

-5.6 

5.3 

4,182 

287 

9.1 

34.0 

Industry  medians 

11.7 

12.4 

15.1 

18.5 

12.4 

-5.6 

5.3 

2,390 

129 

6.0 

21.1 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful,  four-year  average, 
t Three-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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{  Before} 
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CALL  CENTER 
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COPY  CENTER 
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{  After  } 


TRANSACTION 
PROCESSING 


YOU. 


I  CORE 
BUSINESS 


KELLY 
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CALL  CENTER 
MANAGEMENT 


MAILING/ 
SHIPPING 


RECORDS 
MANAGEMENT 


ACCOUNTS 
PAYABLE 


COPY  CENTER 
MANAGEMENT 


ADMINISTRATIVE 
SERVICES 


LOGISTICS 
ADMINISTRATION 


TRANSACTION 
PROCESSING 


WE'D  LIKE  TO 

RUN  YOUR 

OFFICE. 

SO  YOU  CAN 

RUN  YOUR 

BUSINESS. 

Sometimes,  the  best  way  to 
run  your  office  is  to  not  to. 

That's  where  we  come  in. 
We're  Kelly  Management 
Services,™  the  smart  choice 
in  Administrative/Office 
outsourcing  today. 

We'll  provide  you  with 
the  people  to  do  the 
work,  and  we'll  assume 
complete  responsibility 
for  any  number  of  areas 
of  your  office  including 
your  Administrative 
Services,  Copy  Center, 
Mailing/Shipping,  Accounts 
Payable,  and  more. 

You'll  get  a  superior 
level  of  service,  reduced 
operating  costs,  and 
more  time  to  concentrate 
on  your  core  business. 

To  determine  if  your 
company  could  benefit  from 
outsourcing  with  Kelly 
Management  Services, 
call  810-244-5165  or 
e-mail  us  at  khopkins® 
sprynet.com. 

It  could  be  one  of  the 
best  management  decisions 
you've  ever  made.  To  not 
manage,  that  is. 

Kelly 

Management 
Services 


A  unit  of  Kelly  Services' 

An  equal  opportunity  employer. 
©  1996  Kelly  Services,  Inc.  All  rights  reserved. 

http://www.kellyservices.com 


YES,  WE  HAVE  UNMATCHE 
AND  AMERICA'S  LOWES 
BUT  LET'S  DISCUSS  WHAT  YO 


N      O      R  T 
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W£  £aw  owr  450  golf  courses.  Ross,  Fazio,  Maples,  and  Nicklaus  ha 
919-733-3333  •  FAX  919-733-9265  •  E-Mail  info@ma 


[WORKER  PRODUCTIVITY 

I  CONSTRUCTION  COSTS. 

fl  REALLY  CARE  ABOUT:  GOLF. 
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/  designed  masterpieces  here.  Private  memberships  are  readily  available, 
mmerce. state,  nc.  us  •  INTERNET  http://www.commerce.state.nc.us/ 


CONSTRUCTION 


Commercial  building  continues 
to  be  strong,  but  home  building 
has  begun  to  slow. 


By  Seth  Lubove 

Home  builders  enjoyed  a  boom  year  as 
housing  starts  rose  about  8%,  to  1.5  mil- 
lion units,  the  highest  level  since  1987. 
The  South  led  the  pack,  followed  by  the 
West,  the  Midwest  and  the  taxed-to-the- 
eyeballs  Northeast,  which  has  yet  to  recover 
jobs  lost  during  the  early  1990s.  Good  news 


for  Pulte  Corp.,  Kaufman  &  Broad 
Home  Corp.  and  Lennar  Corp.  Not 
so  good  for  Northeast- based  firms 
like  Hovnanian  Enterprises  Inc.,  Toll 
Brothers  Inc.  and  Ryland  Group. 
But  clouds  loom.  Standard  &  Poor's 
looks  for  an  8.2%  decline  in  1997  home  starts 


Construction 


Company 


Profitability 


Return  on  capital 

Return  on 
equity 

5-year     latest  latest 
average    12  mos     12  mos 

%         %  % 


Growth 


Sales 


5-year 
average 

% 


Earnings  per  share 


latest  5-year  latest 
12  mos     average    12  mos 

%  %  % 


Commercial  builders 

Fluor 

16.8 

18.1 

18.4 

10.7 

18.4 

25.1 

14.0 

11.015 

268 

2.4 

0.2 

Jacobs  Engineering 

15.9 

16.2 

16.7 

12.4 

4.4 

8.8 

22.8 

1,799 

40 

2.2 

11.6 

Butler  Manufacturing 

15.2 

17.5 

22.9 

9.8 

-0.2 

NM 

4.6 

816 

24 

2.9 

26.4 

Granite  Construction 

8.9 

11.6 

14.1 

9.2 

18.4 

NM 

14.0 

961 

30 

3.2 

13.2 

Foster  Wheeler 

8.3 

6.5 

6.9 

10.2 

35.2 

NM 

-47.3 

3,723 

47 

1.3 

49.1 

Apogee  Enterprises 

8.0 

11.2 

15.3 

8.2 

9.5 

NM 

40.2 

912 

22 

2.4 

33.9 

Turner 

4.1 

2.1 

def 

NM 

5.8 

NM 

P-D 

3,311 

-2 

def 

50.2 

Forest  City  Enterprises 

3.4 

4.3 

6.8 

5.9 

13.0 

NM 

D-P 

547 

13 

2.4 

87.1 

Stone  &  Webster 

1.4 

def 

def 

NM 

35.3 

NM 

P-D 

1,187 

-25 

def 

6.1 

Perini 

def 

5.8 

5.3 

1.5 

12.1 

NM 

D-P 

1,225 

7 

0.6 

40.3 

Medians 

8.1 

8.8 

10.5 

8.7 

12.6 

MM 

14.0 

1,206 

23 

2.3 

30.2 

Residential  builders 

Clayton  Homes 

16.1 

17.4 

18.3 

24.7 

18.0 

23.1 

18.8 

950 

110 

11.6 

4.0 

Pulte 

12.9 

15.8 

24.4 

12.5 

21.5 

21.2 

148.4 

2,294 

178 

7.8 

32.0 

Toll  Brothers 

12.7 

12.2 

18.5 

30.3 

12.7 

53.5 

-2.1 

700 

49 

7.0 

40.5 

Oakwood  Homes 

12.2 

15.1 

20.5 

46.4 

18.6 

29.0 

49.2 

974 

68 

7.0 

25.5 

Centex 

9.4 

11.5 

10.9 

9.3 

14.0 

14.1 

76.4 

3,509 

81 

2.3 

20.1 

Skyline 

9.0 

11.8 

12.1 

16.9 

0.5 

33.6 

41.7 

654 

22 

3.3 

0.0 

Lennar 

8.0 

8.7 

12.9 

24.8 

32.2 

35.9 

17.1 

1,079 

79 

7.4 

41.4 

MDC  Holdings 

7.2 

8.5 

8.7 

15.1 

1.7 

62.0t 

2.2 

898 

18 

2.0 

53.0 

Hovnanian  Enterprises 

6.7 

6.7 

8.8 

24.6 

22.3 

56.5* 

D-P 

795 

15 

2.0 

67.9 

Kaufman  &  Broad  Home 

6.0 

def 

def 

NM 

32.0 

-3.8 

P-D 

1,745 

-63 

def 

68.5 

Ryland  Group 

3.6 

def 

def 

5.5 

0.6 

NM 

P-D 

1,592 

-13 

def 

55.9 

Del  Webb 

2.4 

def 

def 

38.0 

31.0 

NM 

P-D 

1,109 

-8 

def 

66.1 

Beazer  Homes  USA 

NA 

6.5 

12.3 

60.0 

33.8 

9.3t 

78.9 

.  867 

18 

2.1 

39.2 

Champion  Enterprises 

NA 

NA 

NA 

29.4* 

NA 

NA 

NA 

1,588 

68 

4.3 

NA 

0-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93.  ... 

.  Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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if  the  economy  slows  and  mortgage  rates  continue  to 
creep  up.  Ryland  Group,  for  instance,  ended  1996  with  a 
15%  decline  in  its  backlog.  Value  Line  predicts  that 
builders  will  have  to  offer  incentives  to  goose  sales. 

On  the  commercial  side  look  for  firms  like  Apogee 
Enterprises,  Butler  Manufacturing  and  Turner  Corp.  to 
continue  to  prosper  this  year  as  office  construction 


booms.  Also  strong:  construction  of  plants  and  factories, 
at  a  record  $30  billion  last  year.  Expect  a  stronger  1997. 
Potential  weak  areas:  malls  and  category-killer  stores. 

"We're  triple  the  square  feet  of  a  year  ago,  yet  we're 
building  new  malls.  So  it's  a  little  hard  to  understand  how 
that  will  play  out,"  says  Joseph  Duncan,  chief  economic 
adviser  to  Dun  &  Bradstreet.  MB 


Construction 

Company 

Profitability 

Growth 

Return  on  capital 

R 

5-year  latest 
average    12  mos 

%  % 

II 

1 

Sales 

5-year  latest 
average     12  mos 

%  % 

Earnings  per  share 

5-year  latest 
average   12  mos 

%  % 

NVR 

US  Home 
Walter  Industries 

NA         12.5  17.6 
NA          9.7  12.5 
NA          2.3  def 

NM  24.4 
15.5  9.3 
1.6  -0.3 

NA  92.0 
NM  16.0 
NA  NA 

1,100 
1,182 
1,441 

26 
43 
-69 

2.3 
3.6 
def 

46.1 
51.3 
88.2 

Medians 

8.5         9.2  12.2 

16.9  18.3 

22.2  18.8 

1,100 

26 

2.3 

43.8 

Cement  &  gypsum 

Vulcan  Materials 

Lafarge 

Southdown 

Martin  Marietta  Mats 

USG 

13.5         19.4  22.9 
6.4         10.8  12.7 
4.7         12.2  20.0 
NA         14.5  17.6 
NA          2.2  NE 

6.2  5.8 
-1.2  4.2 

2.0  10.3 
10.7  13.5 

6.4  3.3 

12.0  22.2 
NM  -1.6 
NM  500.0+ 
NA  15.7 
NA  D-D 

1,533 
1,570 
647 
706 
2,524 

184 
126 
68 

75 
-23 

12.0 
8.0 
10.5 
10.6 
def 

8.1 
19.0 
23.3 
20.7 
81.3 

Medians 

6.4        12.2  17.6 

6.2  5.8 

NM  15.7 

1,533 

75 

10.5 

20.7 

Other  materials 

Owens  Corning 
Universal  Forest  Prod 
Griffon 
Carlisle  Cos 
Mueller  Industries 

82.9          def  NE 
14.4*        14.9  20.4 
13.5         13.1  13.6 
12.4         16.3  19.2 
10.1         17.0  17.5 

3.9  7.4 
19.9  5.2 
5.2  19.9 
7.5  23.5 
6.2  3.1 

31.0t  P-D 
67.2  25.0 
7.3  1.4 
21.0t  27.5 
42.4t  32.1 

3,794 
819 
655 
957 
700 

-288 
18 
23 
53 
56 

def 

2.2 
3.5 
5.5 
8.0 

163.3 
33.4 
19.1 
21.1 
13.3 

Schuller 
Hughes  Supply 
Nortek 
Masco 

Ply  Gem  Industries 

7.2         21.9  22.8 
6.4         12.1  13.2 
5.7          8.6  15.5 
1.6          def  def 
1.4          1.7  0.3 

-4.6  -15.9 
15.9  27.9 
-6.0  24.4 
NM  -5.2 
8.1  -0.3 

44.2t  67.6 
59.7t  32.7 
NM  377 
NM  P-D 
NM  -62.5 

1,476 
1,312 

933 
3,148 

759 

337 
26 
19 
-435 
0 

22.8 
2.0 
2.0 
def 
0.1 

43.2 
39.9 
63.5 
36.8 
43.7 

Medians 

8.7        12.6  14.5 

5.7  6.3 

26.0  26.3 

945 

21 

2.1 

38.3 

Industry  medians 

8.0        11.2  12.9 

8.7  12.7 

8.8  18.0 

1,105 

25 

2.3 

39.2 

All-industry  medians 

9.8         9.6  13.0 

7.2  8.1 

-4.9  6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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CONSUMER  DURABLES 

Car  buyers  clamor  for  light  trucks  these 
days.  That's  where  Chrysler  is  strongest. 


By  Steve  Kichen 

For  the  second  year  in  a  row,  Ameri- 
cans drove  more  than  15  million  cars  and 
trucks  out  of  dealer  showrooms,  and  the 
outlook  for  1997  is  for  another  15  million 
vehicle  year. 

The  big  money  last  year  was  in  light  trucks — pick- 
ups, sport  utilities  and  minivans — rather  than  sedans. 
Chrysler — which  gets  65%  of  its  vehicles  sales  from  these 
hot  segments — has  been  riding  high.  Once-mighty  GM  is 
again  playing  catch-up  ball.  In  the  waning  days  of  1996 
GM  pushed  out  the  heads  of  its  Oldsmobile,  Buick  and 
Cadillac  divisions,  gm's  market  share — about  30% — is  half 
of  what  it  was  two  decades  ago.  The  executive  departures 


come  just  as  GM  is  introducing  a  slew  of 
badly  needed  new  products. 
By  contrast,  Chrysler  is  brimming  with 
confidence.  Its  chief  economist,  Van  Buss- 
mann,  claims  that  even  with  a  market  disruption 
on  a  par  with  the  oil  spikes  of  the  1970s  and  the 
1980s  Chrysler  would  still  earn  more  than  its  dividend. 
"There  aren't  many  people  who  understand  how  differ- 
ent this  company  is  compared  with  seven  or  eight  years 
ago,"  claims  Bussmann  (see  story,  p.  82). 

The  light  truck  market  is  getting  crowded:  Honda,  Lin- 
coln, Mercedes,  Mitsubishi  and  Nissan  will  have  new 
sport  utilities  in  the  coming  months,  as  will  Dodge  and 


Consumer 
durables 

Profitability 

Growth 

Bgnan^HI 

Net 
income 

Profit 
margin 

Debt/ 
capital 

Return  on  capital 

5-year  latest 
average    12  mos 

Return  on 
equity 
latest 
12  mos 

Sales 

5-year 
average 

latest 
12  mos 

Earnings  per  share 

5-year  latest 
average    12  mos 

1 

lates 
2  mt 

EE 

s 

Company 

% 

% 

% 

% 

% 

% 

% 

Automobiles 

&  trucks 

Chrysler 

16.1 

19.7 

34.9 

14.2 

14.9 

55.lt 

66.9 

60,208 

3,762 

6.3 

42.7 

General  Motors 

12.9 

142 

33.3 

6.1 

3.1 

NM 

NA 

164,472 

5,866 

3.6 

61.5 

Volvo 

12.4 

15.7 

24.6 

18.8 

10.0 

NM 

-18.5 

25,026 

1,887 

7.5 

19.0 

Paccar 

11.6 

10.4 

16.2 

15.3 

-7.4 

43.9 

-17.0 

4,475 

204 

4.6 

46.2 

Ford  Motor 

8.3 

8.2 

15.7 

8.6 

4.8 

NM 

-31.3 

142,705 

3,902 

2.7 

72.1 

Navistar  Intl 

4.6 

5.6 

4.2 

12.6 

-9.3 

NM 

-73.2 

5,754 

65 

1.1 

54.8 

Honda  Motor 

4.1 

8.1 

7.0 

-1.2 

21.5 

NM 

196.7 

42,108 

1,248 

3.0 

31.7 

Toyota  Motor 

3.4 

3.9 

5.0 

1.5 

-1.0 

-10.4 

45.1 

94,505 

2,266 

2.4 

25.5 

Nissan  Motor 

def 

def 

def 

-0.8 

3.5 

NM 

D-D 

53,246 

-780 

def 

58.3 

Daimler-Benz 

def* 

def 

def 

3.6 

1.4 

NM 

D-D 

67,146 

2,166 

def 

21.5 

Medians 

6.4 

8.2 

11.3 

7.4 

3.3 

NM 

-18.5 

56,727 

l 

,568 

2.8 

44.4 

Automotive 

parts 

Bandag 

22.8 

20.3 

21.4 

4.4 

3.7 

6.5 

-7.3 

752 

85 

11.4 

0.0 

Wabash  National 

19.6 

4.9 

3.9 

36.0 

-8.0 

36.5t 

-74.5 

650 

7 

1.1 

39.3 

Genuine  Parts 

19.5 

18.2 

19.7 

10.6 

9.1 

7.6 

8.1 

5,629 

324 

5.8 

3.3 

Cooper  Tire  &  Rubber 

18.7 

13.4 

14.6 

10.8 

7.6 

11.9 

-7.1 

1,585 

109 

6.9 

4.6 

Cummins  Engine 

18.3 

12.9 

13.2 

9.6 

0.7 

43.7t 

-34.3 

5,227 

161 

3.1 

12.7 

TBC 

Modine  Manufacturing 

AlliedSignal 

Lear 

Goodyear 

17.9 

16.9 

16.3 

15.5* 

15.5 

14.4 
14.3 
19.0 
11.6 
15.7 

138 
17.0 
27.4 
22.0 
19.9 

1.9 
16.7 

2.8 
32.4 

3.3 

5.2 
2.4 
1.3 
42.1 
0.0 

4.0 
19.6 
17.4t 

NM 
50.9* 

-11.6 
-11.9 
16.4 
35.9 
7.3 

-  565 
1,000 

14,271 
5,978 

13,109 

14 
61 
983 
138 
656 

2.6 
6.1 
6.9 
2.3 
5.0 

36.1 
16.2 
22.2 
55.6 
23.8 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

■  \  Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Subaru  later  in  the  year.  Also  corning:  North  American- 
built  minivans  from  Honda  and  Toyota.  The  plethora  of 
new  entrants  could  cut  into  profits  next  year  and  there- 
after, but  there  are  few  signs  that  consumers  are  turning 
away  from  this  type  of  vehicle. 

Japanese  automakers  were  late  getting  into  the  light 
truck  segment,  but  they  are  nonetheless  feeling  much 
better  these  days.  After  being  pounded  by  a  strong  yen 


and  high  manufacturing  costs  in  the  early  1990s,  the 
Japanese  aggressively  pulled  cost  out  of  their  product, 
expanded  capacity  in  North  America  and  are  rushing  out 
new  sport  utilities  and  minivans.  With  the  yen  now  well 
down  against  the  dollar,  they  are  making  good  money  in 
North  America  again.  Note,  however,  that  none  of  the 
Japanese  companies  earns  as  good  a  return  on  stockhold- 
ers' equity  as  American  carmakers. 


Consumer 

Profit 

Debt/ 

Growth 

aurauies 

income 

margin 

capital 

Sales 

Return  on 

capital 

Earnings 

per  share 

5-year 

latest 

5-year 

latest 

5-year 

' latest 

latest 

latest 

Company 

average 

12  mos 

average 

12  mos 

average 

12  mos 

i<£  mos 

12  mos 

12  mos 

latest 

% 

% 

% 

% 

Eaton 

14.7 

13.6 

18.4 

12.6 

2.0 

25.5 

-5.9 

6,898 

373 

5.4 

33.2 

Dana 

14.1 

17.3 

26.9 

9.8 

6.9 

51.6 

15.7 

7,976 

315 

3.9 

38.8 

Detroit  Diesel 

14.1* 

2.1 

1  9 
i.L 

13.7 

-1.7 

37.6t 

-91.9 

1,968 

4 

0.2 

27.5 

Echlin 

12.5 

10.8 

15.1 

13.7 

15.1 

26.8 

-11.5 

3,129 

142 

4.6 

29.1 

Snap-on 

12.3 

14.6 

16.7 

8.0 

12.7 

4.9 

18.3 

1,423 

126 

8.8 

15.7 

TRW 

12.1 

16.2 

21.5 

4.3 

-2.8 

31.2t 

8.8 

9,869 

468 

4.7 

16.6 

APS  Holding 

12.0* 

5.4 

6.0 

8.6 

39.1 

NM 

-61.7 

820 

7 

0.9 

68.7 

Johnson  Controls 

11.6 

13.1 

16.1 

16.9 

20.2 

18.9 

19.0 

10,009 

235 

2.3 

27.3 

Excel  Industries 

11.5 

14.4 

14.0 

17.3 

34.1 

20.5 

14.3 

801 

19 

2.4 

47.4 

AO  Smith 

10.9 

11.5 

17.9 

12.0 

9.2 

14.3 

8.1 

1,636 

64 

3.9 

32.3 

Barnes  Group 

10.8 

15.8 

21.1 

1.6 

-0.7 

NM 

9.6 

591 

30 

5.0 

30.6 

Hayes  Wheels  Intl 

9.4 

5.4 

2.7 

7.2 

14.7 

55.lt 

-78.6 

698 

6 

0.9 

92.5 

Standard  Products 

8.3 

7.1 

9.9 

13.4 

9.6 

-18.6* 

247.7 

1,111 

26 

2.3 

32.4 

Standard  Motor  Prods 

8.0 

6.4 

6.8 

5.8 

7.5 

26.3 

-27.7 

709 

15 

2.1 

43.5 

Tenneco 

7.6 

14.2 

30.9 

-7.6 

15.1 

NM 

69.4 

10,722 

955 

8.9 

40.0 

Exide 

7.5 

4.0 

1.4 

25.7 

30.3 

NM 

D-P 

2,425 

6 

0.2 

74.5 

Federal-Mogul 

5.3 

def 

def 

14.3 

0.4 

NM 

P-D 

2,035 

-40 

def 

42.3 

SPX 

5.2 

4.7 

0.2 

10.8 

0.6 

NM 

-95.7 

1,118 

1 

0.1 

58.8 

An/in  Industries 

4.5 

7.4 

9.0 

4.0 

8.6 

NM 

D-P 

2,153 

36 

1.7 

44.2 

MascoTech 

1.4 

5.3 

12.3 

2.2 

-19.1 

NM 

D-P 

1,399 

38 

2.7 

48.7 

Harvard  Industries 

0.8* 

def 

NE 

3.9 

30.5 

NM 

D-D 

825 

-69 

def 

109.5 

Borg-Warner  Auto 

NA 

11.7 

12.5 

9.2 

10  9 

NM 

4.9 

1,465 

75 

5.1 

33.4 

Collins  &  Aikman 

NA 

46.2 

NE 

3.0 

3.3 

NM 

77.9 

1,391 

188 

13.5 

135.0 

ITT  Industries 

NA 

9.8 

20.7 

4.2 

-1.3 

-22.6 

30.6 

8,320 

135 

1.6 

42.7 

Medians 

12.1 

12.3 

14.3 

9.4 

7.2 

7.1 

7.7 

1,611 

70 

2.9 

34.8 

Appliances 

Sunbeam 

12.9 

1.6 

1.1 

8.7 

3.0 

NM 

-91.8 

1,234 

7 

0.5 

24.5 

Harman  International 

11.9 

10.7 

15.6 

20.2 

12.6 

68.9* 

19.6 

1,399 

54 

3.8 

38.3 

Electrolux  Group 

10.5 

9.7 

15.0 

8.5 

7.2 

54.8 

-48.4 

16,897 

425 

2.5 

44.6 

Philips  Electronics 

10.0 

12.5 

15.8 

2.7 

5.7 

NM 

17.3 

36,888 

1,341 

3.6 

26.3 

Toro 

10.0 

15.8 

18.4 

4.3 

-0.8 

NM 

1.1 

925 

36 

3.9 

20.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Other  durable  goods?  The  Consumer  Electronics  Man- 
ufacturers Association  projects  U.S.  sales  of  consumer  elec- 
tronics products  of  $66  billion  in  1996  and  $70  billion  in 
1997,  a  6%  increase.  Hot  products:  home  satellite  receivers, 
cellular  phones  and  computer  peripherals.  For  white 
goods — stoves,  washing  machines  and  refrigerators — the 


Association  of  Home  Appliance  Manufacturers  expects 
53.5  million  units  to  be  shipped  in  1997,  or  180,000  fewer 
than  in  1996.  As  for  recreational  vehicles — campers  and 
mot  or  homes — deliveries  were  down  1%  in  1996;  the  1997 
forecast  is  for  a  drop  of  3%,  says  David  Humphreys,  presi- 
dent of  the  Recreation  Vehicle  Industry  Association.  WM 


Net 

Profit 

Debt/ 

income 

margin 

capital 

I 

latest 

% 

Consumer 
durables 


Company 


Profitability 


Return  on  capital 


5-year 
average 

% 


latest 
12  mos 

% 


Return  on 
equity 
latest 
12 


Growth 


Sales 


5-year 
average 

% 


Earnings  per  share 


latest 
12  mos 

% 


5-year 
average 

% 


latest 
12  mos 

% 


Whirlpool 

Q  9 

C  0 

D.o 

C  0 

D.O 

C  1 

D.I 

9  O 

i.i 

14.0 

OO  1 

28.1 

8,624 

1  OA 

129 

l  r 
l.D 

OA  7 

29./ 

Black  &  Decker 

7.5 

11.7 

20.4 

0.9 

-0.9 

NM 

76.8 

4,900 

290 

5.9 

50.7 

Maytag 

6.1 

12.2 

17.6 

1.0 

-9.2 

NM 

D-P 

2,918 

119 

4.1 

37.5 

Sanyo  Electric 

1.8 

2.2 

2.2 

2.6 

2.9 

NM 

37.9 

15,361 

137 

0.9 

30.8 

Matsushita  Electric 

1.5 

3.6 

def 

NM 

5.6 

NM 

D-P 

63,282 

1,046 

1.7 

20.0 

Pioneer  Electronic 

0.4 

def 

def 

-4.3 

5.2 

NM 

P-D 

4,683 

-93 

def 

17.8 

Sony 

0.3 

5.2 

5.0 

2.4 

20.7 

-20.8 

150.6 

42,415 

793 

1.9 

42.9 

Zenith  Electronics 

oer 

j  _j 
aei 

aei 

hi  M 

-D.O 

MM 

U-U 

1  OGQ 

l/DD 

1  99 

-loo 

del 

A\  A 
41.4 

Medians 

7.5 

5.8 

6.8 

2.6 

3.2 

NM 

19.6 

4,900 

129 

1.9 

30.8 

Home  furnishings 

Newell  Co 

17.2 

13.2 

18.7 

19.4 

15.3 

10.7 

10.9 

2,784 

242 

8.7 

38.0 

Leggett  &  Piatt 

15.6 

13.6 

17.8 

15.6 

13.5 

31.9 

1.9 

2,335 

143 

6.1 

32.2 

Rubbermaid 

14.8 

5.2 

5.8 

8.9 

-0.3 

-8.4 

-64.4 

2,321 

59 

2.6 

0.4 

Shaw  Industries 

1.1.5 

6.0 

7.9 

13.9 

5.4 

9.4 

-22.6 

3,032 

56 

1.9 

47.4 

Kimball  International 

10.9 

12.4 

13.2 

11.4 

5.2 

7.4 

22.3 

952 

50 

5.3 

0.7 

Armstrong  World  Ind 

10.6 

11.7 

12.8 

-1.7 

-7.3 

NM 

-19.3 

2.126 

128 

6.0 

17.4 

La-Z-Boy 

10.5 

10.7 

12.2 

10.0 

7.5 

11.4 

10.7 

967 

42 

4.3 

14.1 

Bassett  Furniture  Ind 

8.7 

7.2 

7.3 

4.0 

-6.1 

27.2 

-4.8 

461 

22 

4.7 

0.0 

Springs  Industries 

8.4 

10.7 

14.0 

3.4 

5.5 

23.5* 

36.3 

2,291 

104 

4.5 

18.1 

US  Industries 

/.OT 

1 9  0 

i  o.y 

99  1 

M  Kit 

—i.i 

MA 

NA 

n  d 
U-r 

0  099 

i,iH 

199 

loo 

b.U 

J/.D 

Mohawk  Industries 

/.DT 

1.0 

0  t 

£.1.1 

3.0 

NM 

D.O 

1  7  A  A 

oc 
ib 

1.3 

D4.U 

Foamex  International 

5.8* 

def 

def 

25.7 

-21.5 

NA 

P-D 

1,005 

-154 

def 

109.5 

Fieldcrest  Cannon 

5.0 

def 

def 

-3.4 

-0.9 

NM 

P-D 

1,098 

-19 

def 

59.8 

LADD  Furniture 

0.1 

1.6 

def 

5.7 

-10.6 

NM 

D-D 

543 

-4 

def 

52.1 

Furniture  Brands  Intl 

NA 

8.0 

12.8 

7.5 

43.8 

NA 

30.5 

1,542 

52 

3.4 

58.9 

Samsonite 

NA 

def 

def 

10.9 

8.3 

NA 

D-D 

699 

-45 

def 

87.3 

Tupperware 

NA 

40.8 

NA 

5.4 

2.5 

NA 

NA 

1,385 

168 

12.1 

29.4 

Medians 

9.6 

8.0 

10.6 

8.9 

5.2 

8.4 

-1.4 

1,542 

52 

4.3 

38.0 

Recreation 

equipment 

Harley-Davidson 

21.7 

26.9 

27.9 

11.5 

9.5 

21.8 

31.4 

1,523 

138 

9.1 

0.0 

Thor  Industries 

16.2 

14.7 

14.8 

31.6 

4.5 

11.8 

36.4 

601 

17 

2.8 

0.0 

Coleman 

11.5* 

0.9 

def 

26.4 

31.0 

22.7* 

P-D 

1,182 

-15 

def 

66.5 

Fleetwood  Enterprise 

11.4 

17.7 

20.0 

16.8 

3.8 

21.9 

62.9 

2,898 

123 

4.2 

10.5 

K2 

8.8 

8.7 

10.0 

8.4 

8.1 

31.2 

-20.3 

586 

19 

3.2 

30.3 

Brunswick 

7.5 

12.7 

16.0 

5.5 

2.3 

124.2t 

42.2 

3,063 

179 

5.8 

15.0 

Outboard  Marine 

4.9 

0.5 

def 

3.3 

-8.8 

NM 

P-D 

1,122 

-7 

def 

42.8 

Huffy 

3.8 

def 

def 

4.8 

-5.6 

NM 

P-D 

672 

-3 

def 

28.4 

Polaris  Industries 

NA 

54.7 

51.5 

33.1 

9.6 

25.9 

-2.6 

1,177 

62 

5.3 

37.6 

Medians 

10.1 

12.7 

14.8 

11.5 

4.5 

21.9 

-2.6 

1,177 

19 

3.2 

28.4 

Industry  medians 

10.5 

10.7 

13.0 

8.4 

4.8 

-2.2 

4.9 

2,126 

65 

3.0 

33.4 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-yea'r  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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As  new  tax  laws  cut  deeper  into  the  level  of  benefits  that  can  be  provided  to  highly 
compensated  executives  under  qualified  retirement  plans,  the  prevalence  of  nonqualified 
retirement  arrangements  is  increasing  at  an  escalating  rate. 

Now  your  company  can  fill  the  void  created  by  government  limitations  through  the  adoption 
of  nonqualified  executive  benefit  plans. 

The  design  of  the  plan  may  include: 

•  Full  benefit  security 

•  Ability  to  defer  salary,  bonus  and 
stock  option  gains 

•  Above  market  interest  rates 

•  Flexible  payout  options  to  meet 
short-term  or  retirement  needs 


CRG 


Compensation  Resource  Group,  Inc.' 

Pasadena  Headquarters 
Atlanta  •  Boston  •  Chicago  •  Cleveland  •  Dallas  •  Denver  •  Phoenix 
San  Francisco  •  Seattle  •  Washington,  D.C 
Internet:  http://www.crgworld.com 


Call 

(800) 
405-0911 

to  obtain  a  free  copy 
of  the  "Ten  Things 
You  Should  Know 
When  Designing  a 
Deferred 
Compensation  Plan" 
or  to  order  a  copy  of 
CRG's  1995/1996 
"Executive  Benefits 
Survey  of  Current 
Trends" 


Things 
l°u  Should 
.Know  When 

Qualified 

•Compensation 


CONSUMER  NONDURABLES 

Want  to  sell  consumer  products,  from  bleach  to  Barbie? 
Better  know  which  buttons  to  push. 


By  Nancy  Rotenier 

"There  are  three  hot  buttons  for  con- 
sumers today — time,  status  and  value,"  says 
Smith  Barney  analyst  Faye  I.  Landes.  Compa 
nies  whose  brands  pushed  one  or  more  of  those 
buttons  did  very  well  last  year. 

Nike  presses  hard  on  the  status  button  and  reaps  vast 
rewards.  Its  apparel  sales  alone  were  up  67%,  to  $1.5  bil- 
lion in  fiscal  1996,  and  should  grow  to  $2.4  billion  in 
1997.  Overall,  Nike's  sales  were  up  37%  over  the  latest  12 
months,  to  $7.1  billion.  That's  a  lot  of  sneakers  and  sweat 
suits,  but  Nike  manages  to  push  lots  of  people's  hot  but- 


tons. Reebok  pushed,  too,  but  fewer 
people  responded.  Its  sales  were  flat,  and 
earnings  per  share  fell  37%  the  last  12  months. 
Revlon  is  pushing  the  time  and  value  buttons 
with  its  new  ColorStay  cosmetics — lipsticks  and  foun- 
dations that  promise  to  last  longer.  The  new  line  helped 
boost  sales  13%,  to  $2.1  billion,  in  the  last  12  months. 

Avon  Products  presses  the  time-saving  button.  Noth- 
ing's more  time-saving  than  having  salespeople  come  to 
you:  Avon  marched  a  sales  army  60,000  strong  into 
China  last  year,  ringing  up  $65  million  in  sales.  An  over- 


Consumer 
nondurables 


Company 


Profits 


Return  on  capital 


5-year  latest 
average    12  mos 


Hi  H  HI  HHI 


Return  on 
equity 
latest 
12  mos 


Growth 


Sales 


5-year 
average 

% 


latest 
12  mos 

% 


Earnings  per  share 


5-year  latest 
average    12  mos 

%  % 


margin 

capital 

latest 
12  mos 

latest 

Personal  products 

Avon  Products 

51.5 

72.6 

141.6 

5.5 

5.2 

11.2 

-0.2 

4,706 

273 

5.8 

32.2 

Tambrands 

49.7 

23.2 

43.2 

NM 

-2.7 

NM 

-48.1 

667 

45 

6.7 

40.4 

Gillette 

26.7 

29.1 

36.8 

9.1 

9.2 

16.8 

16.9 

7,214 

929 

12.9 

18.0 

Johnson  &  Johnson 

26.5 

25.1 

30.0 

9.9 

15.9 

15.5 

17.5 

20,964 

2,796 

13.3 

16.7 

Procter  &  Gamble 

17.1 

19.9 

25.3 

5.0 

2.5 

11.7 

14.2 

35,160 

3,129 

8.9 

17.6 

Clorox 

16.8 

17.7 

24.5 

6.0 

13.0 

30.4 

13.6 

2,290 

229 

10.0 

24.1 

Stanhome 

16.4 

14.6 

14.6 

4.0 

0.5 

-2.7 

-1.4 

841 

39 

4.6 

0.0 

Duracell  Intl 

13.1 

13.4 

18.9 

8.5 

10.4 

27.1 

8.7 

2,348 

257 

11.0 

25.0 

Alberto-Culver 

12.9 

12.5 

16.6 

11.2 

17.1 

14.6 

17.5 

1,590 

63 

4.0 

26.8 

Colgate-Palmolive 

12.5 

13.9 

29.3 

7.8 

4.9 

NM 

233.3 

8,604 

576 

6.7 

50.0 

Block  Drug 

12.2 

7.3 

7.6 

6.4 

11.3 

5.6 

-493 

773 

49 

6.4 

8.1 

First  Brands 

11.8 

12.5 

17.7 

NM 

5.3 

7.9 

54.9 

1,078 

68 

6.3 

32.1 

Service  Corp  Intl 

8.7 

7.9 

12.4 

22.8 

57.1 

15.3 

22.9 

2,232 

248 

11.1 

43.9 

Scotts 

8.5 

1.6 

def 

16.3 

2.6 

NM 

P-0 

752 

-3 

def 

38.0 

James  River  Corp  Va 

2.7 

4.8 

5.0 

4.8 

-13.3 

NM 

209.4 

5,970 

144 

2.4 

41.2 

Carter-Wallace 

0.7 

7.4 

7.8 

0.4 

2.0 

-32.6 

D-P 

660 

26 

4.0 

13.3 

Dial 

NA 

4.1 

NA 

4.4* 

-0.5 

NA 

NA 

1,412 

18 

1.3 

69.8 

Estee  Lauder  Cos 

NA 

21.9 

NA 

8.7 

8.1 

NA 

NA 

3.234 

167 

5.2 

2.5 

Fort  Howard 

NA 

22.3 

NE 

6.1 

4.0 

NM 

D-P 

1,612 

127 

7.9 

201.4 

Kimberly-Clark 

NA 

5.5 

5.7 

3.4* 

-1.7 

NA 

-82.0 

13,268 

215 

1.6 

27.3 

Paragon  Trade  Brands 

NA 

10.7 

9.6 

12.9 

9.1 

NA 

D-P 

573 

19 

3.3 

19.4 

Revlon 

NA 

11.6 

NE 

6.2* 

12.7 

NA 

NA 

2,111 

-3 

def 

158.2 

Medians 

13.0 

12.9 

15.6 

6.2 

5.3 

7.9 

16.9 

2,172 

136 

6.0 

27.0 

Apparel  &  shoes 

Jones  Apparel  Group 

34.1 

23.8 

23.8 

22.4 

29.1 

21.4 

23.3 

947 

77 

8.1 

3.7 

Nine  West  Group 

25.7* 

9.8 

16.6 

26.1 

45.5 

-12.2* 

-1.3 

1,566 

58 

3.7 

59.6 

NIKE 

24.4 

27.8 

27.2 

14.7 

37.1 

12.1 

33.0 

7,138 

614 

8.6 

3.9 

Reebok  International 

21.0 

12.2 

13.5 

8.6 

0.1 

8.7 

-37.1 

3,442 

120 

3.5 

69.4 

Cygne  Designs 

15.9 

def 

def 

73.7 

-24.0 

NM 

D-D 

439 

-116 

def 

8.0 

Warnaco  Group 

15.2 

def 

def 

11.2 

13.0 

NM 

P-D 

992 

-23 

def 

35.5 

Liz  Claiborne 

14.2 

14.5 

14.8 

3.4 

3.7 

-13.1 

69.2 

2,176 

148 

6.8 

0.1 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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the 
Guardian 


make  sure 
there  are 

no  holes  in 
your  • 


The  Guardian  Life 
Insurance  Company  of 
America  offers  today's 
intelligent  financial  tools. 

It  takes  the  right  financial  tools  to  make  sure  your 
financial  plan  meets  all  the  goals  you've  set  for 
your  family's  security.  Today,  some  of  the  most 
intelligent  tools  to  do  the  job  are  offered  by 
The  Guardian,  including  outstanding  life  insurance 
products  and  disability  income  insurance. 

*The  Park  Avenue  Portfolio  family  of  mutual 
funds  or  The  Guardian  Investor  variable 
annuity,  offered  through  Guardian  Investor 
Services  Corporation,  can  also  play  an  important 
role  in  your  family's  financial  future.  Ask  for  a 
fund  prospectus  for  any  mutual  fund  investment 
which  contains  more  complete  information 
including  charges,  fees  and  expenses.  Read  it 
carefully  before  investing  or  sending  money. 

In  fact,  The  Guardian  should  be  the  centerpiece 
of  your  personal  financial  planning  for  three 
good  reasons.  First,  because  The  Guardian  has 
been  helping  families  financially  for  over  136 
years.  Second,  because  The  Guardian  offers  a 
comprehensive  range  of  insurance  policies  that 
provide  tax  advantages  with  minimum  risk. 
*And  third,  because  The  Guardian,  through 
Guardian  Investor  Services  Corporation,**  offers 
attractive  investments  along  with  various  options. 

Here's  an  important  bit 
of  information. 

Standing  behind  all  Guardian  products  is  one 
of  the  strongest  financial  companies  in  America.** 
Every  year,  year  after  year,  The  Guardian  Life 
Insurance  Company  of  America  has  received 
excellent  ratings  from  the  leading  independent 
ratings  services.*** 

Call  1-800-662-1006  now  and  learn  why 
The  Guardian  is  The  Intelligent  Choice  for  Life 
Insurance,  Group  Insurance,  Reinsurance, 
Disability  Income  Insurance,  Equity  Products* 
or  Group  Pensions. 


^  The  Guardiarr 


The  Intelligent  Choice" 

Since  1860 


'Equity  products  are  offered  through  Guardian  Investor  Services 
Corporation*  an  indirect  wholly-owned  subsidiary  of  The  Guardian  Life 
Insurance  Company  of  America.  Member  NASD.  SIPC. 
"Financial  information  for  The  Guardian  Lile  Insurance  Company  of 
America  as  of  12/31/95:  Admitted  Assets  =  $10,961  billion;  Liabilities  = 
$9,846  billion  (includes  $7  585  billion  in  reserves);  Surplus  =  $1.1 15  billion 
***As  of  October  1996,  the  ratings  received  were  Standard  &  Poor's:  AAA; 
Duff  &  Phelps:  AAA;  and  A.M.  Best:  A*+.  These  ratings  reflect  The  Guardian 
Life  Insurance  Company  of  America's  financial  stability  and  claims-paying 
ability,  not  the  safety  or  the  performance  o'  any  variable  account. 
©1996  The  Guardian  Life  Insurance  Company  of  America 
201  Park  Avenue  South,  New  York,  NY  10003 


all  13%  sales  force  increase  worldwide, 
to  2.2  million,  pushed  sales  up  5%,  to 
$4.7  billion. 

For  consumers,  value  isn't  just 
about  price — it's  about  perception. 
Thus  Clorox  added  a  floral  scent  to 
its  basic  bleach  line  last  year.  That 
helped  increase  overall  sales  13%,  to  $2.3  billion. 

Gillette,  which  knows  the  value  of  a  strong  brand 
name,  is  adding  an  equally  famous  name  with  its  $7  bil- 
lion Duracell  acquisition.  Expanding  Duracell's  distribu- 
tion and  cutting  manufacturing  costs  should  boost 
Gillette's  earnings  per  share  18%  next  year,  to  $2.60,  says 
Salomon  Brothers  analyst  Diana  Temple. 

Despite  weak  international  sales  and  few  good  movie 
licensing  deals,  toymakers  prospered  last  year  by  relying  on 
strong,  time-tested  brands.  For  Mattel,  Barbie  sales — 
helped  by  new  iterations  such  as  Gymnast  Barbie — were  up 
18%,  to  $1.6  billion,  says  Gerard  Klauer  Mattison  analyst 
Sean  McGowan.  Barbie's  shapely  65%  profit  margin  should 
help  push  Mattel  earnings  per  share  up  16%  for  1996. 


Hopes  arc  high  this  year  for  toy 
licensing  deals  tied  to  late- 1996  film 
releases,  like  the  Toy  Story  video  for 
Hasbro  and  10 1  Dalmatians  for 
Mattel.  Hasbro  is  primed  for  a  licens- 
ing bonanza  with  sequels  to  Jurassic 
Park  and  Batman  and  the  re-release 
of  Star  Wars  hitting  theaters  this  year. 

There's  one  example  where  the  time  and  value  advan- 
tage for  consumers  has  been  eroded:  Polaroid.  With  the 
proliferation  of  one-hour  photo  shops  that  give  superior 
image  quality,  who  needs  an  instant  photo?  Despite  new 
management  and  marketing,  sales  weren't  up  even  2%,  to 
$2.3  billion,  on  a  $109  million  loss. 

Other  weak  spots?  Commodity  items  like  textiles  are  at 
a  disadvantage  in  a  world  where  brand  names  are  hot. 
Although  many  makers  of  denim  jeans  coined  cash,  Cone 
Mills — which  makes  denim,  the  undifferentiated  raw 
material — lost  $3  million  on  $808  million  in  sales,  a  10% 
drop.  The  textile  people  should  figure  out  how  to  get 
themselves  some  hot  buttons.  K 


With  the  proliferation  of 
one-hour  photo  shops  that 
give  superior  image  quality, 
who  needs  an  instant  photo? 


Consumer 

■         ■  ■ 

Profitability 

Growth 

Sales 

income 

margin 

capital 

nondurables 

Sales 

Return  on  capital 

Earnings  per  share 

Return  on 

equity 

5-year 

latest 

latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

Company 

average 

12  mos 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

latest 

% 

% 

% 

% 

% 

% 

VF 

12.2 

8.5 

9.9 

15.3 

-1.0 

12.5 

-32.4 

5,031 

181 

3.6 

20.7 

Russell 

9.4 

8.4 

10.8 

10.1 

2.6 

NM 

6.0 

1,187 

69 

5.8 

28.6 

Phillips-Van  Heusen 

9.4 

5.0 

5.3 

12.3 

-5.0 

6.5 

134.8 

1,362 

15 

1.1 

46.1 

Tlmberland 

8.3 

6.0 

6.8 

31.2 

-2.3 

NM 

D-P 

645 

10 

1.5 

55.1 

Oxford  Industries 

8.2 

4.0 

4.1 

6.2 

-4.9 

NM 

-10.1 

648 

5 

0.8 

25.3 

Kellwood 

7.5 

7.4 

8.7 

13.0 

0.2 

NM 

219.0 

1,456 

29 

2.0 

24.0 

Tultex 

6.2 

6.1 

6.3 

13.1 

6.8 

-24.7 

15.2 

621 

13 

2.0 

56.5 

Fruit  of  the  Loom 

5.2 

def 

def 

11.0 

-4.2 

NM 

P-D 

2,375 

-200 

def 

55.6 

Hartmarx 

def 

11.0 

15.2 

-15.4 

-5.8 

NM 

500.0+ 

594 

22 

3.7 

50.4 

Medians 

10.8 

7.9 

9.3 

12.7 

0.1 

NM 

10.6 

1,275 

26 

2.8 

32.0 

Textiles 

Unifi 

13.0 

12.6 

16.1 

11.0 

3.0 

NM 

0.0 

1,631 

96 

5.9 

22.4 

Cone  Mills 

9.8 

1.5 

def 

8.8 

-9.9 

NM 

P-D 

808 

-3 

def 

35.8 

Guilford  Mills 

9.8 

9.7 

12.6 

9.1 

6.1 

15.0 

-1.2 

830 

34 

4.1 

42.4 

Interface 

6.2 

6.5 

8.7 

5.8 

15.9 

NM 

9.9 

922 

23 

2.5 

56.0 

Burlington  Industries 

6.0 

4.5 

7.0 

2.5 

-1.2 

-14.6t 

-37.1 

2,182 

42 

1.9 

56.6 

Delta  Woodside  Inds 

def 

def 

def 

-1.5 

1.1 

NM 

P-D 

604 

-62 

def 

52.8 

Dixie  Yarns 

def 

def 

def 

6.4 

-9.7 

NM 

D-D 

625 

-45 

def 

47.2 

WestPoint  Stevens 

def 

16.6 

NE 

2.8 

2.4 

NA 

D-P 

1,692 

54 

3.2 

145.6 

Medians 

6.1 

5.5 

1.9 

6.1 

1.7 

NM 

-19.2 

876 

29 

2.2 

50.0 

Photography  &  toys 

Mattel 

23.0t 

22.7 

29.2 

18.2 

6.7 

18.4 

33.5 

3,751 

376 

10.0 

21.3 

Eastman  Kodak 

17.8t 

24.1 

27.9 

-2.0 

7.4 

22.3t 

12.8 

15,746 

1,399 

8.9 

10.2 

Hasbro 

12.6 

11.5 

12.1 

11.8 

5.2 

15.6 

27.9 

2,919 

186 

6.4 

8.7 

Polaroid 

6.5 

def 

def 

2.9 

1.7 

NM 

P-D 

'  2,287 

-109 

def 

29.4 

Tyco  Toys 

def 

def 

def 

9.1 

-4.5 

NM 

D-D 

708 

-19 

def 

29.9 

Medians 

12.6 

11.5 

12.1 

9.1 

5.2 

15.6 

12.8 

2,919 

186 

6.4 

21.3 

Industry  medians 

12.2 

9.8 

9.9 

8.6 

3.0 

-14.6 

11.4 

1,590 

54 

3.7 

29.9 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P4>:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average, 
t Three-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Pam  Voth.  Your  top  controller.  Financial  genius.  Great  analyst. 
Swamped  by  endless  stacks  of  reports. 

Tm  dro\A®J[ig." 


Elevating  your 
finance  function 
takes  strategic  focus  - 
one  that  is  tied  to  your  overall  corporate  strategy. 

But  how  can  your  people  work  more  strategically? 
With  Arthur  Andersen. 

No  other  business  advisors  have  more  years  of 
practice  and  proficiency  with  the  industry's  pioneering 
tool:  the  Global  Best  Practices*1  knowledge  base. 
Nothing  else  is  as  in-depth  or  insightful. 

Using  it,  Arthur  Andersen  business  advisors  will 
help  your  people  redefine  and  refocus  the  finance 
function,  giving  it  more  relevance  and  a  new  vitality. 


Opening  their  eyes  to  new  ideas  will 
encourage  innovation  and  creativity  -  as  well 
as  enhance  your  company's  performance. 
Find  out  how.  Call  1-800-313-3209  or  visit  our 
Web  site  at  http://umw.arthumndcrsen.com/gbp. 

Global  Best  Practices™ 

Putting  Insight  Into  Practice™ 


.Arthur 
Andersen 


©1996  Arthur  Andersen,  Andersen  Worldwide  SC.  All  rights  reserved. 


ELECTRIC  UTILITIES 

To  clear  the  way  for  a  more  competitive  market  in  electricity, 

some  states  are  compensating  local  utilities  for  uncompetitive  assets. 


By  Toni  Mack 

This  will  be  a  showdown  year  in  Congress 
over  electricity  deregulation.  A  bill  introduced 
by  U.S.  Representative  Dan  Schaefer  of  Col 
orado  orders  states  to  open  their  electricity  markets 
to  full  competition  by  Dec.  15,  2000.  Low-cost  util 
ities  like  lg&e  Energy,  Cinergy  and  PacifiCorp  welcome 
the  prospect  and  are  pushing  hard  for  it. 

But  don't  expect  the  high-cost  utilities  to  succumb 
without  extracting  compensation:  Last  year,  bowing  to 
threats  of  utility  job  losses  and  even  bankruptcies,  Cali- 
fornia and  Pennsylvania  legislators  agreed  to  bail  utilities 
out  of  nuclear  power  plants  and  other  high-cost  assets  so 


that  they  would  have  a  better  chance  of 
competing  in  the  new,  open  markets. 
California,  for  example,  will  issue  $5  billion  in 
tax-exempt  bonds  this  year  to  compensate  Pacific 
Gas  &  Electric,  Edison  International  and  other  local 
utilities  for  such  uncompetitive  assets.  The  bonds  will  be 
repaid  from  a  ten-year  surcharge  on  electricity  customers' 
bills.  Pennsylvania  passed  a  similar  bill  that  will  benefit 
PECO  Energy  and  others.  New  York,  Illinois  and  Michigan 
are  considering  compensation  plans  to  help  companies  like 
Consolidated  Edison,  Unicom  and  DTE  Energy. 

Without  such  compensation  these  high-cost  utilities 


Electric 
utilities 

Company 

Profitability 

Growth 

Net 
income 

Profit 
margin 

Debt/ 
capital 

Return  on  capital 

Return  on 
equity 

5-year     latest  latest 
average    12  mos     12  mos 

%      '   %  % 

Sales 

5-year  latest 
average     12  mos 

%  % 

Earnings  per  share 

5-year  latest 
average    12  mos 

%  % 

1 

latest 
12  mo 
$mil 

s 

latest 
12  mo 

% 

s 

Northeast 

Consolidated  Edison 
Commonwealth  Energy 
Pub  Svc  Enterprise 
GPU 

New  England  Electric 

8.0          7.1  12.3 
7.4          8.8  15.7 
7.0          6.3  11.7 
6.9          5.8  9.7 
6.9          6.8  12.9 

2.8  6.0 
3.3  9.9 

5.2  0.9 

4.3  5.6 
3.6  3.8 

5.7  -2.4 
21.5  36.5 

6.8  -0.4 
NM  -34.9 

-2.8  9.4 

6,856 
999 
6,024 
3,924 
2,335 

687 
63 
637 
287 
211 

10.0 
6.3 

10.6 
7.3 
9.0 

32.6 
37.6 
33.3 
36.5 
37.4 

Allegheny  Power 
Delmarva  Power  &  Lt 
PECO  Energy 
Boston  Edison 
Atlantic  Energy 

6.7          6.0  10.5 
6.6          6.2  11.4 
6.5          5.8  11.0 
6.5          6.5  11.2 
6.4          5.2  8.5 

2.7  -9.2 
4.6  10.5 
1.9  6.2 
5.3  1.6 

5.8  4.9 

1.8  -4.6 
18.5  -2.3 

NM  -16.7 

5.9  -6.9 
NM  14.9 

2,339 
1,076 
4,314 
1,645 
976 

224 
114 
519 
127 
69 

9.6 
10.6 
12.0 
7.7 
7.1 

39.1 
33.7 
32.7 
36.9 
38.1 

American  Water  Work 
Orange  &  Rockland 
Baltimore  G&E 
Northeast  Utilities 
PP&L  Resources 

6.4          6.0  8.6 
6.3          5.9  10.9 
6.2          6.6  11.5 
6.2          4.0  5.9 
6.1          6.1  13.3 

7.0  10.2 
10.4  -8.9 
5.8  11.5 
8.2  4.6 
0.5  8.7 

5.8  -1.1 
-3.9  21.3 
11.8  10.6 
NM  -50.2 
NM  50.0 

873 
955 
3,145 
3,836 
2,906 

98 
44 
365 
142 
346 

11.3 
4.6 

11.6 
3.7 

11.9 

47.5 
36.1 
36.4 
42.8 
35.3 

Long  Island  Lighting 
Rochester  G&E 
New  York  State  E&G 
Niagara  Mohawk  Pwr 
Potomac  Electric 
Central  Maine  Power 

6.0          5.6  10.5 
6.0          5.4  8.8 
5.9          5.7  9.8 
5.7          4.3  5.0 
5.7          6.0  11.7 
4.3          4.8  8.3 

5.3  6.3 
4.5  6.1 
6.3  3.6 
5.2  0.4 
5.1  0.7 
3.0  5.6 

-1.0  12.5 
NM  -26.9 
NM  -70 
21.1  22.5 
-12.2  166.7 
-12.7  D-P 

3,163 
1,050 
2,061 
3,986 
1,957 
952 

313 
75 
184 
164 
235 
50 

9.9 
7.1 
8.9 
4.1 
12.0 
5.3 

44.0 
33.7 
34.0 
43.4 
46.6 
34  8 

Medians 

6.4         6.0  10.9 

5.1  5.6 

-2.8  -0.4 

2,335 

184 

9.0 

36.5 

North  central 

DPL 

Wisconsin  Energy 
Union  Electric 
Nipsco  Industries 
WPL  Holdings 

8.3          8.0  15.5 
7.6          7.5  12.0 
7.2          6.9  13.1 
7.2          7.6  15.8 
7.1          7.5  12.1 

6.1  3.4 

4.2  1.7 
0.5  8.0 
2.7  5.0 
6.5  13.9 

4.0  5.0 
NM  -6.0 
1.0  3.8 
8.7  7.1 
-3.4  18.8 

.  1,275 
1,764 
2,248 
1,766 
901 

170 
223 
316 
177 
72 

13.4 
12.7 
14.1 
10.0 
8.0 

37.1 
34.6 
29.6 
37.7 
30.8 

DTE  Energy 
No  States  Power 
Western  Resources 

7.1          5.1  8.9 
6.9          6.6  11.9 
6.7          5.5  10.6 

NM  1.5 

•  4.7  2.9 
8.2  26.4 

-5.1  -27.2 
6.0  -6.4 
6.9  44 

3,625 
2,597 
1,939 

306 
254 
183 

8.4 
9.8 
9.4 

39.7 
33.4 
31.4 

D-D;  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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New  from  Prudential  Securities 


Now,  No- Load 
Doesn't  Have  to  A/lean 
No  Financial  Advisor 

Introducing  PruChoiceSM — A  Powerful  Combination  of  Choice  and  Advice 


PruChoice 

Choose  from  today's 
popular  fund  families 


AIM 

Alliance  Capital 
Berger 

Cohen  &  Steers 
Dreyfus 

Franklin/Templeton 

Founders 

Hotchkis  &  Wiley 

INVESCO 

IAI 

Janus 

Lazard  Freres 
Lexington 
MFS 
Midas 

Montgomery 

Neuberger  &  Berman 

Oakmark 

PBHG 

Prudential 

Putnam 

Robertson  Stephens 
Royce 
Scudder 
Stein  Roe 
Strong 

Twentieth  Century 
Van  Wagoner 
Warburg  Pincus 


The  freedom  to  make  choices  is  key  to  successful  investing.  But  sometimes  you  might 
also  need  the  help  of  a  professional.  And  that's  what  PruChoiceSM  offers  you — the 
ability  to  choose  from  more  than  200  mutual  funds  and  the  expertise  of  a  Prudential 
Securities  Financial  Advisor.  All  without  any  sales  charges  or  loads. 


It's  as  easy  as... 

I Your  advisor  review. 
After  completing  the  PruChoice 
Investment  Planning  Questionnaire, 
you  and  your  Financial  Advisor  will 
discuss  your  investment  objectives,  time 
horizon,  income  needs 
and  risk  tolerance.  Then, 
using  a  customized  asset 
allocation  prepared  just 
for  you,  you'll  work 
together  to  map  out  a 
mutual  fund  strategy  best 
suited  to  your  needs. 

2 Zero  in  on  your  choice  of 
more  than  200  funds  and 
pay  no  sales  charges. 

PruChoice  makes  it  easy  to  select  the  right 
mutual  funds  by  focusing  your  choices  on  a 
select  menu  of  today's  most  popular  funds. 
Prudential  Investments  hand  picks  each 
fund  for  overall  quality  and  performance 
history  and  is  waiving  sales  charges  for 
load  funds  in  the  program. 


3 Stay  up  to  date  with 
regular  reports.  PruChoice 
helps  you  keep  a  close  eye  on  your 
portfolio  so  you'll  always  know  when  adjust- 
ments are  needed.  A  Quarterly  Account 
Monitor  gives  you  a  compre- 
hensive look  at 
your  investment 
performance,  a 
detailed  record  of 
account  activity, 
and  timely  market 
commentaries.  And 
a  handy  Cost  Basis  Report  helps  simplify 
your  paperwork  at  tax  time. 

Enjoy  your  freedom.  PruChoice  is 
everything  you  need  to  build  a  rock-solid 
mutual  fund  investment  plan — objective 
financial  guidance,  access  to  hundreds 
of  popular  mutual  funds,  and  an  easy  way  to 
track  your  performance — all  in  one  place. 
And  all  for  one  low  annual  program  fee  of 
1.25%  of  assets*  Call  Prudential  Securities 
today  for  a  free  PruChoice  information  kit. 

1-800-654-5454  ext.  700 

http://www.prudential.com 


MB  Prudential 


Securities 


For  more  complete  information  about  any  fund  avoiloble  through  PruChoice^  including  charges  and  expenses,  obtain  a  prospectus  by  calling  the  number  above  for  a  Prudential  Securities  branch  nearest  you.  Please  read 
the  fund's  prospectus  carefully  before  you  invest  or  send  money.  *12H  fees  may  apply.  ©1 1/96  Prudential  Securities  Incorporated.  Member  SIPC. 


lining 


would  find  it  difficult  to  compete  in  an  open  environment. 

With  competition  looming  you  can  expect  more  merg- 
ers between  power  companies  and  natural  gas  outfits, 
such  as  Duke  Power's  agreement  to  pay  nearly  $8  billion 
for  PanEnergy  and  Enron's  planned  $2.3  billion  merger 
with  Portland  General.  Explains  Duke  Chairman  William 
Grigg:  "Customers  are  demanding  total  energy  services." 


In  this  connection  Morgan  Stanley  utilities  analyst  Kit 
Konolige  cites  Southern  Co.,  Pacific  Gas,  PacifiCorp,  Cin- 
ergy and  Entergy  as  likely  buyers  of  gas  companies. 

Whether  the  pace  of  competition  will  slow  or  gather 
speed  rests  on  Congress  in  1997.  "All  eyes  will  be  on 
Washington,"  predicts  Roger  Hale,  chairman  of 
Louisville,  Ky.'s  LG&E  Energy.  M 


Electric 
uiiiiiies 

Profitability 

Growth 

ESS 

Net 
income 

Profit 
margin 

Debt/ 
capital 

Return  on 

capital 

Sales 

Earnings 

per  share 

Return  on 

equity 

5-year 

latest 

latest 

5-year 

latest 

5-year 

latest 

latest 

lates 

latest 

average 

12  mos 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  m 

12  mos 

latest 

Company 

% 

% 

% 

% 

% 

% 

%  . 

$mil 

% 

% 

Cipsco 

6.7 

6.2 

11.2 

4.5 

4.1 

3.2 

-12.2 

873 

73 

8.4 

27.2 

IES  Industries 

6.6 

5.5 

9.2 

6.6 

9.0 

NM 

-12.4 

904 

57 

6.3 

42.3 

American  Electric 

6.4 

6.8 

13.5 

2.2 

5.4 

NM 

15.9 

586 

10.1 

37.2 

Cinergy 

6.3 

7.3 

13.4 

3.6 

7.2 

NM 

34.0 

3,151 

341 

10.8 

36.9 

DQE 

6.1 

6.6 

13.4 

1.3 

0.3 

7.3 

5.0 

1,221 

177 

14.5 

37.2 

Kansas  City  P&L 

5.8 

5.7 

12.0 

1.8 

3.8 

4.0 

-6.5 

907 

112 

12.3 

32.6 

MidAmerican  Energy 

5.8 

5.6 

10.5 

4.6 

4.7 

NM 

11.3 

1,758 

138 

7.9 

38.5 

Ohio  Edison 

5.5 

6.4 

13.3 

1.6 

2.5 

5.1 

2.9 

2,475 

318 

12.9 

36.5 

CMS  Energy 

c  o 
D7 

1.3 

i  a  n 
14. y 

6.1 

13.0 

NM 

C  0 
3.0 

4,219 

234 

5.D 

51.7 

Unicom 

4.9 

5.6 

10.8 

3.6 

1.3 

53.8 

-8.8 

6,881 

627 

9.1 

34.8 

lllinova 

4.3 

5.8 

11.0 

2.4 

2.0 

NM 

^4.3 

1^656 

174 

10.5 

34.2 

Centerior  Energy 

3.4 

4.7 

6.5 

NM 

0.7 

-5.1 

-43.1 

2,523 

128 

5.1 

43.2 

Medians 

6.5 

6.5 

12.0 

3.6 

3.9 

-1.2 

3.4 

1,853 

180 

9.9 

36.7 

Southeast 

TECO  Energy 

7.9 

8.7 

15.7 

5.1 

4.0 

4.2 

14.4 

1,438 

195 

13.6 

35.0 

Duke  Power 

7.7 

7.5 

13.8 

5.2 

2.8 

6.1 

-0.9 

4,707 

704 

15.0 

30.5 

Southern  Co 

7.4 

6.3 

13.1 

2.4 

15.8 

9.2 

1.2 

lo'l79 

1,148 

11.3 

29.7 

Carolina  Power  &  Lt 

6.9 

6.7 

14.2 

2.7 

3.3 

5.3 

9.4 

3^022 

377 

12.5 

33.9 

FPL  Group 

6.6 

7.5 

13.0 

-1.3 

8.0 

17.5* 

3.2 

5,963 

569 

9.5 

32.0 

LG&E  Energy 

6.6 

6.5 

11.0 

11.8 

182.4 

3.8 

-15.0 

2,987 

8( 

2.9 

34.8 

Scana 

6.5 

7.5 

13.5 

4.1 

9.2 

-4.9 

29.5 

1,471 

211 

14.3 

39.0 

Florida  Progress 

6.5 

6.9 

10.9 

9.3 

4.1 

3.1 

-6.4 

3,114 

226 

7.3 

38.7 

Dominion  Resources 

6.5 

5.9 

9.4 

6.0 

5.7 

-2.4 

3.3 

4,782 

447 

9.4 

39.0 

Medians 

6.6 

6.9 

13.1 

5.1 

5.7 

4.2 

3.2 

3,114 

377 

1 1.3 

34.8 

South  central 

Houston  Industries 

8.3 

5.6 

9.0 

NM 

7.1 

19.6 

-66.6 

3,926 

372 

9.5 

31.0 

Southwestern  PS 

8.3 

7.7 

14.3 

4.2 

7.8 

NM 

-10.0 

899 

106 

11.8 

36.0 

Oklahoma  G&E 

7.1 

7.3 

13.7 

1.3 

4.6 

NM 

4.6 

1  ,ODU 

131 

9.6 

34.3 

Central  &  So  West 

6.6 

6.7 

12.9 

6.4 

53.2 

NM 

0.9 

5,299 

432 

8.2 

39.6 

Entergy 

5.6 

4.7 

5.9 

10.6 

16.6 

-6.5 

-17.6 

7,020 

385 

5.5 

40.1 

Texas  Utilities 

4.0 

6.8 

13.4 

4.7 

13.5 

NM 

D-P 

6,350 

766 

12.1 

45.1 

Medians 

6.9 

6.8 

13.2 

4.5 

10.7 

NM 

^.5 

4,613 

379 

9.6 

37.8 

Enova 

7.7 

8.3 

15.4 

1.8 

0.4 

NM 

5.2 

1,913 

235 

12.3 

38.5 

Public  Service  Colo 

7.5 

7.4 

13.1 

4.3 

-0.7 

1.5 

4.5 

2,107 

189 

9.0 

36.2 

Pacific  G&E 

7.4 

5.6 

9.1 

0.9 

-8.8 

4.8 

-30.3 

9,137 

833 

91 

36.6 

Puget  Sound  P&L 

6.9 

6.2 

10.1 

5.6 

-1.1 

-4.6 

2.2 

1,172 

133 

11.4 

33.0 

Edison  International 

6.4 

6.0 

11.6 

3.1 

0.1 

-2.0 

1.8 

8.401 

738 

8.8 

36.6 

Montana  Power 

6.3 

4.8 

6.6 

2.6 

-2.7 

-9.6 

-34.1 

948 

72 

7.6 

29.2 

PacifiCorp 

6.0 

6.9 

12.6 

-2.5 

17.9 

NM 

-1.2 

4,009 

500 

12.5 

44.2 

Pinnacle  West 

5.8 

6.2 

12.5 

1.9 

7.4 

9.1t 

7.6 

1,785 

236 

13.2 

37.3 

Portland  General 

5.4 

7.4 

15.6 

2.9 

11.3 

^l.9t 

102.2 

'1,076 

140 

13.0 

34.2 

Hawaiian  Electric 

5.3 

5.5 

7.9 

4.7 

7.1 

NM 

-14.7 

1,374 

73 

5.3 

39.2 

Public  Service  NM 

3.8 

6.1 

9.2 

NM 

0.4 

NM 

20.2 

841 

65 

7.7 

44.1 

Medians 

6.3 

6.2 

11.6 

2.6 

0.4 

^.9 

1.8 

1,785 

189 

9.1 

36.6 

Industry  medians 

6.5 

6.2 

11.6 

4.2 

4.9 

-2.8 

1.8 

2,248 

211 

9.6 

36.5 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

^t.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average, 
t Three-year  average.   For  further  explanation,  see  page  93. 

,  j  Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Active  partnership  is  powered  by  the  attention  to  our  customers'  present  and  future  needs  that 
cements  solid,  long-term  relationships.  By  anticipating  the  demands  of  tomorrow,  while  meeting  those  of  today, 
we  can  work  together  to  create  custom-tailored  risk  management  products  and  solutions  that  yield  superior  results  in 
areas  like  cost  management  and  customer  service.  As  a  member  of  The  Worldwide  Zurich  Insurance  Group, 
we  provide  extensive  financial  strength,  and  offer  long-term  active  partnership  to  you.  For  more  information. 


contact  your  agent  or  broker,  or  call  1-800-382-2150  today. 


it  \ur\D\  rtu/inc  7i  toiru  im<u  iDAMrc  norii  id 


ENERGY 


1997  will  prove  whether 
the  oil  industry's  current 
boom  is  for  real. 


By  Christopher  Palmeri 

The  energy  industry  is  on  its  feet  again.  From 
Wall  Street  to  the  tiny  communities  along 
Louisiana's  Gulf  Coast,  the  jobs  are  back. 
The  lavish  parties  are  back.  Companies  are 
focusing  on  growth  again.  "We  think  the  oil 
industry  has  turned  the  corner,"  says  Daniel 
Yergin,  president  of  Cambridge  Energy  Research 
Associates,  a  consultancy  based  in  Cambridge,  Mass. 
"Rising  demand  around  the  world  has  put  a  floor  under 
oil  prices." 

One  oil  service  company  titled  its  presentation  at 
Rauscher  Pierce  Refsnes'  annual  energy  conference:  "Why 


it's  different  this  time." 

Is  it  different?  In  a  way.  Cost-cutting  and 
new  technologies  are  contributing  a  great 
deal  to  the  bottom  line — and  these  influences 
are  likely  to  be  lasting.  Seismic  companies  now 
put  mainframe  computers  out  on  boats,  cutting  the 
time  it  takes  to  shoot  and  interpret  deepwater  data 
from  months  to  weeks.  New  synthetic  diamonds  have 
tripled  the  life  span  of  the  average  drill  bit.  Such  efficien- 
cies have  cut  the  cost  of  finding  oil  in  the  U.S.  by  one- 
third  in  the  last  four  years,  notes  Arthur  Andersen  in  its 
annual  reserve  disclosures  survey  of  oil  and  gas  companies. 


Energy 


Company 


Profitability 


Return  on  capital 


5-year 
average 

% 


Return  on 
equity 
latest 
12  mos 

% 


Growth 


Sales 


5-year 
average 

% 


Earnings  per  share 


5-year 
average 

% 


Profit  Debt/ 
margin  capital 


International  oils 

Exxon 

10.3 

11.2 

16.6 

NM 

3.4 

3.4 

0.2 

111,120 

6,695 

6.0 

11.4 

Royal  Dutch  Petroleum 

9.6 

11.5 

12.8 

3.3 

16.1 

7.1 

-2.3 

128,977 

5,300 

4.1 

8.0 

Mobil 

8.9 

13.0 

16.8 

2.1 

4.2 

4.2 

46.2 

67,603 

3,063 

4.5 

16.1 

Amoco 

8.6 

10.9 

14.6 

NM 

11.4 

5.9 

-1.1 

29,990 

2,170 

7.2 

18.1 

Texaco 

7.1 

9.5 

13.0 

-3.4 

17.6 

-12.2 

-9.8 

41,091 

1,258 

3.1 

28.7 

Chevron 

6.9 

8.4 

11.3 

-4.2 

12.4 

-8.9 

-12.9 

35,308 

1,725 

4.9 

14.5 

British  Petroleum 

6.6 

9.3 

13.2 

1.6 

12.9 

NM 

-9.1 

64,298 

2,447 

3.8 

22.3 

Medians 

8.6 

10.9 

13.2 

-3.4 

12.4 

3.4 

-2.3 

64,298 

2,447 

4.5 

16.1 

Other  energy 

Holly 

16.0 

16.6 

23.9 

6.1 

10.1 

22.4 

54.3 

675 

19 

2.9 

43.0 

Adams  Res  &  Energy 

13.3 

14.9 

23.3 

55.1 

85.7 

NM 

107.1 

1,310 

4 

0.3 

21.6 

Destec  Energy 

13.2 

5.0 

5.3  • 

12.2 

-11.5 

-10.4 

-31.4 

602 

40 

6.7 

0.0 

du  Pont  de  Nemours 

11.5 

22.3 

41.3 

NM 

1.4 

NM 

12.4 

37,133 

3,405 

9.2 

30.7 

Zeigler  Coal  Holding 

11.3 

0.8 

def 

24.8 

-5.1 

NM 

P-D 

749 

-11 

def 

73.3 

Tesoro  Petroleum 

10.1 

15.8 

20.1 

-2.6 

0.1 

NM 

-29.3 

963 

46 

4.7 

22.4 

Mapco 

8.6 

5.6 

9.2 

2.9 

-10.2 

-9.9 

-36.8 

2,850 

63 

2.2 

36.9 

Tosco 

8.6 

15.3 

22.2 

34.0 

25.1 

NM 

118.6 

9,027 

150 

1.7 

54.3 

Atlantic  Richfield 

8.5 

12.5 

24.1 

-2.9 

10.9 

NM 

22.0 

17,470 

1,631 

9.3 

34.5 

Union  Texas  Petrol 

8.2 

10.0 

32.2 

-7.8 

8.4 

NM 

44.4 

923 

135 

14.7 

41.4 

Phillips  Petroleum 

7.3 

18.3 

33.6 

NM 

12.6 

NM 

132.2 

14.705 

1,212 

8.2 

28.2 

Ashland 

7.2 

8.8 

13.1 

5.4 

8.6 

NM 

500.0+ 

'12,145 

211 

1.7 

46.5 

Oryx  Energy 

5.8 

13.4 

NE 

-11.7 

-4.8 

NM 

-33.5 

1,023 

112 

11.0 

80.6 

Valero  Energy 

5.5 

5.3 

6.0 

20.5 

54.5 

-24.4 

41.6 

4,231 

67 

1.6 

38.9 

Fina 

5.5 

6.4 

8.4 

-1.2 

6.5 

NM 

-36.3 

3,867 

99 

2.6 

25.2 

Unocal 

5.4 

10.0 

20.2 

-8.6 

19.1 

NM 

420.9 

8,507 

582 

6.8 

42.4 

Quaker  State 

5.4 

6.2 

6.5 

NM 

15.0 

NM 

-14.3 

1,152 

18 

1.6 

36.8 

D-D:  Deficit  to  defieit.  D-P:  Deficit  to  profit.  P-D:  Prof  it  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

.  Sources:  Forbes,-  Value  Line  via  OneSource  Information  Services. 
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The  oil  and  gas  industry  in  the  U.S.  employs  half  as 
many  people  as  it  did  a  decade  ago.  The  number  of  active 
oil  and  gas  rigs  worldwide  has  fallen  from  5,600  to 
around  1,700.  Yet  the  industry  pumps  out  more  oil 
worldwide  every  year  than  it  did  the  year  before. 

At  the  same  time  governments  across  the  globe  are 
stepping  over  themselves  to  lure  foreign  capital.  Great 
Britain  has  eliminated  its  petroleum  revenue  tax  on  new 
fields.  Even  Cuba  is  looking  to  open  its  waters  to  offshore 
drilling,  notes  C.  Russell  Luigs,  chairman  of  Global 
Marine,  an  offshore  drilling  contractor.  Luigs  says  it  with 
a  smile:  His  company's  average  rig  rates  have  increased 


approximately  50%  in  the  past  year. 

Conventional  wisdom  says  that  worldwide  supply  and 
demand  are  finally  in  balance.  With  the  exception  of  some 
Middle  Eastern  nations,  most  of  the  world  is  producing 
at  capacity. 

But  take  that  "this  time  it's  different"  thesis  with  a 
grain  of  salt.  Current  prices  of  $25  a  barrel  for  oil  and  $4 
per  thousand  cubic  feet  for  natural  gas  may  not  hold. 

If  they  do  not  hold,  some  companies  will  still  do  well. 
Look  for  ones  that  are  still  in  the  midst  of  a  restructuring 
and  can  achieve  further  savings.  Charles  Ober,  comanag- 
er  of  the  T.  Rowe  Price  New  Era  Fund,  likes  Mobil, 
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D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average, 
t Three-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Marathon  and  British  Petroleum.  Ashland,  which  is  in  the 
midst  of  a  restructuring,  is  another  one  to  watch. 

Ober  also  likes  companies  with  strong  production 
growth;  if  they  produce  more,  they  can  achieve  higher 
earnings,  even  if  prices  weaken  somewhat.  Ober  picks 
Royal  Dutch  Petroleum  and  Texaco. 

This  year  should  be  another  good  one  for  oil  service 
companies,  but  that  good  news  is  probably  already  fac- 


tored into  their  stock  prices. 

In  natural  gas,  "everything  is  in  play,"  notes  Jefferies  & 
Co.  natural  gas  analyst  Lawrence  Crowley.  Because  the 
electric  utilities  are  further  behind  in  the  deregulation 
learning  curve,  they  have  been  buying  natural  gas  distri- 
bution and  pipeline  companies.  Crowley  says  to  keep  an 
eye  on  Questar,  KN  Energy,  Consolidated  Natural  Gas  and 
Columbia  Gas  System  for  possible  merger  news.  ■■ 


Profit 

Debt/ 

margin 

capital 

1 

latest 

1  o 

Energy 


Company 


5-year 
average 

% 


Return  on 
equi 


5-year 
average 

% 


Earnings  per  share 


latest  5-year  latest 
12  mos     average    12  mos 





St.  ninalitiAvc 

«  pipenners 

Williams  Cos 

19.8 

6.9 

9.6 

4.9 

36.6 

61.0 

-78.2 

3,410 

334 

9.8 

45.5 

Sonat 

9.5 

7.2 

9.6 

6.5 

57.0 

18.8 

-31.3 

2,949 

142 

4.8 

32.2 

Enron 

8.5 

9.1 

19.7 

-8.7 

27.8 

17.9 

16.7 

11,790 

583 

4.9 

34.3 

ti  raso  Natural  uas 

7  K* 
/  .0 

A  9 

j.i 

A  7 

1 79  7 

—DO. j 

i,j40 

of 

1 .0 

98  0 

oo.y 

PanEnergy 

"7  K* 

Q  0 
0.0 

10.5 

1  J.U 

9n  d 

ICO* 

id. a 

ii.l 

C  900 

0.0 

99  1 

ii.l 

Tejas  Gas 

7.4 

9.2 

12.9 

32.9 

88.9 

23.3 

25.4 

1,737 

39 

2.3 

62.6 

Western  Gas  Resources 

5.5 

3.6 

0.0 

39.6 

49.1 

NM 

D-Z 

1,757 

10 

0.6 

45.7 

Coastal 

5.4 

6.8 

12.1 

1.8 

13.4 

NM 

33.3 

11,488 

319 

2.8 

46.8 

Mitchell  Energy 

4.3 

2.5 

4.1 

4.8 

-7.7 

-5.2 

-77.8 

970 

20 

2.1 

45.0 

1  ICV  rtaik: 

U.  3 

0  c 

1.0 

1  A 

1.4 

CQ  0 

biS.Z 

KIM 

1  1  9 
1 1Z.J 

L 

fi  9 

AO  A 

Medians 

7.5 

6.9 

9.6 

5.7 

42.9 

11.5 

-7.3 

2,648 

91 

2.5 

43.7 

uas  QisiriDuiors 

ft  Q 

i  n  ^ 

99 

*\  7 

J  1  J 

1R  9 
10.  c 

ou.U 

1  Q19 

I JU 

7  Q 

Al  Q 

HI  .J 

Nicor 

ft  ft 

1  1  A 
11.4 

1  Q  Q 

iy.y 

MM 

99  "3 

1  "3 
1.3 

AO  Q 

1  79/1 

1  XI 
10/ 

7  Q 

3^  n 

Washington  Gas  Light 

8.8 

9.8 

15.5 

5.8 

170 

8.7 

27.6 

970 

82 

8.4 

32.6 

Piedmont  Natural  Gas 

8.3 

8.4 

13.6 

8.5 

35.6 

9.6 

15.2 

685 

49 

7.1 

41.9 

Wicor 

8.3 

10.1 

14.2 

6.6 

19.4 

23.8 

33.7 

981 

49 

5.0 

28.7 

Laclede  Gas 

8.0 

8.8 

14.3 

3.6 

26.1 

6.0 

47.2 

545 

33 

6.0 

34.6 

Brooklyn  Union  Gas 

7.6 

8.4 

14.6 

6.8 

17.7 

11.4 

30.5 

1,432 

123 

8.6 

37.8 

Peoples  Energy 

7.5 

8.6 

16.1 

NM 

16.0 

4.1 

66.3 

1,199 

103 

8.6 

35.5 

UtiliCorp  United 

7.1 

6.3 

8.7 

10.4* 

41.3 

NM 

-22.5 

3,606 

85 

2.4 

49.5 

AGL  Resources 

7.0 

7.7 

13.5 

4.2 

14.8 

NM 

174.0 

1,220 

76 

6.2 

39.7 

Eastern  Enterprises 

6.6 

10.6 

17.2 

NM 

10.4 

7.6 

26.6 

1,017 

69 

6.8 

39.4 

UGI 

5.5 

5.6 

10.3 

14.1 

77.5 

NM 

395.8 

1,558 

40 

2.5 

48.0 

Southwest  Gas 

3.3 

1.1 

def 

-6.7 

-4.1 

NM 

P-D 

584 

-19 

def 

53.7 

Medians 

7.6 

8.6 

14.3 

5.7 

19.4 

6.0 

33.7 

1,199 

76 

6.8 

39.4 

Integrated  gas 

Questar 

8.8 

8.8 

12.7 

3.5 

4.7 

8.0 

92.4 

699 

94 

13.4 

27.5 

National  Fuel  Gas 

7.6 

8.3 

13.0 

5.8 

23.8 

8.5 

36.9 

1,208 

105 

8.7 

32.9 

KN  Energy 

7.1 

9.4 

13.4 

8.2 

25.0 

NM 

26.1 

1,298 

59 

4.6 

40.0 

Oneok 

7.0 

7.8 

13.4 

11.8 

28.9 

7.7 

111 

1,224 

53 

4.3 

35.8 

NorAm  Energy 

5.7 

7.7 

11.1 

3.1 

52.9 

NM 

83.3 

4,176 

91 

2.2 

46.8 

Equitable  Resources 

5.1 

2.2 

1.3 

19.8 

36.4 

NM 

-79.5 

1,823 

9 

0.5 

29.0 

Pacific  Enterprises 

4.9 

8.2 

15.0 

-20.7 

-3.1 

NM 

9.3 

2,385 

203 

8.5 

41.5 

Consol  Natural  Gas 

4.6 

8.9 

14.5 

4.9 

10.8 

-26.2 

500.0+ 

3,501 

298 

8.5 

31.0 

Enserch 

4.3 

2.7 

1.0 

-9.6 

3.3 

NM 

-92.0 

1,988 

18 

0.9 

40.7 

Columbia  Gas  System 

def 

def 

def 

2.9 

15.2 

NM 

P-D 

•  3,020 

-458 

def 

49.5 

NGC 

NA 

5.1 

5.1 

15.9 

57.2 

NA 

NA 

5,384 

36 

0.7 

42.2 

Union  Pacific  Res 

NA 

19.0 

NA 

8.2 

30.1 

NA 

NA 

1,731 

346 

20.0 

22.7 

Medians 

5.4 

8.0 

12.7 

5.3 

24.4 

NM 

24.1 

1,906 

75 

4.4 

37.9 

Industry  medians 

7.1 

8.4 

12.8 

3.3 

15.6 

NM 

23.1 

1,888 

97 

4.7 

36.9 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

^.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  D-Z:  Deficit  to  zero.  P-D: -Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful. 
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PEOPLE. 

PERFORMANCE 

PROFITS. 

Teamwork  increases  productivity. 


90%  of  American  workers  spend  at  least  part  of  their  day  in  a  team  situation, 
yet  only  about  half  received  any  formal  teamwork  training* 

30  proven  ways  to  increase  employee  performance. 

Our  practical  skills  development  elicits  quantifiable  results,  like: 

♦  Mutual  respect  to  enhance  teamwork 


In  the  past,  people  only  used  Dale  Carnegie  Training® 
for  public  speaking  or  sales  training.  That  was  then.  Today, 
our  proven  processes  develop  more  than  just  people,  they 
advance  companies. 

Our  training  improves  company  profitability  by 
strengthening  teamwork  to  increase  employee  productivity. 
We  instill  the  confidence  and  self-esteem  that  enables 
individuals  to  build  trust  in  themselves  for  enhanced 
leadership,  selling  and  interpersonal  skills. 

Because  the  motivation  is  intrinsic,  teams  turn  ideas  into 
actions,  productivity  rises  and  achievement  is  continuous. 
Everyone  wins...  your  employees  achieve  their  professional 
and  personal  best,  your  customers  get  better  service  and  your 
company  keeps  growing  stronger. 


Come  visit  our  Web  site  at  http://vvww.dale-carnegie.com 

"Based  on  national  surveys  conducted  by  Dale  Carnegie  Training. 
Copyrigh[©19%  Dale  Carnegie  &  Associates,  Inc.  All  rights  reserved. 


♦  Selling  Skills  to  build  relationships 

♦  Leadership  Skills  to  promote  accountability 

♦  Time  Management  to  increase  productivity 

♦  Effective  Communication  for  improved  relations 

With  Dale  Carnegie  Training,  there  is  nothing  between 
your  company  and  success.  Call  1-800-231-5800  ext.  202 

today  for  more  information. 


Dale  Carnegie® 
Training 


People.  Performance.  Profits. 


Is  that  fine  European  luxury  sedan  you  now  drive  nothing  more  than  a  dinosaur  on  four  wheels?  Impressive, 
Audi   'W^ith  the  world's  first  aluminum  space  frame,  an  aluminum  alloy  body  and  the  only  car  in  its  class  with  a  c 

sedan  to  a  place  it's  never  been.  A  place  where  lighter  is  stronger  and  safer  than  steel.  To  the  undeniable  luxi 
occupants.  Six  in  all,  a  world  first.  The  Audi  A8,  nothing  less  than  the  start  of  a  new  era:  Elegance  without  arrog 


Call  1-800-FOR-AUDI  for  more  about  the  Audi  A8  and  a  dealer  near  you  or  visit  us  at  http://www.audi.com.  "Audi"  and  the  four  rings  embl' 


But  an  overweight,  overwrought  relic  of  a  bygone  era,  nonetheless.  Introducing  the  sports-car-quick,  V8  powered 
o  -wheel  drive  or  front -wheel  drive,  Audi  -  with  Alcoa,  our  partner  in  this  visionary  leap  -  is  taking  the  elite  European  luxury 
ng  a  car  like  no  other  on  earth,  Audi  adds  countless  others.  Airbag  protection*  for  example,  for  both  front  and  rear 
•t\  illence  without  excess.  Class  without  mass.  Time,  in  other  words,  to  see  your  Audi  dealer. 

Audi 


-  —  —  

}red  trademarks  and  "A8"  is  a  trademark  of  Audi  AG.*Airbags  are  supplemental  restraints.  Always  wear  your  safety  belt.  ©1996  Audi  ot  America,  Inc. 


ENTERTAINMENT  &  INFORMATION 

There  was  a  lot  of  drama  in  the  media  business  last  year, 
but  not  as  much  profit  as  investors  would  have  wished. 


By  Peter  Newcomb 

We'll  begin  with  plot  summaries  of  last 
year's  high -volume  minidramas:  Long- 
time Viacom  Chief  Executive  Frank  Biondi 
was  sacked  by  Sumner  Redstone,  who  then 
used  legal  duress  to  prevent  Biondi  from  going  to 
work  for  Edgar  Bronfman's  MCA,  now  Universal 
Studios. 

Bronfman  and  Redstone  ultimately  shook  hands  on 
Biondi,  but  days  later  MCA  sued  Viacom  over  the  latter's 
plans  to  launch  a  new  cable  television  service. 

Time  Warner  completed  its  $9  billion  purchase  of 
Ted  Turner's  company  and  then  shut  rival  Rupert  Mur- 
doch's cable  news  channel  out  of  the  lucrative  New 
York  City  market,  where  Time  Warner  has  a  hammer- 
lock.  So  much  for  Ted  Turner's  commitment  to  free 
speech  and  free  competition.  And  then  there  was 


Michael  Ovitz's  fall  from  grace  at  Disney 
If  you  enjoy  celebrity  gossip,  all  this 
made  for  more  entertainment  than  some  of 
the  moguls'  scripts.  But  the  entertainment 
industry  as  a  whole  turned  in  a  duller  performance 
than  its  bickering  principals.  With  the  exception  of 
Disney  and  a  handful  of  radio  stocks,  media  and  enter- 
tainment stocks  badly  underperformed  the  market.  The 
biggest  losers  were  cable  stocks:  The  telecommunications 
bill  created  a  two-front  war  with  the  telephone  companies 
and  satellite  dish  programmers,  with  many  cable  stocks 
hitting  record  lows. 

Which  probably  means  it's  time  to  buy  cable  stocks. 
With  satellite  dish  sales  slowing  and  the  phone  companies 
years  away  from  competing  on  a  national  level  for  view- 
ers, look  for  cable  stocks  to  rebound.  Likely  winners: 
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NA 

2.5 

1.6 

14.5 

15.0 

NA 

-59.0 

2.614 

82 

3.1 

22.5 

Medians 

4.7 

4.3 

9.4 

14.3 

17.4 

NM 

26.8 

2,043 

100 

2.5 

47.3 

Movies 

Walt  Disney 

14.5 

13.5 

15.5 

22.6 

54.7 

14.0 

-24.6 

18,739 

1,214 

6.5 

28.9 

AMC  Entertainment 

11.8 

10.9 

13.8 

9.8 

12.1 

42.0t 

-52.8 

684 

23 

3.3 

60.1 

Seagram 

7.4 

3.2 

3.2 

12.7 

50.3 

-21.1 

-93.2 

11,232 

242 

2.2 

16.2 

Handleman 

5.8 

def 

def 

8.6 

-1.1 

NM 

P-D 

1,179 

-21 

def 

35.5 

Time  Warner  Cos 

2.7 

2.2 

def 

-10.6 

9.2 

NM 

D-D 

8,726 

-182 

def 

50.7 

Medians 

7.4 

3.2 

3.2 

9.8 

12.1 

-21.1 

-93.2 

8,726 

23 

2.2 

35.5 

Publishing 

Valassis  Commun 

43.2 

43.8 

NE 

NM 

9.8 

-57.8t 

8.7 

654 

22 

3.4 

340.4 

Reader's  Digest  Assn 

25.4 

10.9 

11.2 

5.4 

-2.5 

-10.0 

-75.7 

3,012 

61 

2.0 

0.0 

Marvel  Entertainment 

19.1 

def 

def 

61.3 

6.9 

NM 

P-D 

814 

-86 

def 

69.9 

Scholastic 

16.7 

8.7 

10.0 

16.5 

19.3 

14.1 

-31.0 

952 

28 

2.9 

47.4 

Gannett 

15.9 

17.0 

37.1 

3.4 

14.0 

10.2 

71.1 

4,456 

810 

18.2 

50.5 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page.93. 

Sources.-  Forbes;  Value  Line  via  OneSource  Information  Services. 
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UNLIMITED  PARTNERSHIP 


lis  III 


KEIKO  BHRARI)  FROM  BOEING  with  RANDY  CHAMBERS  FROM  ARAMARK. 


ARAMARK  RECOMMENDED 

A     PLAN     TO     USE     THEIR     UNIFORM  SERVICES 

A  WHOLE  LOT  LESS. 


"Here  at  Boeing  we're  always  trying  to  find  ways  to  improve.  You  might  say  it's  part  of  the  culture  around  here." 
Keiko  Berard  of  Boeing.  "Well,  ARAMARK  came  in  with  a  spirit  very  much  like  our  own.  They  spent  quite  a  hit  of  time 
talking  to  employees  about  their  uniforms.  And  the  solution  we  uncovered  together,  using  fewer  uniforms,  was  right  on 
target.  They  are  now  handed  out  as  they  are  needed.  Simple.  Smarter  than  lockers  full  of  more  uniforms  than  we'd  ever  need. 
But  you  know,  I  consider  Randy  and  everyone  at  ARAMARK  to  be  part  of  the  team.  It's  a  relationship  that's  matured 
over  the  years.  And  along  with  our  uniforms,  they  also  handle  our  dining  and  vending  services.  I've  come  to  realize  that 
they  take  on  our  goals  and  expectations  as  their  own."  Do  less.  You'll  only  hear  that  at  ARAMARK  after  we've  spent  more 
time  digging.  More  time  trying  new  ideas.  In  the  case  of  Boeing,  doing  less  was  right  for  Boeing.  And  Keiko  has  proof. 
"ARAMARK  reduced  inventory  40%.  Cut  costs  15%.  And  were  embraced  by  our  employees  100%."  /\J^/^^[/^J^[^ 

OF  COURSE  THERE'S  MORE  TO  TELL  ABOUT  UNLIMITED  PARTNERSHIP  PLEASE  CALL  1  -800-ARAM  ARK.  Managed  Services,  Managed  Better. 


I  H  K.-J  I  I  II  I  .  1  ■  IJI 


Tele  communications,  Inc.  and  Cox  Communications. 

Hollywood  bounced  back  from  its  flat  performance  of 
a  year  ago.  Box  office  receipts  topped  $5.5  billion  in 
1996,  driven  by  over  a  dozen  films  that  each  took  in  over 
$100  million.  But  it  was  a  hollow  victory.  "You  had 
record-breaking  box  office,  but  record-breaking  costs 
along  with  it,"  says  Harold  Vogel,  an  entertainment  ana- 
lyst with  Cowen  &  Co.  "You  don't  get  too  far  in  the 
profit  column." 

One  bright  light  for  1997:  Look  for  Seagram  to  out- 
perform. Its  beverage  business  is  solid,  and  its  Universal 
Studios  movie  unit  should  own  the  theaters  in  early 
summer  with  The  Lost  World,  Steven  Spielberg's  sequel  to 
the  $1  billion  blockbuster  Jurassic  Park. 

The  music  business  had  a  year  full  of  blues,  with  unit 
sales  up  only  slightly  over  the  previous  year.  Expect  more 


of  the  same.  Discounters  are  driving  the  big  record  retail- 
ers out  of  business.  Look  for  Musicland,  the  nation's 
biggest  music  retailer,  to  pull  out  all  the  stops  to  avoid 
bankruptcy.  And  until  manufacturers  can  figure  out  some 
way  to  lower  the  cost  of  the  $15  compact  disc  to  con- 
sumers, music  sales  will  stay  tepid. 

Publishing  stocks  experienced  a  nice  bump  last  year. 
Paper  costs  came  down  and  advertising  perked  up  a  bit. 
Most  publishing  stock  did  well,  although  Dow  lones  & 
Co.  was  held  back  by  its  troubled  Telerate  unit. 

But  hanging  over  the  publishing  industry  like  a  sharp- 
ened question  mark  is  the  Internet.  Will  consumers  aban- 
don the  printed  page  for  the  speed  and  diversity  of  cyber- 
space? A  lot  of  money  and  a  lot  of  thought  is  being 
devoted  to  the  question,  but  nobody  yet  has  come  up 
with  convincing  answers.  ttfll 


^T>T  it 

Entertainment 

A  infmrmaf  inn 

Profitability 

Growth 

income 

margin 

capital 

Return  on 

capital 

Return  on 

Sales 

Earnings 

per  share 

5-year 

latest 

equity 
latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mo 

s 

Company 

°L 

°L 

v. 

% 

% 

% 

% 

tmil 

°L 

■  ,  ■    ■  . 

Washington  Post 

14.6 

17.1 

17.6 

4  1 

\3.L 

U.J 

1 1 .0 

1,813 

208 

11.5 

,  

0.0 

Banta 

13.2 

10.5 

12.9 

12.2 

16.0 

24.3 

-4.5 

1,100 

50 

4.6 

24.8 

Tribune 

13.1 

16.5 

23.4 

NM 

6.7 

22.7* 

42.6 

2,391 

362 

15.2 

25.6 

Central  Newspapers 

12.8 

14.4 

15.3 

6.4 

10.4 

15.0 

17.0 

615 

55 

8.9 

1.0 

McGraw-Hill  Cos 

11.3 

15.7 

23.5 

9.6 

3.8 

7.0 

8.5 

2,993 

242 

8.1 

31.3 

Media  General 

11.1 

10.5 

18.5 

2.8 

13.6 

59.6t 

49.2 

766 

70 

9.2 

36.5 

American  Greetings 

11.0 

7.4 

8.2 

7.0 

6.1 

6.0 

-34.3 

2,038 

102 

5.0 

15.4 

Knight-Ridder 

10.9 

11.9 

19.9 

4.2 

3.9 

3.7 

22.7 

2,820 

223 

7.9 

39.2 

Dow  Jones 

9.8 

10.9 

11.9 

6.0 

8.2 

19.2 

1.0 

2,422 

190 

7.9 

ifi  k 

10. D 

RR  Donnelley  &  Sons 

9.7 

def 

def 

11.5 

12.6 

6.0 

P-D 

6,725 

-159 

def 

40.5 

AH  Belo 

9.2 

9.2 

18.7 

11.3 

11.9 

29.3 

10.1 

802 

78 

9.8 

32.3 

Harcourt  General 

9.2 

11.4 

20.1 

NM 

5.0 

15.6t 

19.2 

3,206 

188 

5.9 

45.0 

Meredith 

9.0 

15.0 

22.2 

4.1 

-3.5 

NM 

50.2 

860 

58 

6.7 

10.7 

News  Corp 

8.5 

5.2 

4.8 

4.4 

7.5 

23.8* 

-76.1 

10,512 

388 

3.7 

44.8 

New  York  Times 

5.8 

3.6 

4.1 

7.8 

8.1 

NM 

-54.7 

2,552 

65 

2.5 

26.0 

Harte-Hanks  Commun 

5.2 

10.6 

17.3 

5.4 

14.5 

NM 

-11.0 

615 

35 

5.7 

49.5 

World  Color  Press 

1.8 

6.2 

4.4 

14.1 

25.5 

NM 

-46.2 

1,507 

17 

1.2 

65.1 

K-lll  Communications 

deft 

4.3 

def 

10.7t 

23.3 

NM 

D-D 

1,280 

-8 

def 

76.9 

ACNielsen 

NA 

def 

def 

4.4* 

NA 

NA 

NA 

1,340 

-157 

def 

1.1 

Big  Flower  Press 

NA 

6.5 

1.0 

14.4 

19.8 

NA 

66.7 

1,112 

2 

0.2 

79.5 

Dun  &  Bradstreet 

NA 

NC 

NE 

NA 

NA 

NA 

NA 

2,188 

14 

0.6 

NC 

Hollinger  Intl 

NA 

3.6 

def 

19.9t 

23.9 

NM 

P-D 

1,090 

1 

0.1 

36.0 

EW  Scripps 

NA 

9.9 

11.5 

5.7 

6.7 

19.6 

44.3 

1,078 

102 

9.5 

2.8 

Times  Mirror 

NA 

def 

def 

2.0 

1.7 

NM 

D-D 

3,496 

-14 

def 

15.0 

Medians 

11.0 

9.9 

11.2 

5.8 

8.2 

6.2 

1.0 

1,507 

58 

4.6 

32.3 

Advertising 

Omnicom  Group 

19.4 

22.7 

29.4 

13.4 

18.8 

14.0 

22.5 

2,540 

164 

6.4 

37.8 

Interpublic  Group 

17.1 

17.2 

20.8 

8.1 

12.8 

6.7 

14.6 

2,333 

157 

6.7 

27.0 

ADVO 

14.6 

6.0 

2.1 

7.6 

-2.5 

-18.2 

-88.6 

986 

3 

0.3 

197.1 

Grey  Advertising 

10.0 

20.0 

17.6 

6.3 

11.5 

19.9 

D-P 

735 

27 

3.7 

17.3 

WPP  Group 

2.4 

3.8 

3.6 

4.9 

9.0 

NM 

500.0+ 

'2,562 

42 

1.7 

21.9 

Cordiant 

def 

def 

NE 

NM 

6.8 

NM 

D-D 

6,874 

-77 

def 

100.9 

Medians 

12.3 

11.6 

10.6 

6.9 

10.2 

-5.7 

18.6 

2,437 

35 

2.7 

32.4 

Industry  medians 

10.1 

8.0 

10.0 

7.6 

10.9 

6.0 

-4.5 

1,926 

57 

3.3 

35.8 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D;  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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GET  LEADERSHIP  PERSPECTIVE 
ON  COMMUNICATIONS  CHANCE 


AND  BUSINESS  ADVANTAGE 


Conducting  business  on  the  Internet...  building  corporate  intranets...  making  telecommunications 
deregulation  work  to  your  advantage  -  these  are  the  big  challenges  facing  executives  leading 
business  into  the  21st  century. 

ComNet  '97  is  the  big  event  with  the  big  picture  on  communications  change.  Six  keynote 
addresses  provide  long-range  views  of  industry  trends.  Dozens  of  conference  sessions  answer 
your  most  pressing  management  questions.  Thousands  of  leading-edge  products  fill  the  show  floor. 


Steve  Forbes 


Frank  Ingari 


Dr.  David  Nagel 


John  Chambers 


Tim  Berners-Lee 


Steve  Forbes  will  share  his  thoughts  on  opportunities  for  growth  in  the  competitive  communica- 
tions industry.  Economic  prognosticator  and  former  presidential  candidate,  Forbes  is  bound  to 
have  strong  views  on  the  impact  of  deregulation  and  what  it  means  for  entrepreneurs  and 
established  businesses  alike.  February  4  is  the  day  -  don't  miss  it! 

Hear  the  most  influential  and  respected  leaders  of  the  communications  industry  discuss  current 
trends  and  predict  future  developments  including,  Frank  Ingari,  Chairman,  CEO  &  President, 
Shiva  Corporation;  David  Nagel,  President,  AT&T  Laboratories;  John  Chambers,  President  & 
CEO,  Cisco  Systems;  and  Tim  Berners-Lee,  Director,  W3  Consortium,  MIT. 

IvOHftlTllllllCctTIOflS  l/6F6§UI3clOII> 

Thanks  to  the  1996  Telecommunications  Reform  Act,  the  communications  landscape  will 
change  dramatically  in  the  coming  years.  Don't  be  caught  off  guard!  The  ComNet  '97  Conference 
interprets  the  fine  print  of  this  landmark  legislation  and  explores  the  opportunities  and  pitfalls 
it  creates,  including  marketplace  convergence,  spectrum  availability,  regulating  the  Internet, 
and  telecom  pricing. 

Everything  You  Need  to  Know  About  Intranets 

Discover  how  intranets  are  speeding  business  processes  and  enabling  communications  and 
collaboration.  Success  stories  from  the  trenches  show  you  how  it's  done!  Then,  stroll  through 
the  Intranet  Village  on  the  ComNet  show  floor,  featuring  all  the  great  products  that  are  making 
intranets  a  reality. 

Register  for  the  ComNet  '97  conference  today 
and  create  your  own  agenda  from  nine  different 
tracks.  Or,  attend  the  exhibits  and  keynotes  only. 
Either  option  keeps  you  attuned  to  change, 
informed  on  vital  communications  issues, 
and  poised  to  capitalize  on  business  trends. 


C08VINET 

■mamnpa 

Exhibits:  February  4-6,  1997 
Conference:  February  3-6,  1997 


Washington,  D.C.  Convention  Center 
Renaissance  Hotel  •  Grand  Hyatt 


For  a  complete  brochure  and  to 
find  out  how  you  can  pre-register 
now  and  save,  call  800-545-EXPO 

See  ComNet  on  the  WWW: 
http://www.mha.com/comnet/ 


SPONSORED  BY 


COMPUTERWORLD 


rasa 

CommunicationsWeek  Forbes 

washingtonpost.cam 


I  want  more  information  on  ComNet  '97 

I  am  interested  in:     jAttending     _l Exhibiting 

Name 


Company 
Address  _ 


City/State/Zip_ 
Phone  


Fax 


email  

Mail  to:  MHA  Event  Management,  1400  Providence  Highway, 
RO.  Box  9127,  Norwood,  MA  02062  Or  Fax  to:  617-440-0357 
THIS  IS  NOT  A  REGISTRATION  FORM 


FINANCIAL  SERVICES 

One  of  the  sickest  industries  a 
few  years  ago,  financial  services 
is  today  one  of  the  healthiest. 


By  Matthew  Schifrin 

It's  almost  unbelievable  what  a  difference  five 
years  can  make.  At  the  dawning  of  the 
1990s  the  air  was  full  of  rumors  of 
impending  bank  failures — not  of  small 
country  banks  but  of  the  great  names  in 
American  finance. 

Since  then  bank  stocks  have  competed  with 
technology  stocks  for  the  biggest  gains,  while  finan 


cial  firms  in  general  have  produced  stunning 
earnings. 

When  all  the  numbers  are  in,  the  bro- 
kerage industry  should  top  $13  billion  in 
pretax  income  for  1996,  far  surpassing  the 
record  of  $8.6  billion  in  1993.  Charles 
Schwab,  Merrill  Lynch  and  Alex.  Brown  all  had 
double-digit  earnings  growth  and  chalked  up 


Financial 
services 

Profitability 

Growth 

Sales 

Net 
income 

Debt/ 
capital 

Return  on 

capital 

Sales 

Earnings 

per  share 

Return  on 

equity 

5-year 

latest 

latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

12  mos 

average 

12  mos 

average 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

% 

Multinational  banks 

JP  Morgan  &  Co 

11.3 

9.6 

13.9 

5.8 

14.9 

8.9 

32.4 

15,259 

1,521 

10.0 

51.8 

Citicorp 

11.0 

12.1 

20.7 

-2.7 

3.0 

76.01 

-0.5 

32,138 

3,706 

11.5 

48.7 

First  Chicago  NBD 

10.9* 

9.3 

14.3 

NM 

0.7 

40.3* 

-9.7 

10,409 

1,185 

11.4 

46.7 

Chase  Manhattan 

9.7 

9.0 

12.0 

-2.2 

6.4 

40.2* 

-4.9 

27,241 

2,452 

9.0 

36.3 

Bankers  Trust  NY 

9.1 

6.6 

12.6 

2.0 

14.6 

-16.8 

252.7 

9,273 

591 

6.4 

65.3 

Bank  of  Boston 

9.0 

8.8 

14.6 

NM 

15.8 

32.7t 

-10.7 

6,030 

591 

9.8 

51.7 

BankAmerica 

8.1 

9.9 

14.9 

10.3 

10.0 

9.1 

15.6 

21,563 

2,830 

13.1 

43.0 

Republic  New  York 

7.0 

8.2 

15.5 

NM 

11.4 

7.6 

45.6 

3,155 

405 

12  8 

55.8 

Medians 

9.4 

9.2 

14.4 

-2.4 

10.7 

20.9 

7.5 

12,334 

1,353 

10.7 

50.2 

Regional  banks 

First  Tennessee  Natl 

18.4 

17.7 

19.6 

11.9 

16.9 

19.7 

9.2 

1,436 

172 

12.0 

13.7 

Fifth  Third  Bancorp 

17.8 

15.6 

18.2 

11.4 

21.1 

16.8 

11.4 

1,692 

319 

18.9 

12.0 

State  Street  Boston 

17.3 

16.8 

17.7 

13.0 

13.7 

13.3 

18.3 

2,654 

280 

10.6 

14.5 

Old  Kent  Financial 

16.7 

12.2 

14.7 

3.4 

8.3 

9.7 

2.9 

1,138 

148 

13.1 

24.5 

First  Empire  State 

16.3 

15.1 

17.1 

6.2 

11.7 

18.9 

15.9 

1,151 

147 

12.8 

16.3 

Firstar 

16.0 

14.5 

16.2 

8.8 

11.0 

10.0 

14.8 

1,813 

248 

13.7 

6.5 

Regions  Financial 

15.6 

12.6 

15.6 

13.2 

32.6 

15.0 

-0.3 

1,494 

210 

14.0 

10.7 

Mercantile  Bancorp 

14.9 

10.8 

11.6 

12.1 

19.9 

12.0 

-21.5 

1,562 

183 

11.7 

21.9 

SouthTrust 

14.5 

13.5 

15.9 

13.6 

22.2 

15.4 

12.1 

1,955 

240 

12.3 

23.0 

Huntington  Bancshs 

14.5 

9.6 

17.1 

6.7 

9.2 

19.2 

16.2 

1,784 

260 

14.6 

51.5 

National  City 

14.3 

13.5 

16.4 

NM 

7.0 

30.6 

9.0 

4,865 

675 

13.9 

25.9 

SunTrust  Banks 

14.3 

12.6 

14.2 

NM 

9.1 

13.1 

11.9 

3,972 

603 

15.2 

22.8 

Boatmen's  Bancshs 

14.1 

12.5 

14.4 

13.9 

25.6 

13.4 

0.9 

3,565 

496 

13.9 

15.2 

First  of  America  Bk 

13.3 

11.3 

13.2 

8.8 

-1.1 

4.0 

7.3 

2,082 

239 

11.5 

18.3 

KeyCorp 

13.2 

11.3 

16.5 

1.8 

3.8 

27.3 

10.2 

.  6.092 

839 

13.8 

46.8 

Barnett  Banks 

13.0 

13.6 

16.6 

NM 

8.0 

40.4 

9.3 

3,820 

553 

14.5 

26.6 

First  Security 

12.9* 

9.6 

12.8 

11.6 

8.1 

12.2 

-8.7 

1,252 

135 

10.8 

42.9 

First  Union 

12.8* 

10.9 

15.3 

3.7 

15.8 

36.1 

0.0 

11,705 

1,374 

11.7 

42.4 

Norwest 

12.8 

7.5 

20.9 

15.2 

21.1 

16.2 

11.6 

8,628 

1,106 

12.8 

61.6 

Wachovia 

12.7 

9.2 

16.4 

5.4 

15.3 

15.9 

4.6 

4,042 

620 

15.3 

62.3 

AmSouth  Bancorp 

12.6t 

11.1 

13.0 

11.1 

7.8 

5.6 

43.6 

1,564 

179 

11.4 

23.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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returns  on  equity  of  more  than  20%. 

"The  biggest  concern  I  am  hearing  from  managers  on 
The  Street  is  how  much  am  I  going  to  have  to  pay  my 
bankers  so  they  won't  get  poached  by  a  foreign  bank," 
says  Joan  Zimmerman,  a  Wall  Street  recruiter  with  G.Z. 
Stephens. 

To  get  an  idea  of  how  far  the  banking  industry  has 
come  in  the  last  few  years,  just  take  a  look  at  Citicorp. 
Since  1991  its  stock  has  climbed  from  a  low  of  8lA  to 
well  past  100  before  settling  down  a  bit  at  year-end. 
Citicorp's  risk-adjusted  capital  base  in  1991  was  at 
3.7% — dangerously  close  to  requiring  regulatory  assis- 
tance. Today  it's  at  8.4%. 

With  the  cash  pouring  in  and  fee  income  rather  than 
moneylending  accounting  for  more  and  more  of  the  prof- 
its, most  banks  have  more  money  than  they  can  use  in 
their  business. 

Lehman  Brothers  banking  analyst  Michael  Mayo  fig- 
ures the  banks  have  more  than  $120  billion  in  excess  cap- 
ital and  should  generate  another  $150  billion  over  the 


next  five  years.  Virtually  all  of  the  banks  on  our  list  are 
buying  back  stock.  Citicorp  spent  $2.3  billion  in  1996. 

Stock  buybacks  may  not  strike  many  as  being  particu- 
larly visionary,  but  bank  and  thrift  shareholders  should  be 
thrilled.  Not  long  ago  "vision"  meant  squandering  bil- 
lions in  shareholder  capital  on  things  like  Latin  American 
debt  and  commercial  real  estate. 

With  plenty  of  capital  available,  banks  are  spending 
handsomely  on  technology,  some  $19  billion  mostly  on 
upgrading  existing  systems  for  wholesale  banking  and 
developing  new  products  like  better  ATMs  and  smart  debit 
cards.  Last  year  Chase  spent  nearlv  $2  billion,  Citicorp 
$1.5  billion. 

Bank  consolidation  continued.  During  1996  Chemical 
and  Chase  completed  their  $11.4  billion  merger,  displac- 
ing Citicorp  as  the  biggest  bank  in  the  U.S.  in  terms  of 
assets  ($323  billion)  but  not  market  value.  NationsBank 
announced  a  deal  to  buy  St.  Louis-based  Boatmen's 
Bancshares  for  2.7  times  book  value. 

Expect  more  mergers  among  banks  and  a  strong  possi- 


Financial 
services 


Profitability 


Return  on  capital 


Growth 


Sales 


Earnings  per  share 


average    12  mos  1 


5-year 
average 


Company 

% 

% 

% 

% 

% 

% 

Banc  One 

12.4 

14.0 

16.8 

21.8 

16.5 

10.3 

38.7 

9,880 

1,394 

14.1 

26.4 

Marshall  &  llsley 

12.4 

13.4 

15.2 

1.6 

9.0 

6.7 

2.1 

1,425 

194 

13.6 

15.5 

Comerica 

12.4 

12.9 

17.3 

2.9 

3.7 

10.5 

14.5 

3,116 

463 

14.9 

59.0 

NationsBank 

12.3 

10.1 

16.5 

5.8 

11.3 

38.4 

14.4 

17,388 

2,253 

13.0 

62.4 

First  Bank  System 

12.1 

14.4 

26.1 

9.4 

12.6 

23.4 

30.5 

3,488 

719 

20.6 

52.0 

Bank  of  New  York 

12.1 

15.5 

19.0 

NM 

13.5 

32.5 

11.5 

5,779 

1,011 

17.5 

26.1 

Bancorp  Hawaii 

12.1 

8.3 

12.4 

NM 

10.7 

3.0 

24.4 

1,118 

131 

11.7 

40.4 

Crestar  Financial 

12.1 

10.8 

11.9 

2.5 

11.7 

29.2 

-12.7 

1,599 

175 

11.0 

18.4 

Northern  Trust 

12.1 

15.3 

17.7 

5.9 

10.7 

12.4 

24.8 

1,899 

251 

13.2 

28.2 

BanPonce 

11.7 

10.3 

16.2 

11.6 

19.0 

9.4 

29.2 

1,440 

178 

12.4 

45.5 

PNC  Bank 

11.7 

8.3 

9.3 

3.9 

2.2 

22.1 

-13.7 

6,045 

544 

9.0 

21.0 

Wells  Fargo 

11.6 

20.1 

23.2 

-3.1 

45.5 

13.5 

-2.4 

7,629 

1,254 

16.4 

26.6 

Mellon  Bank 

11.4 

14.6 

19.1 

6.4 

5.9 

9.5 

47.3 

4,664 

713 

15.3 

39.7 

CoreStates  Financial 

11.4* 

12.4 

16.6 

NM 

-0.8 

14.4* 

4.6 

4,231 

646 

15.3 

38.0 

US  Bancorp 

10.5 

12.3 

14.8 

2.5 

-12.1 

2.9 

-12.9 

2,963 

380 

12.8 

28.1 

Fleet  Finl  Group 

9.01 

7.8 

7.9 

1.4 

5.1 

NM 

-51.1 

7,998 

698 

8.7 

37.1 

UnionBanCal 

8.6 

10.1 

11.5 

^.6 

9.6 

85.5t 

-28.9 

2,347 

278 

11.9 

14.5 

Charter  One  Finl 

6.3* 

3.7 

3.1 

-5.0 

-6.0 

-30.6* 

-78.7 

1,062 

26 

2.5 

18.6 

Signet  Banking 

NA 

9.9 

11.4 

NA 

16.3 

NA 

-5.7 

1,084 

100 

9.3 

31.0 

Southern  National 

NA 

15.4 

16.2 

4.5 

7.7 

9.3 

57.9 

1,868 

274 

14.7 

32.1 

Summit  Bancorp 

NA 

11.0 

11.5 

-2.8 

5.8 

42.4* 

-13.3 

1,782 

212 

11.9 

11.3 

Medians 

12.7 

12.3 

16.2 

5.4 

10.7 

13.5 

9.3 

2,215 

279 

13.0 

26.2 

Thrift  institutions 

Washington  Mutual 

15.1 

12.4 

13.5 

19.3 

15.6 

11.5* 

8.1 

1,802 

215 

11.9 

11.8 

Golden  West  Finl 

10.4 

9.2 

15.9 

NM 

13.0 

4.6 

68.0 

2,623 

361 

13.8 

47.0 

Great  Western  Finl 

6.4 

5.8 

7.3 

-4.9 

4.7 

NM 

-18.7 

3,591 

209 

5.8 

47.4 

HF  Ahmanson 

6.3 

3.9 

2.4 

-6.1 

-2.0 

10.1 

-82.6 

3,758 

115 

3.1 

63.8 

Cal  Fed  Bancorp 

def 

8.3 

7.8 

-14.5 

20.6 

NM 

-25.8 

1,097 

49 

4.5 

6.4 

Dime  Bancorp 

NA 

7.5 

7.0 

-4.1* 

-0.8 

-10.7t 

-1.4 

1,409 

75 

5.3 

16.2 

Glendale  Federal  Bk 

NA 

0.9 

def 

-11.3 

-5.6 

NA 

P-D 

1,098 

8 

0.8 

1.4 

Medians 

6.4 

7.5 

7.3 

-6.1 

4.7 

-3.0 

-18.7 

1,802 

115 

5.3 

16.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit. 
tThree-year  average.   For  further  explanation,  see  page  93. 


Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 

•   Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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FINANCIAL  SERVICES 


Stock  buybacks  may  not 
strike  many  as  being 
particularly  visionary,  but . 
bank  and  thrift  share- 
holders should  be  thrilled. 


bility  that  die  independent  brokerage 
firms  could  be  targeted  by  foreign 
financial  companies  and  others. 

Bank  merger  candidates  include 
New  Orleans-based  Hibernia  and 
Crestar  Financial  in  Richmond,  Va. 
Lehman  Brothers  is  the  most  oft- 
mentioned  takeover  candidate  among  HHi 
brokers,    but    Dean   Witter  and 
Salomon  Brothers  are  also  mentioned.  American  Express 
may  already  be  on  the  block  and  Citicorp  was  reportedly 
an  interested  buyer. 

If  there's  any  concern  about  the  banks  and  thrifts  these 
days,  it's  due  to  the  rise  in  consumer  credit  problems.  Per- 
sonal bankruptcies  are  running  at  a  record  rate  of  more 
than  1  million  annually,  and  late  payments  on  credit  cards 
hit  a  historic  high  recently  of  3.66%.  Most  banks  have 


been  increasing  reserves  and  limiting 
new  card  issuance,  but  a  severe  reces- 
sion could  still  lead  to  widespread 
delinquencies. 

Consumer  credit  woes  could  hurt 
certain  highly  concentrated  com- 
panies like  Capital  One  Financial, 
Advanta  and  Countrywide  Credit. 
But  the  huge  spreads  built  into  busi- 
nesses like  credit  cards  and  subprime  lending  make  disas- 
trous losses  unlikely. 

Note  that  most  of  the  finance  companies  on  our  list 
that  specialize  in  credit  cards  and  other  forms  of  consumer 
credit  have  returns  on  equity  in  the  20%-to-30%  range. 

It's  usually  wise  to  be  skeptical  when  everything  is 
going  well.  But  it's  hard  to  be  skeptical  right  now  about 
the  financial  industries.  m 


Financial 
services 


Company 


Profitability 


Return  on  capital 

Return  on 
equity 

5-year     latest  latest 
average    12  mos  12 


Growth 


Sales 


5-year 
average 

% 


Profit  Debt/ 
margin  capital 


Earnings  per  share 


latest  5-year  latest 
12  mos     average    12  mos 


Brokerage  &  commodity 

Charles  Schwab 

27.7 

25.9 

33.2 

21.4 

33.6 

54.4 

31.5 

2,167 

217 

10.0 

26.5 

Raymond  James  Finl 

23.0 

24.1 

24.3 

18.8 

30.3 

15.1 

40.8 

722 

66 

9.1 

7.1 

Alex.  Brown 

22.5 

23.6 

29.3 

21.9 

45.4 

48.8 

71.4 

1,042 

150 

14.4 

25.1 

AG  Edwards 

20.5 

18.4 

18.2 

14.4 

26.3 

14.7 

39.2 

1,603 

201 

12.5 

0.0 

Merrill  Lynch 

12.6 

14.2 

23.0 

14.2 

14.5 

38.4 

56.8 

23,703 

1,478 

6.2 

77.0 

Bear  Stearns  Cos 

11.5 

9.4 

19.2 

14.9 

27.6 

17.0 

79.7 

5,126 

505 

9.9 

68.7 

Morgan  Stanley 

11.0 

9.8 

20.9 

12.9 

17.4 

9.2 

178.7 

12,720 

980 

7.7 

67.4 

PaineWebber  Group 

8.3 

10.5 

21.2 

11.3 

12.6 

-37.2* 

D-P 

5,611 

332 

5.9 

58.5 

Salomon 

6.3 

8.9 

20.2 

-3.0 

13.3 

12.0 

500.0+ 

9,165 

847 

9.2 

65.7 

Lehman  Bros  Holding 

NA 

5.7 

8.6 

16.8* 

11.1 

NA 

74.2 

14,061 

357 

2.5 

79.2 

Medians 

12.6 

12.4 

21.1 

14.7 

21.9 

15.1 

72.8 

5,369 

345 

9.2 

62.1 

Lease  &  finance 

Franklin  Resources 

23.7 

21.4 

26.4 

26.5 

15.9 

25.7 

16.7 

980 

315 

32.1 

22.3 

MGIC  Investment 

21.8 

21.4 

21.6 

23.0 

23.2 

25.7 

25.9 

716 

246 

34.3 

2.7 

MBNA 

19.8* 

14.2 

37.0 

22.4 

26.5 

21.4 

29.3 

3,028 

435 

14.4 

67.8 

Advanta 

19.7 

16.0 

23.1 

23.9 

49.0 

44.1 

22.6 

1,047 

168 

16.1 

54.2 

First  USA 

17.9 

19.0 

27.4 

35.2 

39.6 

88.5 

27.0 

1,650 

256 

15.5 

30.4 

Dean  Witter  Discover 

14.8t 

10.5 

18.2 

11.6 

14.7 

29.2 

11.1 

8,713 

902 

10.4 

63.9 

Countrywide  Credit 

12.4 

9.8 

17.4 

41.5 

40.4 

23.7 

77.2 

1,489 

234 

15.7 

57.1 

Federal  Home  Loan 

8.7 

7.9 

23.2 

18.8 

28.7 

20.0 

13.9 

11,441 

1,228 

10.7 

91.8 

Household  Intl 

8.3 

10.1 

17.9 

2.7 

-2.6 

14.0 

21.5 

4,969 

507 

10.2 

79.1 

Federal  Natl  Mort 

7.5 

7.1 

22.2 

11.7 

14.0 

12.5 

7.1 

24,405 

2,451 

10.0 

93.2 

Beneficial 

7.2 

6.4 

18.4 

6.3 

18.4 

NM 

72.6 

2,750 

265 

9.6 

69.9 

GATX 

6.8 

6.6 

14.6 

6.7 

8.4 

NM 

-5.8 

1,329 

103 

7.7 

67.9 

Finova  Group 

6.5 

5.8 

13.2 

26.4 

19.6 

19.3t 

17.4 

869 

111 

12.8 

86.3 

Rouse 

5.3 

5.4 

def 

5.1 

13.4 

NM 

D-D 

.  757 

13 

1.7 

86.5 

Sallie  Mae 

4.4 

4.7 

46.7 

NM 

-5.7 

12.1 

47.5 

3,610 

415 

11.5 

96.0 

American  Express 

NA 

12.9 

20.5 

1.6 

-0.4 

13.5 

15.0 

16,586 

1,692 

10.2 

50.0 

Capital  One  Financial 

NA 

10.7 

25.3 

37.0 

43.8 

35.8 

32.4 

1,294 

153 

11.8 

80.0 

Medians 

8.7 

10.1 

21.6 

18.8 

18.4 

20.0 

21.5 

1,650 

265 

11.5 

67.9 

Industry  medians 

12.2 

10.8 

16.4 

6.2 

12.8 

14.0 

13.0 

2,857 

317 

11.9 

38.8 

All -i  ;>istry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D: .DMBo. deficit.  D-P:  Deficit  fo  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-yi^ljjjrage.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Acxiom  Corporation 

www.acxiom.com 

ARAMARK 

www.aramark.com 

AST  Research,  Inc. 

www.ast.com 

Bavarian  Ministry  of  Economics 

www.bayern.de 

Blanchard  &  Company 

www.blanchardonline.com 

Charles  Schwab  &  Company 

www.schwab.com 

Compensation  Resource  Group,  Inc. 

www.crgworld.com 

Data  General  Corporation 

www.dg.com 

Epson  America,  Inc. 

www.epson.com 

Evergreen  Funds 

www.evergreenfunds.com 

Fidelity  Investments 

www.fidelity.com 

Fujitsu  PC 

www.fujitsu-pc.com 

Honda 

www.honda.com 

IMI  Systems  Inc. 

www.imisys.com 

Jaguar 

www.jaguarcars.com 

Janus  Funds 

www.janusfunds.com 


Kelly  Services,  Inc. 

www.kellyservices.com 

Lincoln  Mark  VIII 

www.lincolnvehicles.com 

MCI 

www.mci.com  or  www.mciworld.com 

Merrill  Lynch 

www.mi.com 

MicroAge  Infosystems  Services 

www.microage.com 

Minolta  CS  PRO  Copiers 

www.minoltausa.com 

Mississippi  Department  Economic 
and  Community  Development 

www.mississippi.org 

Montgomery  Asset  Management 

www.xperts.montgomery.com/1 

Oracle 

www.oracle.com/ 
QUALCOMM 

www.qualcomm.com/cdma/ 

Toshiba  America,  Inc. 

www.toshiba.com 

Toyota  in  America 

www.toyotausa.com 

Unisys  Corporation 

www.unisys.com 

UtiliCorp  United 

www.utilicorp.com 

Wealth  Creation  Centers 

www.cybergate.com/barrykaye 


Forbes 


Forbes 


International  Travel  Advisor 

Sponsored  by  MCI 


Now,  24  hours  a  day,  seven  days  a  week,  you  can  get  key  information  about  the  top  twenty  international 
business  and  leisure  travel  destinations.  Access  Forbes  International  Travel  Advisor  via  the  Internet  to  find 
out  about  culture,  special  attractions,  business  hours,  holidays,  tipping,  travel  offices  and  gift  giving. 
Additionally,  you  can  email  the  travel  advisor  experts  with  your  business  travel  questions. 


A  special  service  sponsored  by 


h  1 1  p://www  .forbes.com 


SOME  SEE  SENIOR  CITIZENS.  WE  SEE  A  BOOM  IN  GONDO  CONSTRUCTION,  ? 

The  demographics  in  many  parts  of  the  world  are  changing  rapidly.  And  along  with  the 
changes  come  unexpected  risks  and  opportunities  lor  all  kinds  of  industries. 

Fortunately,  AIG  is  a  business  partner  with  expertise  in  managing  total  marketplace  risk.^ 
specialize  in  designing  the  kinds  of  custom  coverages  that  corporations  must  have  to  cope  successfu 
with  emerging  conditions.  Whether  your  company  is  actively  meeting  the  demands  of  agi 


SINESS  START-UPS  AND  INCREASED  DEMAND  FOR  THE  GOLF  CHANNEL. 


iiby  boomers  or  is  a  business  likely  to  be  affected  by  shifts  in  population,  AIG  has  the  insurance  and 
lancial  services  you'll  need.  Services  like  contractors'  liability  insurance,  asset  management  and  even 
tellite  interruption  coverage.  And  we've  got  the  top  financial  ratings  to  back  us  up. 

So  when  you  're  ready  to  deal  with         WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

nange,  We'll  be  Willing  and  able.  American  International  Group,  !nc ,  Dept.  A.  70  Pine  Street,  New  York,  NY  10270 


AIG 


ftnnuHi.  mruni  un  ttiTitniwtn  inuujini 


FOOD  DISTRIBUTORS 


Restaurants  had  a 

checkered  year,  but  the 

big  supermarkets  went  to  town. 


By  Kerry  A.  Dolan 

It  got  a  lot  tougher  to  turn  a  profit  in  the 
restaurant  business  last  year,  and  it's  not 
likely  to  get  much  easier  in  the  year  ahead.  Five 
chains  in  our  table  reported  a  drop  in  earnings 
growth  for  the  latest  12  months,  up  from  just  two 
last  year.  No  real  surprise:  Restaurants  are  proliferating 
faster  than  customers  are. 

A  few  proven  restaurant  formulas  have  lost  some  of 
their  cachet  of  recent  years,  too.  For  example,  informal, 
low-cost  restaurants  that  cater  to  families — like  Chili's 
(owned  by  Brinker)  and  Cracker  Barrel — aren't  growing 
nearly  as  fast  as  smaller  specialty  restaurant  companies, 
outfits  too  small  to  make  it  onto  our  table:  Boston 


Market,  Starbucks  and  "eatertainment" 
chains  like  Planet  Hollywood,  the  Rainfor- 
est Cafe  and  the  Hard  Rock  Cafe. 
Are  Planet  Hollywood's  hamburgers  better 
than  anyone  else's?  Hell  no,  but  the  celebrity  con- 
nection seems  to  make  them  taste  better.  At  least  until 
the  next  fad  comes  along.  If  curiosity  impels  you,  visit 
these  joints.  But  avoid  their  overpriced  stocks. 

Even  the  fast  food  giants  are  having  their  problems. 
Margins  are  shrinking.  The  second  phase  of  the  minimum 
wage  increase,  slated  for  September,  will  boost  labor  costs. 
And  competition  for  market  share  among  Wendy's, 
Burger  King  and  McDonald's  is  heating  up,  while  the 


Food 

UniUMi 

Growth 

Sates 

income 

margin 

capital 

distributors 

Return  on  < 

:apital 

Return  on 

Sales 

Earnings  per  share 

5-year 

latest 

equity 
latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

latest 

Company 

% 

%. 

% 

Supermarkets 

&  convenience 

Kroger 

24.5 

25.9 

NE 

3.1 

4.9 

24.6 

0.4 

24,832 

336 

1.4 

146.2 

Quality  Food  Centers 

21.2 

13.5 

50.5 

15.2 

15.2 

8.8 

26.2 

786 

23 

3.0 

63.8 

Albertson's 

21.2 

19.7 

25.3 

9.5 

8.9 

17.2 

8.9 

13,480 

494 

3.7 

31.7 

Winn-Dixie  Stores 

21.0 

19.3 

19.9 

4.9 

7.2 

7.0 

6.6 

13,006 

257 

2.0 

4.3 

Safeway 

12.6 

18.2 

47.2 

1.7 

5.1 

29.1 

41.9 

16,948 

423 

2.5 

56.0 

Southland 

12.1 

19.4 

NE 

-5.6 

1.2 

NM 

33.3 

5,911 

156 

2.6 

173.1 

Hannaford  Bros 

12.0 

11.2 

13.7 

7.4 

15.0 

10.0 

0.6 

2,873 

71 

2.5 

32.8 

Giant  Food 

1.1.4 

12.3 

13.9 

2.6 

3.4 

NM 

15.7 

3,931 

113 

2.9 

16.9 

Food  Lion 

11.2 

12.6 

18.1 

7.7 

7.8 

-2.5 

20.0 

8,769 

194 

2.2 

37.6 

Royal  Ahold 

10.8 

9.1 

11.7 

12.5 

2.2 

5.0 

1.2 

16,948 

235 

1.4 

33.8 

Weis  Markets 

10.5 

10.1 

10.3 

5.7 

4.8 

NM 

4.9 

1,727 

82 

4.7 

0.0 

Casey's  General  Store 

10.4 

10.7 

14.3 

9.0 

11.5 

20.0 

14.0 

819 

28 

3.4 

24.1 

Riser  Foods 

10.3 

15.8 

22.5 

5.1 

8.0 

NM 

49.0 

1,312 

18 

1.4 

29.7 

Ruddick 

10.1 

10.7 

13.5 

8.3 

3.5 

8.4 

9.5 

2,143 

43 

2.0 

29.4 

American  Stores 

9.5 

9.2 

14.7 

-3.8 

5.6 

11.1 

5.4 

18,859 

345 

1.8 

46.5 

Ingles  Markets 

7.7 

8.1 

12.2 

7.6 

6.3 

21.2 

20.4 

1,473 

21 

1.4 

62.8 

Vons  Cos 

7.1 

8.8 

14.2 

-1.6 

6.8 

-7.6 

59.4 

5,367 

91 

1.7 

34.0 

Seaway  Food  Town 

7.1 

8.6 

13.5 

0.6 

6.8 

35.1 

22.5 

597 

6 

0.9 

46.1 

Marsh  Supermarkets 

6.4 

2.8 

def 

4.4 

6.0 

-8.2 

P-D 

1,339 

-1 

def 

54.6 

Carr-Gottstein  Foods 

6.0 

4.6 

def 

4.2 

3.3 

55.5t 

P-D 

•  614 

-3 

def 

88.1 

Penn  Traffic 

5.7 

2.1 

NE 

5.7 

-0.6 

NM 

D-D 

3,429 

-63 

def 

102.6 

Smith's  Food  &  Drug 

4.6 

def 

def 

9.1 

-3.9 

NM 

P-D 

2,922 

-200 

def 

108.6 

Foodarama  Supermkts 

3.9 

6.0 

4.6 

-3.3 

-3.0 

NM 

42.7 

573 

1 

0.3 

51.6 

Village  Super  Market 

3.0 

4.1 

4.0 

-0.5 

2.2 

NM 

236.4 

691 

2 

0.3 

31.9 

Dairy  Mart 

1.0 

0.9 

def 

-0.7 

-3.4 

NM 

D-D 

536 

-6 

def 

89.9 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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domestic  market  isn't  growing  much. 

This  is  where  McDonald's  has  an 
edge:  It  has  been  far  more  aggressive 
overseas.  The  chain  entered  12  new 
countries  in  the  last  year  and  now 
operates  in  101. 

If  the  restaurant  business  was  spotty, 
Americans  were  still  eating  heartily, 
with  obesity  a  growing  problem.  The  big  supermarkets  had 
a  banner  year,  luring  customers  with  inexpensive  private 
labels  and  adding  services  like  dry  cleaning  and  video 
rental.  Some,  like  adventurous  Food  Lion,  stay  open  24 
hours  a  day.  Large  chains  continued  to  grab  market  share 
from  independents,  and  are  getting  even  bigger:  Food 
Lion  plans  to  acquire  Tampa,  Fla. -based  Kash  n'  Karry 
Food  Stores  for  $341  million.  Safeway's  $2.13  billion 


acquisition  of  Vons  is  in  the  works. 

Among  wholesale  food  distribu- 
tors, consolidation  and  the  increased 
use  of  technology  are  the  trends  to 
watch.  Last  year  grocery  distributor 
Nash  Finch  acquired  Super  Food  for 
$174  million.  Look  for  more  of  the 
same  activity  in  1997. 
A  recent  study  by  McKinsey  predicts  that  90%  of  incre- 
mental food  expenditures  in  the  next  decade  will  be  for 
meals  consumed  away  from  home.  That  suggests  that, 
while  the  restaurant  business  may  remain  spotty,  the  over- 
all trend  is  up  for  the  eatery  business.  A  potential  benefi- 
ciary: Sysco,  a  $13.8  billion  (sales)  distributor  of  every- 
thing from  fresh  meat  and  produce  to  napkins  and 
tablecloths  to  restaurants.  WK 


Celebrity  appeal  fuels  the 
growth  of  small  "eatertain- 
ment"  chains,  while  bigger 
restaurants  are  lagging. 


Food 
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Profitat 

■HiflBII 

Growth 

income 

margin 

Return  c 

n  capital 

Sales 

Earnings  per  share 

5-year 

latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

:  t  i 

Company 

average 

% 

12  mos 

% 

average 

% 

12  mos 

'  % 

Delchamps 

0.6 

4  0 

4.3 

3.3 

5  5 

-17.7 

D-P 

1,132 

5 

0.4 

14.8 

Great  A&P  Tea 

0.6 

6.4 

8.4 

-2.7 

-1.4 

NM 

D-P 

10!047 

69 

0.7 

44.6 

Eagle  Food  Centers 

def 

2.3 

def 

-2.2 

3.6 

NM 

D-D 

1,037 

-4 

def 

81.6 

Whole  Foods  Market 

def 

def 

NA 

38.7 

25.7 

NM 

P-D 

892 

-17 

def 

30.2 

Dominick's  Supermkts 

NA 

7.0 

NA 

2.2* 

NA 

NA 

NA 

2,445 

5 

0.2 

86.3 

Grand  Union 

NA 

def 

NA 

-5.8 

-0.3 

NA 

NA 

2,324 

-145 

def 

100.0 

Kash  n'  Karry  Food 

NA 

6.0 

3.8 

-0.9 

-0.4 

NA 

NA 

1,022 

2 

0.2 

80.6 

Medians 

9.5 

8.7 

11.7 

3.8 

4.9 

-7.6 

9.5 

2,234 

22 

1.4 

46.3 

Pnnti  u/hrhloealorc 
rUUU  WIHtlc9alci5 

Richfood  Holdings 

14.1* 

17.0 

22.0 

10.9* 

3.6 

43.9* 

4.1 

3,259 

44 

1.4 

26.8 

Sysco 

13.6 

13.8 

19.8 

10.5 

10.9 

13.0 

10.6 

13,782 

284 

2.1 . 

25.3 

Supervalu 

8.8 

9.1 

1  Q  0 

u.y 

12.2 

-0.4 

-9.8 

331.0 

lb,4y  1 

169 

1.0 

53.0 

Nash  Finch 

7.9 

8.9 

9.0 

4.8 

7.6 

-2.8 

12.7 

3,094 

20 

0.6 

40.7 

Fleming  Cos 

5.8 

4.4 

1.9 

7.5 

-7.2 

-17.6 

-58.1 

16,761 

20 

0.1 

58.4 

Rykoff-Sexton 

3.3 

def 

def 

3.3 

39.4 

NM 

P-D 

2,254 

-18 

def 

60.0 

Earthgrains 

0.0* 

def 

def 

-0.8* 

-3.4 

NA 

NA 

1,645 

-8 

def 

12.5 

Andersons 

NA 

6.9 

9.5 

11.0 

NA 

NA 

NA 

1,168 

6 

0.5 

48.6 

JP  Foodservice 

NA 

7.2 

10.8 

4.7 

16.1 

NM 

NA 

1,323 

12 

0.9 

50.4 

Medians 

7.9 

7.2 

9.5 

7.5 

5.6 

-9.8 

7.3 

3,094 

20 

0.6 

48.6 

Restaurant  chains 

Shoney's 

29.6 

17.4 

NE 

3.4 

-2.9 

NM 

-26.4 

1,050 

33 

3.1 

112.7 

Cracker  Barrel 

14.0 

11.7 

12.2 

25.5 

19.8 

19.4 

-3.6 

981 

66 

6.7 

2.9 

Brinker  International 

13.5 

5.6 

6.0 

23.5 

9.0 

7.4 

-53.2 

1,182 

35 

3.0 

13.8 

McDonald's 

13.2 

12.8 

19.4 

7.8 

10.2 

12.4 

13.2 

10,450 

1,529 

14.6 

29.1 

Bob  Evans  Farms 

12.6 

4.9 

4.8 

10.2 

3.1 

NM 

-63.8 

812 

20 

2.5 

0.5 

Wendy's  International 

12.5 

12.1 

13.2 

11.0 

14.4 

18.6 

7.2 

1,868 

134 

7.2 

15.8 

PepsiCo 

12.5 

9.7 

17.2 

11.9 

3.5 

11.0 

-33.9 

31,363 

1,302 

4.2 

49.7 

Flagstar  Cos 

7.0 

6.2 

NE 

-7.3 

-7.4 

NM 

D-D 

2,457 

-82 

def 

216.3 

Foodmaker 

1.8 

10.0 

63.0 

-3.2 

4.3 

NM 

D-P 

1,063 

20 

1.9 

88.1 

Triarc  Cos 

0.9 

5.9 

30.4 

-1.9 

-3.6 

NM 

D-P 

1,097 

7 

0.6 

79.5 

Darden  Restaurants 

NA 

7.1 

8.5 

7.6 

-1.5 

-12.2* 

500.0+ 

3,161 

107 

3.4 

15.1 

Host  Marriott  Svcs 

NA 

def 

NA 

8.8* 

9.5 

NA 

NA 

1,245 

-55 

def 

135.2 

Medians 

12.5 

8.4 

12.2 

8.3 

3.9 

-12.2 

-3.6 

1,214 

34 

3.0 

39.4 

Industry  medians 

9.8 

8.6 

10.8 

4.9 

4.8 

-8.2 

8.1 

2,143 

21 

1.4 

46.5 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit',  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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FOOD,  DRINK  &  TOBACCO 

With  domestic  markets  maturing, 
the  smart  food,  drink  and  tobacco 
companies  are  heading  overseas. 


By  William  Heuslein 

To  make  money  in  the  food  business, 
head  overseas.  With  grocery  shoppers 
increasingly  cost-conscious  and  tending  to 
switch  brands,  food  processors  found  it  diffi- 
cult to  raise  prices  last  year.  For  the  median  com 
pany  in  FORBES'  survey  of  41  foodmakers,  the  latest 
12-month  earnings  declined  11%,  reversing  a  7%  gain  in 
the  prior  year.  Campbell  Soup,  ConAgra,  Kellogg  and 


Nabisco,  among  others,  all  announced 
cost-cutting  reorganizations. 
But  overseas,  especially  developing  coun- 
tries, offered  better  opportunities.  Growth  of  the 
middle  classes  in  these  countries  greatly  expands  the 
market  for  packaged  foods.  Companies  like  CPC  Inter- 
national and  Wrigley  are  taking  advantage  of  this  to 
expand.  Kellogg,  which  has  its  problems  domestically 


Food  drink 

JL  —  B—    -     -    —  - 

&  tobacco 
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Sales 

Net 
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Profit 
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per  share 
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■Mil 

5-year 
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5-year 
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12  mos 

12  mos 

average 

12  mos 

average 

12  mos 
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% 

.  % 

% 

% 

% 

% 

% 

Food  processors 

Quaker  Oats 

34.5 

9.3 

14.1 

2.4 

-15.3 

33.4 

-78.0 

5,320 

182 

3.4 

35.3 

Wm  Wrigley  Jr 

34.0 

27.2 

27.9 

10.1 

6.6 

16.2 

4.9 

1,815 

222 

12.2 

0.0 

Kellogg 

25.2 

15.7 

24.0 

5.6 

-2.2 

3.1 

-46.0 

6,782 

372 

5.5 

12.6 

Lancaster  Colony 

24.6 

24.0 

26.1 

11.8 

8.3 

30.1 

12.7 

874 

79 

9.0 

8.4 

General  Mills 

24.4t 

25.7 

154.2 

2.4 

6.0 

NM 

57.7 

5,455 

437 

8.0 

61.3 

Campbell  Soup 

22.8 

19  2 

25.7 

4.5 

4.5 

17.2 

-6.6 

7,740 

671 

8.7 

19.3 

Pioneer  Hi-Bred  Intl 

20.5 

23.4 

24.5 

8.3 

12.3 

16.8 

24.1 

1,721 

223 

13.0 

2.3 

CPC  International 

17.6 

17.6 

25.9 

7.3 

20.4 

5.1 

3.1 

9,706 

541 

5.6 

34.8 

Hormel  Foods 

17.6 

11.8 

11.9 

2.6 

0.1 

9.5 

-36.0 

3,056 

88 

2.9 

2.0 

HJ  Heinz 

16.7 

14.8 

24.8 

6.4 

9.3 

3.4 

7.5 

9,227 

664 

7.2 

50.3 

Ralston  Purina 

16.4t 

19.1 

45.7 

5.8* 

8.0 

8.0* 

40.9 

6,114 

362 

5.9 

55.5 

IBP 

16.2 

18.1 

22.8 

4.6 

-0.5 

43.1 

-21.2 

12,681 

238 

1.9 

17.1 

Hershey  Foods 

14.3 

19.0 

26.5 

6.7 

7.4 

4.6 

62.0 

3,920 

300 

7.7 

19.6 

McCormick  &  Co 

13.5 

7.0 

8.9 

6.7 

-3.3 

NM 

-10.9 

1,751 

46 

2.6 

38.3 

Sara  Lee 

12.5 

14.2 

21.0 

8.9 

4.3 

NM 

12.7 

18,854 

936 

5.0 

21.8 

JM  Smucker 

12.4 

7.7 

9.0 

4.6 

-8.1 

NM 

-24.1 

529 

26 

4.9 

10.7 

Universal  Foods 

12.1 

10.0 

12.3 

-1.3 

1.7 

NM 

-32.7 

806 

44 

5.5 

35.0 

Unilever  NV 

11.9 

11.4 

14.0 

2.2 

-3.5 

6.2 

-5.1 

45,610 

2,144 

4.7 

14.7 

ConAgra 

10.1 

6.1 

7.8 

4.9 

2.0 

NM 

-59.7 

24,790 

198 

0.8 

44.9 

Flowers  Industries 

10.1 

9.8 

14.3 

8.4 

10.8 

NM 

-3.0 

1,292 

43 

3.3 

44.3 

Archer  Daniels 

9.8 

7.3 

9.0 

10.1 

6.3 

11.8 

-35.0 

13,583 

536 

4.0 

23.1 

Dole  Food 

9.5* 

11.4 

23.8 

6.0 

-0.4 

NM 

8.0 

3,787 

122 

3.2 

56.4 

Smithfield  Foods 

9.0 

7.6 

9.5 

16.5 

108.2 

NM 

34.0 

3,423 

25 

0.7 

50.7 

Interstate  Bakeries 

8.4 

8.3 

8.7 

15.2 

122.5 

-16.8* 

2.1 

3,160 

37 

1.2 

32.6 

Hudson  Foods 

8.1 

6.0 

7.5 

12.9 

14  8 

38.2 

-37.2 

.  1,378 

23 

1.7 

37.2 

Grand  Metropolitan 

8.1 

8.1 

12.5 

-2.2 

3.0 

NM 

0.8 

11,835 

1,025 

8.7 

31.6 

Intl  Multifoods 

7.6 

4.8 

5.4 

2.1 

0.0 

NM 

-52.1 

2,528 

16 

0.6 

39.6 

Seaboard 

7.3 

def 

def 

12.6 

27.6 

NM 

P-D 

1,373 

-14 

def 

44.3 

Dean  Foods 

6.6 

def 

def 

5.3 

7.7 

NM 

P-D 

2,873 

-45 

def 

27.6 

WLR  Foods 

6.4 

def 

def 

16.4 

7.3 

NM 

P-D 

1,019 

-17 

def 

41.3 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93.,  . 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 


160 


Forbes  ■  January  13,  1997 


(Forbes,  Oct.  7,  1996),  should  bene- 
fit this  year  from  strong  overseas 
operations. 

It's  a  similar  story  in  tobacco.  The 
U.S.  market  was  flat  in  1996  under 
legal  and  regulatory  pressure.  But 
Philip  Morris,  solidly  entrenched 
overseas  with  its  powerful  Marlboro 
brand,  should  have  an  earnings  gain 
of  about  17%  in  1997.  Foreign  sales 
now  make  up  roughly  half  of  its  revenues,  rjr  Nabisco, 
the  second  biggest  tobacco  outfit  and  the  maker  of 
Camel  cigarettes,  is  now  in  more  than  170  markets 
worldwide.  Look  for  rjr  earnings  to  rise  about  15%. 

The  liquor  people  are  losing  market  share  in  the  U.S. 


Foreign  markets,  especially 
developing  countries  with 
growing  middle  classes, 
offer  new  moneymaking 
possibilities  for  food,  drink 
and  tobacco  companies. 


to  beer  and  wine  producers. 
Seagram's  strong  overseas  wine  and 
liquor  margins— and  its  expanding 
foreign  Tropicana  juice  sales — 
should  help  the  company  this  year. 

In  the  battle  of  the  soft  drink 
titans,  Coca-Cola  continued  to  beat 
up  on  PepsiCo,  particularly  overseas. 
Coke  now  has  an  edge  in  momen- 
tum over  its  longtime  rival  in  Russia, 
a  huge  potential  market.  Pepsi's  longtime  Venezuelan 
bottler  switched  over  to  Coke.  And  at  year-end,  Coca- 
Cola  launched  a  new  domestic  threat  to  Pepsi's 
Mountain  Dew  by  announcing  a  new  citrus-flavored  soft 
drink  called  Surge.  M 


Food,  drink 
&  tobacco 


Company 


Growth 


Sales 


5-year 
average 

% 


Earnings  per  share 


5-year 
average 

% 


Profit  Debt/ 
margin  capital 


Tyson  Foods 

6.2 

4.5 

5.9 

10.2 

17.1 

-6.0 

-60.3 

6,454 

87 

1.4 

46.8 

Golden  Poultry 

5.8 

14.4 

15.8 

17.1 

21.1 

NM 

156.1 

632 

15 

2.4 

5.3 

Dreyer's  Grand 

5.4 

2.7 

def 

17.0 

13.0 

NM 

P-D 

757 

3 

0.4 

41.4 

Michael  Foods 

5.4 

6.1 

7.4 

3.3 

14.0 

NM 

-20.7 

598 

13 

2.2 

16.6 

Thorn  Apple  Valley 

4.7 

def 

def 

2.9 

30.3 

NM 

D-D 

1,006 

-18 

def 

66.1 

Pilgrim's  Pride 

4.5 

1.8 

def 

6.7 

22.3 

NM 

D-D 

1,139 

-5 

def 

50.1 

Savannah  Foods 

O.D 

A  n 
4.U 

A  1 

4.1 

-l.l 

A  A 

4.4 

-J  1.4 

U-r 

1  1  AC 

1,14b 

/ 

U.b 

ZD.D 

Ralcorp  Holdings 

2.5t 

def 

def 

4.4 

1.4 

NM 

P-D 

1,027 

-47 

def 

65.9 

Chiquita  Brands  Intl 

2.4 

5.0 

0.9 

-8.5 

-38.9 

NM 

-65.5 

2,475 

16 

0.6 

56.9 

Imperial  Holly 

0.5 

4.5 

3.8 

-3.4 

17.9 

NM 

D-P 

696 

5 

0.7 

39.9 

Foodbrands  America 

def* 

9.5 

37.2 

-5.7 

15.8 

NM 

D-P 

785 

16 

2.1 

86.1 

Medians 

9.8 

8.3 

11.9 

5.8 

7.3 

NM 

-10.9 

2,528 

46 

2.6 

35.3 

Beverages 

Coca-Cola 

42.0 

50.9 

62.5 

11.8 

4.1 

18.2 

17.9 

18,436 

3,378 

18.3 

15.0 

Brown-Forman 

17.9 

17.8 

26.1 

5.8 

6.1 

6.2 

4.0 

1,572 

162 

10.3 

19.7 

Anheuser-Busch  Cos 

12.9* 

13.8 

24.6 

3.2 

1.9 

3.7 

-3.4 

10,629 

997 

9.4 

34.4 

PepsiCo 

12.5 

9.7 

17.2 

11.9 

3.5 

11.0 

-33.9 

31,363 

1,302 

4.2 

49.7 

Whitman 

11.2 

12.1 

22.8 

4.7 

7.8 

16.9* 

12.4 

3,077 

145 

4.7 

47.5 

Cadbury  Schweppes 

10.7 

8.3 

9.0 

8.5 

18.5 

4.5 

-15.0 

7,869 

358 

4.5 

21.9 

Canandaigua  Wine 

7.9 

4.5 

4.7 

44.3 

20.3 

3.9 

-60.3 

1,091 

17 

1.5 

42.1 

Seagram 

7.4 

3.2 

3.2 

12.7 

50.3 

-21.1 

-93.2 

11,232 

242 

2.2 

16.2 

Coca-Cola  Bottling 

5.6 

7.1 

45.8 

12.8 

2.2 

NM 

13.6 

770 

18 

2.3 

72.2 

Adolph  Coors 

4.1* 

5.4 

6.5 

2.6 

3.4 

15.2 

-5.6 

1,706 

45 

2.6 

18.6 

Coca-Cola  Enterprise 

3.4 

4.1 

6.9 

11.6 

12.5 

NM 

4.1 

7,446 

102 

1.4 

53.8 

Medians 

10.7 

8.3 

17.2 

11.6 

6.1 

4.5 

-3.4 

7,446 

162 

4.2 

34.4 

Tobacco 

UST  Inc 

73.9 

117.4 

153.5 

11.3 

6.8 

17.1 

14.4 

1,364 

460 

33.8 

24.0 

Philip  Morris  Cos 

19.9 

24.8 

44.0 

3.6 

-0.6 

9.3 

18.2 

53,929 

6,104 

11.3 

48.6 

Loews 

12.1 

16.3 

23.0 

5.1 

26.0 

NM 

72.2 

19,324 

1,881 

9.7 

28.6 

American  Brands 

11.8 

12.0 

14.1 

-5.8 

-11.0 

NM 

—10.1 

5,641 

537 

9.5 

29.9 

Universal 

11.4 

14.2 

20.1 

3.8 

2.5 

-8.6 

154.9 

3,549 

81 

2.3 

40.2 

Dimon 

5.9 

10.3 

17.5 

4.8 

12.2 

NM 

D-P 

2,239 

49 

2.2 

53.2 

RJR  Nabisco 

4.9 

4.2 

4.0 

2.2 

6.6 

NM 

-36.3 

16,762 

440 

2.6 

39.3 

Standard  Commercial 

0.6 

11.9 

17.2 

3.8 

1.9 

NM 

D-P 

1,340 

15 

1.1 

41.2 

Medians 

11.6 

13.1 

18.8 

3.8 

4.5 

NM 

45.2 

4,595 

450 

6.1 

39.8 

Industry  medians 

10.1 

9.6 

14.0 

5.7 

6.6 

NM 

-4.3 

3,067 

95 

2.8 

36.2 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

^4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

.  Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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This  is  what  we  call  dedicated  suppor 


MicroAge  Infosystems  Services  and  Compaq  will  respoi 
to  help  you  weather  any  business  critical  ston 


MicroAge  and  Compaq  have  been  partners  in 
ormation  technology  for  nearly  two  decades.  Now, 
IS  has  been  named  a  Compaq  System  Service 
ovider  (SSP),  which  combines  Compaq  quality 
th  the  service  and  support  of  MicroAge  to  help 
)tect  your  business  in  business  critical  situations. 
From  planning,  to  implementation,  through 
Dport,  our  "total  solution"  objective  is  to  create 
distributed  enterprise  environment  for  your 
mpany  which  is  fully  reliable,  fault  tolerant  and 
notely  manageable. 


To  find  out  more  about  how  MIS  and  Compaq 
can  help  you  weather  any  business  critical 
storm,  call  us  at  1-800-637-6797,  or,  for  printed 
materials  call  1-800-813-4021  and  access  document 
0702440. 

COMPAQ 

Alicrodge  Infosystems  Services 
Faster.  Better.  Cheaper. 

©  19%  MicroAge,  Inc.  All  rights  reserved.  All  trademarks  and 
registered  trademarks  are  the  property  of  their  respective  companies. 


HnnuHL  ncruni  un  HmcniuHn  inuuoini 


FOREST  PRODUCTS 
&  PACKAGING 

Lumber  producers 
had  a  good  year, 
but  for  paperrnakers 
1996  was  ugly. 


By  Stephen  S.  Johnson 

The  industry  had  a  tough  year.  After 
1995's  spectacular  run  up,  prices  for  most 
pulp  and  paper  grades  collapsed  by  about  one- 
third  through  December.  Earnings  for  many 
firms  will  remain  subpar  until  late  1997. 

The  crash  came  when  domestic  customers  had  rebuilt 
their  inventories  and  big  European  buyers  exited  the 
market  in   Europe's  lingering  recession.  Northern 
bleached  softwood  kraft  sank  from  last  year's  high 
of  $985  to  just  $580,  while  linerboard  went  from 


about  $555  to  $380.  The  outlook  for 
newsprint,  too — with  the  biggest  glut  since 
1992 — remains  bleak. 

But  wood  products  held  their  own  as  the  hous- 
ing market  grew  8%,  to  1.5  million  units.  Uncertain- 
ty over  a  new  U.S. /Canada  lumber  agreement  on 
export  quotas  helped  limit  already  tight  U.S.  lumber  sup- 
plies. Manufacturers  with  their  own  timber  supplies — 
Georgia-Pacific,  Weyerhaeuser  and  Willamette  Indus- 
tries— will  benefit  if  Canadian  supplies  remain  tight. 


Forest  products 
&  packaging 

Company 

Growth 

Net 

incom 

e 

Profitability 

margin 

Return  on  capital 
5-vear  latest 

Return  on 
equity 
latest 

Sales 
5-year 

latest 

Earnings  per  share 
5-vear  latest 

EE 

s 

■ 

latest 

average 

12  mos 

12  mos 

% 

average 

12  mos 

average 

12  mos 

% 

% 

% 

% 

% 

Paper  &  lumber 

Willamette  Inds 

12.3 

11.8 

16.0 

14.9 

-5.5 

35.4 

-36.2 

3,538 

295 

8.4 

42.7 

Mead 

11.6 

8.4 

11.3 

1.2 

-9.8 

80.9 

-67.0 

4,701 

248 

5.3 

21.1 

Consolidated  Papers 

10.6 

14.4 

18.5 

9.2 

15.5 

NM 

15.6 

1.634 

215 

13.2 

27.8 

Rayonier 

9.4 

10.3 

12.4 

2.6 

-0.4 

NM 

-23.9 

1,203 

96 

8.0 

32.1 

Georgia-Pacific 

8.5 

6.1 

10.2 

2.7 

-6.7 

NM 

-64.4 

13,224 

356 

2.7 

47.5 

Louisiana-Pacific 

8.1 

def 

def 

12.7 

-1 1.4 

NM 

P-D 

2,589 

-159 

def 

18.2 

Chesapeake 

8.0 

6.9 

9.7 

7.1 

-4.2 

32.0 

-46.6 

1,160 

46 

3.9 

45.5 

Weyerhaeuser 

7.7 

7.8 

13.7 

5.6 

-0.6 

27.lt 

-13.9 

11,399 

616 

5.4 

47.6 

Union  Camp 

7.2 

6.1 

8.2 

7.1 

-4.6 

NM 

-58.6 

3,937 

174 

4.4 

29.0 

Albany  International 

6.9 

9.6 

15.1 

2.4 

7.1 

38.8 

15.3 

680 

46 

6  7 

35.1 

Westvaco 

6.7 

7  1 

10.2 

7.5 

-6.9 

14.5 

-25.4 

3,045 

212 

7.0 

28.7 

International  Paper 

6.7 

5.5 

6.9 

7.8 

6.5 

NM 

-49.6 

20.097 

571 

2.8 

28.8 

Potlatch 

5.7 

5.6 

7.4 

5.2 

-1.0 

NM 

-31.4 

1,575 

72 

4.6 

34.9 

Champion  Intl 

5.5 

6.8 

9.5 

5.6 

-7.6 

NM 

-46.2 

6,189 

349 

5.6 

36.8 

Bowater 

5.0 

14.8 

24.9 

5.6 

2.8 

NM 

51.3 

1.8't(l 

281 

14.9 

30.4 

Boise  Cascade 

4.5 

4.8 

2.0 

3.4 

3.0 

NM 

86.7 

5,087 

77 

1.5 

438 

Pope  &  Talbot 

2.3 

0.2 

def 

NM 

-15.2 

NM 

D-D 

.  468 

-6 

def 

37.0 

Crown  Vantage 

NA 

5.2 

1.4 

2.9 

-5.2 

NA 

NA 

982 

0 

0.1 

78.2 

Medians 

7.2 

6.8 

9.9 

5.6 

-4.4 

NM 

-46.2 

2,817 

193 

4.9 

35.0 

.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93; 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Watch  out  for  a  rise  in  imports  from  companies  in  the 
southern  hemisphere  like  Fletcher  Challenge  and  Carter 
Holt  Harvey,  says  Courtland  Washburn  of  the  Hancock 
Timber  Resource  Group. 

Watch  for  coated  papermaker  Mead  Corp.  and  tissue- 
maker  Fort  Howard  to  outpace  the  group,  says  BT  Secu- 
rities analyst  Mark  Wilde.  Both  are  niche  players  with 
strong  earnings  potential.  And  containerboard  package - 
makers  Jefferson  Smurfit  Corp.  and  Temple -Inland  will 


continue  to  lead  this  group  as  prices  begin  to  firm  late  in 
the  year. 

Excess  aluminum  beverage  can  capacity — due  to  the 
popularity  of  plastic — has  forced  packaging  companies  to 
close  plants  or  seek  alternative  uses  for  them.  For  exam- 
ple, Ball  Corp.  will  refit  some  plants  for  the  more  prof- 
itable food  can  production.  Emerging  markets — particu- 
larly Latin  America — will  continue  to  fuel  growth  for 
disposable  container  makers  like  Owens-Illinois.  ■! 


Forest  products 


Profitability 


&  packaging 

Company 

Return  on  capital 
5-year  latest 

Return  on 
equity 
latest 

Sales 
5-year 

latest 

Earnings  per  share 
5-year  latest 

average 

12  mos 

12  mos 

% 

average 

% 

12  mos 

% 

average 

% 

12  mos 

% 

Packaging 

Sealed  Air 

28.1 

26.6 

61.4 

10.0 

12.8 

30.1 

31.6 

765 

66 

8.6 

41.7 

Sonoco  Products 

13.4 

12.9 

19.4 

10.2 

4.3 

21.3 

9.6 

2,745 

172 

6.3 

45.0 

Bemis 

13.2 

14.6 

18.9 

6.2 

8.2 

9.6 

18.7 

1,620 

98 

6.1 

27.2 

Rock-Tenn 

12.6* 

12.3 

16.1 

9.7 

-3.0 

13.2 

24.1 

876 

51 

5.8 

27.2 

Greif  Brothers 

11.9 

9.9 

9.7 

10.1 

-7.2 

20.2 

-39.0 

655 

39 

6.0 

3.0 

US  Can 

10.9* 

8.1 

12.1 

14.9 

13.2 

NM 

-17.2 

690 

10 

1.5 

73.9 

Tredegar  Industries 

9.6 

19.4 

23.3 

NM 

-5.8 

53.2* 

105.9 

540 

43 

7.9 

13.7 

Owens-Illinois 

9.6 

11.1 

37.1 

NM 

0.5 

38.2t 

90.2 

3.803 

189 

5.0 

74.5 

Crown  Cork  &  Seal 

8.3 

12.9 

12.3 

9.1 

48.7 

NM 

63.6 

7,481 

251 

3.4 

50.3 

Tenneco 

7.6 

14.2 

30.9 

-7.6 

15.1 

NM 

69.4 

10,722 

955 

8.9 

40.0 

Gaylord  Container 

7.5 

7.8 

10.5 

7.1 

-12.3 

NM 

-91.0 

922 

12 

1.3 

80.0 

Longview  Fibre 

7.3 

7.7 

12.8 

7.2 

-7.0 

10.9 

-15.3 

877 

58 

6.6 

40.6 

Temple-Inland 

6.9 

6.0 

9.1 

6.8 

3.1 

NM 

-31.8 

3,450 

180 

5.2 

42.7 

Continental  Can 

6.4 

5.9 

3.2 

16.9 

-4.4 

-37.5 

266.7 

581 

3 

0.4 

54.1 

Stone  Containe' 

5.5 

5.9 

4.3 

3.9 

-24.4 

NM 

-89.7 

5,543 

51 

0.9 

74.7 

Ball 

4.3 

2.1 

5.8 

15.5 

-21.2 

NM 

Z-P 

2,155 

0 

def 

35.4 

ACX  Technologies 

3.4 

def 

def 

11.5 

-14.2 

NM 

P-D 

757 

-50 

def 

18.5 

Envirodyne  Industries 

NA 

2.0 

def 

3.5 

1.6 

NA 

D-D 

652 

-20 

def 

75.7 

Jefferson  Smurfit 

NA 

14.6 

NE 

5.8 

-10.9 

NM 

-21.9 

3,567 

166 

4.7 

102.0 

Medians 

8.3 

9.9 

12.1 

7.2 

-3.0 

NM 

9.6 

922 

51 

5.0 

42.7 

Industry  medians 

7.7 

7.8 

10.2 

6.8 

-4.2 

NM 

-24.6 

1,890 

77 

5.0 

40.0 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit.  Z-P:  Zero  to  profit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful. 
*Four-year  average.  tThree-year  average.   For  further  explanation,  see  page 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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HimuHL  ntruni  un  hitiliiiuhii  muujini 


HEALTH 

The  merger  frenzy  continued, 
and  HMOs  got  burned  by  some 
unexpected  cost  increases. 


By  John  R.  Hayes 


In  the  flurry  of  continuing  mergers  last  year, 
the  big  news  was  indemnity  insurer  Aetna 
Inc.'s  $8  billion  purchase  of  U.S.  Health- 
care, a  $3.5  billion  Philadelphia  HMO. 
The  most  profitable  HMO  (with  net  mar- 
gins of  11.7%),  U.S.  Healthcare  brings 
everything  Aetna  could  want  in  an  HMO: 
over  2  million  members,  top-notch  information 


systems,  tightfisted  clinical  management  and  a 
proven  ability  to  wring  discounts  of  up  to 
60%  from  hospitals  and  other  providers. 

That  will  help  Aetna  retain  business. 
Finally  it  has  a  strong  product  to  offer  its 
big  national  indemnity  accounts  as  they 
examine  managed  care  options. 
The  pace  of  health  care  consolidation — at 


Health 

Company 

Profitability 

Growth 

• 

Sales 

Net 

income 

Profit 
margin 

Debt/ 
capital 

Return  on  capital 

Return  on 
equity 

5-year     latest  latest 
average    12  mos     12  mos 

%         %  % 

Sales 

5-year  latest 
average     12  mos 

%  % 

Earnings  per  share 

5-year  latest 
average   12  mos 

%  % 

s 

latest 
12  mos 

% 

latest 

% 

Drugs 

Schering-Plough 
Abbott  Laboratories 
Amgen 

Warner-Lambert 
Bristol-Myers  Squibb 

41.8         59.8  71.7 
37.1         37.8  41.9 
35.6         34.4  36.6 
31.5         28.6  32.9 
30.8         31.1  34.5 

8.9  10.8 
10.1  7.3 
41.8  15.5 
8.3  5.0 
4.9  9.8 

14.8  40.0 

13.8  13.6 
41.0  62.0 

18.9  -2.5 
NM  -2.0 

5,532 
10,615 
2,160 
7,248 
14,718 

1,175 
1,837 
647 
739 
1,992 

21.2 
17.3 
30.0 
10.2 
13.5 

1.7 
8.3 
2.9 
39.4 
8.6 

Merck 

American  Home  Prod 
Pfizer 
Eli  Lilly 
McKesson 

30.1         23.0  31.7 
26.6         13.0  25.8 
23.8         28.4  33.2 
22.3         19.1  27.9 
18.6          9.5  10.7 

17.4  18.7 
12.6  10.3 
8.3  13.7 
4.0  8.8 
9.7  5.4 

10.6  16.1 
6.7  -29.6 

16.3  20.1 
NM  -29.2 

31.0  -69.3 

18,980 
13,936 
10,890 
7,085 
14,100 

3,696 
1,453 
1,836 
1,493 
129 

19.5 
10.4 
16.9 
21.1 
0.9 

8.1 
49.2 

8.6 
29.4 
22.0 

Rhone-Poulenc  Rorer 
Glaxo  Wellcome 
Perrigo 
IVAX 

RP  Scherer 

17.4          8.5  18.8 
14.4          3.7  3.6 
14.2          9.1  10.6 
14.1         def  def 
12.0          9.6  10.7 

9.2  13.3 
17.4  18.0 
21.9  6.2 
33.0  -0.1 
14.6  2.5 

NM  -28.6 
-18.8  -59.5 
18.8  -9.1 
69.0  P-D 

5.81  -27.5 

5,486 
12,584 

785 
1,192 

579 

354 
488 

38 
-121 

34 

6.5 
3.9 
4.9 
def 
5.8 

47.5 
14.6 
9.1 

37.7 
31.4 

AmeriSource  Health 
SmithKiine  Beecham 
Mallinckrodt 
Bergen  Brunswig 
Genentech 

11.6         21.1  NE 
10.2          7.7  9.4 

9.6  12.8  17.3 
9.3          8.9  14.0 

7.7  8.0  8.3 

13.8  18.9 
9.4  15.5 
7.0  1.9 
16.1  17.7 
15.0  5.7 

NM  19.5 
NM  -24.5 
NM  15.1 
5.9  13.7 
49.5*  -3.5 

5,552 
11,551 
2,260 
9,943 
896 

43 
735 
208 

74 
137 

0.8 
6.4 
9.2 
0.7 
15.2 

109.3 
23.6 
30.1 
40.0 
7.8 

Bindley  Western  Inds 
Genzyme-Genera! 
FoxMeyer  Health 
Chiron 

Cardinal  Health 
Pharmacia  &  Upjohn 

7.4          7.4  8.2 

5.3  5.0  4.5 

2.4  def  def 
def          7.0  8.9 
NA         11.4  13.6 
NA          5.0  5.5 

18.2  12.8 
41.8  32.1 

12.3  116.2 
64.8  39.6 
25.3*  11.4 

7.4*  1.3 

NM  4.3 
NM  -37.1 
NM  P-D 
NM  D-P 
24.8*  -15.1 
NM  -58.5 

5,052 
471 
11,391 
.  1,269 
9,194 
7,129 

17 
36 
-371 
57 
120 
374 

0.3 
7.6 
def 
4.5 
1.3 
5.3 

24.4 
21.1 
18.5 
36.0 
19.6 
7.4 

Medians 

14.3         9.6  12.1 

13.2  11.1 

5.9  -6.3 

7,107 

281 

6.4 

21.5 

D-D:  .Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average, 
t  Three-year  average.   For  further  explanation,  seepage  93.  . 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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$77  billion  for  1996,  according  to  Securities  Data  Co. — 
will  likely  quicken  this  year,  hmos  are  now  in  the  same 
position  as  drug  companies  and  hospitals:  Unable  to 
raise  prices  every  year  they  must  look  to  unit  growth  and 
cost-cutting  for  increased  earnings.  The  expectation  is 
that  the  mergers  will  yield  overhead  cost  savings. 

In  addition,  only  very  large  hmos  can  bid  for  nation- 
al accounts.  PacifiCare  Health's  $2.1  billion  acquisition 


of  fhp  International  should  close  this  month.  Founda- 
tion Health  and  Health  Systems  International  should 
follow  soon  after.  Small  players  like  Mid  Atlantic  Med- 
ical and  Coventry  remain  good  takeover  candidates. 

While  the  HMOs  grew  in  size,  nearly  all  of  them  got 
hammered  by  rising  costs  last  year:  Drug  companies 
raised  some  prices  more  than  expected  and  patients 
made  more  doctor  visits  than  projected — raising  so- 


Health 


Company 


Profitability 


Return  on  capita! 


5-year 
average 

% 


Growth 


Sales 


Return  on 
equity 
latest 
12  mos 

% 


Earnings  per  share 


5-year 
average 

% 


1 

les 

Net 
income 

Profit 
margin 

Debt/ 
capital 

latest 

latest 
i  *v  

Health  care 

services 

Mid  Atlantic  Medical 

51.9 

7.6 

7.3 

31.0 

22.0 

56.4 

-73.4 

1,097 

17 

1.5 

0.1 

Oxford  Health  Plans 

32.9 

37.8 

33.4 

96.2 

86.8 

83.2 

69.8 

2,732 

83 

3.1 

0.0 

Sun  Healthcare  Group 

30.6t 

def 

def 

96.9 

24.4 

NM 

P-D 

1,297 

-45 

def 

40.1 

Physician  Corp  Amer 

30.3* 

def 

def 

58.1 

26.1 

NM 

P-D 

1,420 

-132 

def 

45.6 

Health  Systems  Intl 

29.8 

17.8 

34.7 

63.8 

21.8 

24.1 

12.0 

3,143 

99 

3.2 

49.6 

WellPoint  Health 

29.2 

11.0 

10.0 

12.6 

24.5 

20.5 

-23.4 

3,792 

168 

4.4 

47.9 

United  HealthCare 

24.4 

7.4 

6.6 

58.8 

119.0 

38.3 

-35.5 

9,410 

273 

2.9 

0.7 

PacifiCare  Health 

20.9 

9.7 

9.6 

30.2 

24.3 

18.9 

-37.3 

4,637 

72 

1.6 

0.6 

Healthsource 

18.9 

7.2 

8.0 

81.8 

63.5 

28.7 

-35.5 

1,619 

35 

2.1 

39.2 

Foundation  Health 

18.7 

16.4 

19.7 

28.0 

44.8 

10.4 

500.0+ 

3,643 

157 

4.3 

30.2 

Humana 

17.8* 

3.1 

3.0 

22.6 

56.3 

138.6* 

-79.5 

6,354 

39 

0.6 

12.2 

Laboratory  Corp  Amer 

17.1 

def 

def 

20.1 

28.2 

NM 

P-D 

1,620 

-154 

def 

79.4 

United  Wisconsin  Svcs 

16.1 

4.5 

4.4 

30.8 

12.2 

NM 

-32.4 

1,114 

9 

0.8 

17.7 

Quorum  Health  Group 

15.7* 

12.2 

17.7 

63.9 

27.5 

NM 

20.8 

1,161 

72 

6.2 

47.8 

Living  Centers  Amer 

ll.Ot 

10.9 

14.2 

26.5 

24.7 

9.9 

67.7 

1,114 

43 

3.9 

42.7 

Columbia/HCA 

10.9* 

12.2 

20.1 

12.3 

20.6 

17.5 

45.3 

19,354 

1,445 

7.5 

41.7 

NovaCare 

10.8 

3.3 

3.2 

28.1 

-7.8 

NM 

-73.3 

804 

15 

1.8 

27.1 

Coventry 

10.5 

def 

def 

20.5 

21.6 

NA 

P-D 

992 

-23 

def 

36.3 

Universal  Health 

10.5 

11.3 

14.3 

6.0 

28.8 

21.0 

29.7 

1,124 

46 

4.1 

39.9 

Health  Care  &  Retire 

9.3* 

10.7 

14.7 

10.3 

11.2 

23. 5t 

19.9 

765 

57 

7.5 

28.3 

FHP  International 

8.0 

4.7 

3.2 

28.5 

7.9 

-23.2 

500.0+ 

4,273 

54 

1.3 

7.8 

HealthSouth 

7.7 

11.3 

16.3 

56.9 

53.4 

13.0 

115.0 

2,211 

191 

8.7 

48.7 

OrNda  HealthCorp 

7.4 

12.0 

20.3 

25.7 

16.5 

NM 

13.1 

2,147 

100 

4.7 

65.8 

Vencor 

6.1* 

9.9 

16.2 

13.1* 

13.1 

NM 

500.0+ 

2,530 

121 

4.8 

44.9 

Integrated  Health  Svc 

6.0 

1.4 

def 

64.7 

19.4 

NM 

P-D 

1,307 

-22 

def 

59.4 

Tenet  Healthcare 

5.9 

8.9 

13.7 

NM 

45.1 

NM 

21.6 

5,714 

327 

5.7 

49.9 

Beverly  Enterprises 

5.1 

2.4 

def 

8.9 

1.7 

NM 

P-D 

3,240 

-10 

def 

54.4 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D;  Profit  to  deficit,  def:  Deficit. 
tThree-year  average.   For  further  explanation,  see  page  93. 


A:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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called  utilization  costs.  Nine  of  the  15  HMOs  on  our  list 
show  earnings  declines.  But  United  HealthCare  and 
others  are  planning  to  raise  premiums  this  year  by  about 
5%,  which  should  put  earnings  back  on  track. 

In  pharmaceuticals,  Pfizer  has  both  a  strong  roster 
and  a  promising  pipeline  of  new  drugs,  including  novel 
treatments  for  Alzheimer's,  infections  and  impotence. 
In  medical  devices  Johnson  &  Johnson's  coronary-stent 
business  is  untouchable. 

In  for  trouble  are  companies  like  Laboratory  Corp. 
of  America  and  IVAX  (which  has  agreed  to  a  merger  with 


Bergen  Brunswig)  that  sell  me-too  products  and 
services  that  can't  deliver  low  prices.  HMOs  have 
squeezed  fixed-price  contracts  from  laboratory  testing 
companies,  for  example,  at  rates  of  50  cents  to  90  cents 
per  member  per  month.  But  costs  can  run  four  times 
that  high. 

Managed  care  is  going  to  lead  more  and  more  com- 
panies to  bid  for  these  types  of  fixed-price  per  capita 
contracts.  But  as  the  old  adage  reminds  us:  You  can't 
lose  money  on  every  item  and  make  up  for  it  by  selling 
more  volume.  mm 


Health 


Company 


Profitability 

Growth 

Return  on  capital 

Return  on 
equity 

5-year     latest  latest 
average    12  mos     12  mos 

%         %  % 

Sales 

5-year  latest 
average     12  mos 

%  % 

Earnings  per  share 

5-year  latest 
average    12  mos 

%  % 

Net       Profit  Debt/ 
es     income    margin  capital 


Magellan  Health  Svcs 

3.4* 

11.6 

32.8 

NM 

16.8 

NM 

D-P 

1,345 

32 

2.4 

68.3 

Value  Health 

3.3* 

8.2 

8.0 

42.8 

10.2 

NM 

500  0+ 

1,971 

47 

2.4 

0.2 

Aetna 

2.5 

11.3 

11.8 

-6.1 

-0.6 

-10.6 

258.7 

13,970 

934 

6.7 

17.3 

Coastal  Physician 

1.5* 

def 

def 

42.1 

-25.7 

NM 

D-D 

618 

-132 

def 

33.9 

Apria  Healthcare 

NA 

13.9 

28.0 

29.9* 

7.5 

NM 

D-P 

1,192 

80 

6.7 

62.1 

GranCare 

NA 

10  3 

17.6 

22.5t 

18.7 

-4.0t 

51.7 

933 

31 

3.4 

64.3 

Horizon/CMS  Health 

NA 

6.5 

6.5 

20.0* 

5.4 

NM 

D-P 

1,765 

44 

2.5 

49.3 

Manor  Care 

NA 

8.2 

12.2 

12.8* 

24.8 

4.8* 

NA 

1,311 

68 

5.2 

41.7 

MedPartners 

NA 

def 

def 

NA 

NA 

NA 

NA 

4,557 

-222 

def 

47.7 

Medians 

10.9 

8.6 

9.8 

28.0 

21.8 

-16.9 

16.5 

1,693 

47 

2.7 

41.7 

Medical  supplies 

Medtronic 

27.3 

26.1 

26.7 

15.3 

17.7 

25.9 

31.8 

2,324 

490 

21.1 

1.0 

Johnson  &  Johnson 

26.5 

25.1 

30.0 

9.9 

15.9 

15.5 

17.5 

20,964 

2,796 

13.3 

16.7 

Patterson  Dental 

25.5 

20.2 

20.5 

20.9 

9.5 

35.7 

14.3 

608 

29 

4.9 

1.8 

Stryker 

22.7 

16.2 

21.9 

24.6 

4.5 

29.0 

19.9 

891 

99 

11.2 

13.5 

St  Jude  Medical 

21.4 

18.0 

18.2 

28.4 

10.2 

10.5 

32.4 

778 

145 

18.7 

0.0 

Pall 

17.1 

18.2 

20.4 

7.3 

14.2 

11.9 

13.9 

976 

141 

14.4 

5.7 

CP.  Bard 

17.1 

12.9 

15.8 

6.7 

5.6 

12.7 

25.8 

1,171 

89 

7.6 

25.0 

Dentsply  Intl 

16.1 

15.5 

19.8 

10.3 

15.9 

26.0* 

14.8 

638 

65 

10.2 

19.2 

Allergan 

14.7 

9.7 

11.5 

3.7 

10.1 

-9.0t 

17.1 

1,138 

81 

7.1 

24.5 

Hillenbrand  Inds 

14.6 

12.5 

14.9 

8.2 

2.9 

4.4 

-8.1 

1,687 

110 

6.5 

22.0 

Becton  Dickinson 

13.1 

15.7 

19.6 

4.9 

2.1 

11.7 

17.5 

2,770 

283 

10.2 

19.7 

Guidant 

11.7 

8.2 

14.2 

9.8 

11.8 

NA 

-41.1 

1,026 

54 

5.3 

0.0 

Perkin-Elmer 

11.6 

8.7 

8.7 

4.7 

8.7 

NM 

-60.7 

1,174 

29 

2.5 

0.0 

Boston  Scientific 

10.5t 

8.2 

7.8 

22.4* 

29.6 

-35.6* 

-29.2 

1,353 

63 

4.7 

0.0 

Bausch  &  Lomb 

9.5 

6.2 

7.0 

7.3 

-2.6 

-10.3 

-6.6 

1,947 

64 

3.3 

19.7 

Beckman  Instruments 

8.8 

13.6 

17.5 

2.1 

10.0 

6.6 

20.1 

1,007 

62 

6.2 

34.2 

Owens  &  Minor 

7.9 

2.3 

def 

22.7 

1.8 

NM 

D-D 

3,012 

-1 

def 

45.5 

US  Surgical 

6.7 

10.6 

11.6 

10.7 

10.9 

NM 

61.7 

1,093 

97 

8.9 

13.0 

Corning 

6.4 

7.4 

8.1 

12.7 

-24.1 

NM 

D-P 

3,992 

173 

4.3 

31.5 

Sunrise  Medical 

4.9 

def 

def 

29.4 

9.2 

NM 

NA 

675 

-42 

def 

42.9 

Allegiance 

NA 

2.1 

2.2 

NA 

NA 

NA 

NA 

4,473 

56 

1.3 

42.6 

Baxter  International 

NA 

18.5 

51.9 

8.4* 

7.4 

NM 

63.0 

5,297 

565 

10.7 

37.7 

Nellcor  Puritan 

NA 

14.7 

16.4 

10.5 

9.2 

NM 

D-P 

704 

63 

8.9 

1.5 

Medians 

13.9 

12.9 

15.8 

10.1 

9.4 

4.4 

17.5 

1,171 

81 

7.1 

19.2 

Industry  medians 

14.1 

9.7 

12.2 

15.3 

12.8 

^.0 

13.6 

2,147 

72 

4.7 

27.1 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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INSURANCE 

Mergers  proliferate, 
expansion,  but  AIG 


So  does  overseas 
got  there  first. 


By  Carolyn  T.  Geer 

Mature  and  overcapitalized,  the  U.S.  insur- 
ance industry  continued  to  consolidate  last 
year  to  boost  revenues  and  profits,  doing  nearly 
$20  billion  in  mergers  and  acquisitions.  Most  of 
the  action  came  from  reinsurers,  where  bigger  means 
safer.  General  Re  purchased  National  Re  for  $940  mil- 
lion, and  Munich  Re  bought  American  Re  for  $3.3  bil- 
lion. Then  in  December  Aon  Corp.  said  it  was  buying 
Alexander  &  Alexander  Services  for  $1.2  billion  to 
become  one  of  the  world's  largest  insurance  brokers. 
Look  for  more  deals  this  year.  U.S.  Life  and  the  insurance 
operation  of  Providian  Corp.  are  possible  targets. 


tZTSli'^'pZp        Intense  competition  means  continued 

dtttoni.  alterations,  hilur^r  1*1  1       f  1  /  1 

Ui»lr  sluggish  growth  tor  the  property/casualty 
insurers  like  Chubb,  State  Farm  and  Allstate. 
Premium  growth  this  year  will  probably  be  3.4%, 
about  the  same  as  for  the  past  three  years.  One  prob- 
lem: More  corporations  are  opting  to  self-insure. 
Winners  for  1997?  Companies  moving  aggressively  into 
foreign  markets.  AIG  Corp.  is  the  gold  standard  here — and 
a  winner  by  the  standards  of  any  industry.  AIG  gets  fully 
half  of  its  profits  from  overseas.  It  clocked  7.2%  growth 
in  property/casualty  premiums  through  September  last 
year,  more  than  double  the  industry  average. 


Insurance 

Profitability 

Growth 

Return  on  capital 

Sales 

Earnings  per  share 

Return  on 

5-year 

latest 

equity 
latest 

5-year 

latest 

5-year 

latest 

average 

12  mos 

12  mos 

average 

12  mos 

average 

12  mos 

Company 

% 

% 

% 

% 

% 

% 

Diversified 

Horace  Mann 

15.2 

13.0 

14.8 

3.1 

3.0 

12.2 

12.5 

750 

70 

9.4 

18.1 

American  Bankers 

15.0 

14.7 

16.8 

13.7 

18.2 

9.9 

27.4 

1,529 

91 

6.0 

18.3 

Leucadia  National 

14.0 

7.8 

9.0 

14.7 

4.5 

NM 

24.3 

1,571 

100 

6.4 

30.4 

Travelers  Group 

13.7 

13.6 

19.9 

26.7 

17.4 

25.7 

48.3 

1  Q  79/! 

2,295 

11.6 

41.4 

Allmerica  Financial 

13.2 

10.4 

NA 

0.9 

-0.9 

NM 

NA 

3,220 

179 

5.6 

7.8 

Old  Republic  Intl 

13.2 

13.0 

13.8 

6.6 

9.3 

8.8 

23.9 

1,800 

243 

13.5 

0.2 

Safeco 

12.7 

10.6 

11.3 

4.1 

6.0 

8.0 

18.6 

3,901 

449 

11.5 

10.4 

Lincoln  National 

12.0 

9.7 

10.2 

-4.4 

5.4 

15.5 

-11.2 

6,804 

446 

6.6 

11.9 

American  Intl  Group 

11.6 

9.8 

14.2 

10.3 

10.9 

11.9 

16.7 

27,643 

2,801 

10.1 

40.7 

Unitrin 

7.5 

8.5 

8.7 

3.2 

8.5 

6.1 

-7.3 

1.522 

131 

8.6 

8.2 

CNA  Financial 

6.0 

11.3 

14.3 

5.7 

23.1 

NM 

42.1 

16,653 

951 

5.7 

28.9 

Cigna 

5.6 

13.2 

14.5 

0.4 

0.0 

NM 

500.0+ 

18,867 

1,032 

5.5 

12.9 

Medians 

12.9 

10.9 

14.2 

4.9 

7.2 

8.4 

23.9 

3,561 

345 

7.6 

15.5 

Life  & 

health 

UICI 

26.4 

24.9 

24.9 

19.8 

17.5 

23.6 

25.6 

712 

65 

9.2 

6.5 

Reinsurance  Group  Am 

23.1 

14.6 

13.7 

17.4 

25.9 

8.2 

14.1 

789 

52 

6.6 

21.2 

Conseco 

22.7 

12.7 

19.2 

25.1 

15.2 

36.2 

21.0 

2,973 

248 

8.3 

43.2 

Aflac 

19.7 

14.9 

15.8 

22.2 

-1.6 

25.0 

4.7 

6,980 

344 

4.9 

12.6 

Protective  Life 

17.7 

13.2 

15.2 

17.9 

11.2 

22.4 

3.1 

994 

83 

8.4 

18.0 

Equitable  of  Iowa 

16.7 

11.0 

11.3 

NM 

16.1 

30.5 

-1.5 

847 

101 

12.0 

9.8 

SunAmerica 

15.7 

18.1 

23.8 

10.9 

37.3 

34.2 

37.3 

1,444 

274 

19.0 

23.2 

John  Alden  Financial 

15.2 

3.1 

2.8 

6.1 

-22.2 

38.7 

-57.9 

1,281 

14 

1.1 

16.4 

Jefferson-Pilot 

14.2 

13.3 

14.0 

5.2 

56.0 

13.7 

20.3 

2,121 

306 

14.4 

5.8 

Torchmark 

13.9 

8.8 

10.9 

2.2 

7.6 

NM 

-34.5 

2,186 

173 

7.9 

30.9 

ReliaStar  Financial 

13.2 

11.6 

13.3 

8.4 

10.7 

18.4 

16.0 

2,167 

182 

8.4 

13.9 

UNUM 

12.9 

9.9 

10.9 

14.3 

1.3 

NM 

-8.2 

4,060 

252 

6.2 

16.2 

Providian 

12.8 

12.0 

13.9 

4.9 

8.2 

12.5 

35.3 

3,532 

411 

11.6 

20.8 

Western  National 

12.2 

6.1 

6.2 

4.6 

-8.4 

7.9 

52.9 

589 

50 

8.5 

17.7 

Pioneer  Financial  Svs 

10.2 

15.3 

17.1 

5.0 

9.8 

NM 

0.8 

858 

27 

3.2 

36.9 

American  Natl  Ins 

10.0 

9.5 

9.5 

5.6 

8.8 

15.8 

11.7 

1,554 

221 

14.2 

0.0 

Liberty  Corp 

9.0 

5.5 

6.0 

13.3 

2.6 

NM 

32.0 

604 

38 

6.2 

29.5 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93.  '  ' 

Sources:  Forbes;  Value  Line  via  OneSource  Information  ^Services. 
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Where  is  it  written  that  cutting  costs  has  to  be  a  cruel,  ruthless  act? 

Take  the  new  NEC  PowerMate"  Series,  for  instance.  To  most  people, 
it's  a  sophisticated  workhorse  that  enables  them  to  be  more  productive.  To 
you,  however,  it's  an  effective  way  to  lower  costs  by  reducing  system 
downtime  and  increasing  end-user  efficiency. 

The  fact  is,  each  PowerMate  system  can  save  up  to  15% 
of  the  total  cost  of  desktop  ownership,  thanks  to  advanced 
features  that  provide  efficient  network  management.* 


THE  HEO  POWERMATE  SERIES, 
QUITE  POSSIBLY  THE  OHl¥ 
COST-SAViNG  MEASURE  THAT  WON'T 
UPSET  YOUR  EMPLOYEES. 


Exclusive  MagicEye  ™  technology  continually  monitors  the  system's 
lealth,  including  hard  drive  activity,  temperature  and  voltage.  And,  if 
i  problem  is  detected,  IS  managers  can  remotely  access  the  system 
/ia  Intel's  LANDesk'  Client  Manager  3.0.  What's  more,  CyberMedia's 
iFirstAid  95  Deluxe  automatically  fixes  configuration  errors  and,  along 
with  McAfee's  anti-virus  software,  protects  valuable  data. 

What  does  it  all  add  up  to?  Quite  simply,  fewer  problems  and  more 
Droductivity.  Now  isn't  that  a  cost-saving  measure  everyone  can  live  with? 


For  more  information,  call  1-800-NEC-INFO,  or  visit  us  on  the  web 
at  http://www.nec.com. 

SEE,  HEAR  AND  FEEL  THE  DIFFERENCE. 


61996  Packard  Bell  NEC,  Inc  NEC  and  PowerMac  are  registered  trademarks  ol  NEC  Corporation  used  under  license  by  Packard  Bel!  NEC. 
Inc  See.  Hear  and  Feel  the  Difference  is  a  trademark  of  NEC  Technologies,  inc  MagicEye  is  a  trademark  o!  Packard  Bell  NEC.  Inc  Tne  Intel 
Inside  Logo.  LANDesk  and  Pentium  are  registered  trademarks  and  the  Pentium  Processor  Logo  is  a  trademark  of  Intel  Co'oorahon  Product 
specifications  listed  are  no!  necessarily  reflective  of  ali  PowerMale  models  available.  'Savings  based  on  Gartner  Group  Strategic  Analysis 
Report  'Total  Cost  ol  Ownership:  The  Impact  of  System  Management  Tools.'  September  t  ?.  1996  Key  It  23358 


Most  U.S.  insurers  are  novices  overseas.  St.  Paul  Cos. 
and  others  became  corporate  members  of  Lloyd's  of 
London  to  jump-start  international  expansion  (Forbes, 
Oct.  21,  1996).  Allstate,  America's  number  two  car  insur- 
er, began  selling  auto  policies  by  phone  in  Germany. 

Life  insurance  sales  continued  their  three-year  decline, 
down  an  annualized  4%  in  the  first  half  of  1996.  Again, 
annuities  picked  up  the  slack.  The  bull  market  drove  Vari- 


able annuity  sales  up  62%.  But  some  annuity  sellers  may 
be  too  slow  in  writing  off  the  costs  of  acquiring  new  busi- 
ness, which  could  lead  to  writedowns  at  Western  Nation- 
al or  Equitable  of  Iowa  (Forbes,  Dec.  30,  1996). 

Watch  insurers  like  Aflac,  Provident  and  unum,  which 
sell  Medicare  supplement,  long-term  care,  cancer  and  dis- 
ability policies.  Advest  analyst  Gloria  Vogel  sees  a  market 
developing  here  among  aging  baby  boomers.  wm 
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23.1 

22.5 
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10.5 
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14.6 

4,055 

446 

11.0 
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18.8 

17.2 
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6.5 
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22.0 
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3.8 
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7.6 
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8.8 
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14.3 
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1.0 
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1,298 
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D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  ewlanation,  see  page  93. 

\  Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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:tech 


Chicago,  March  25-27, 1997 


btally  exciting.Totally  scary 


d:tech.97  is  the  annual  forum  for  the  digital  communications  revolution. 


The  equivalent  of  five  conferences  in  one,  the 
conference  will  be  organized  around  these  five 
specific  program  tracks: 

Communications  Strategies  for  Advertisers/Agencies 
Media  Decisions 
The  Creative  Process  and  Content  Development 
Identifying,  Reaching  &  Measuring  Your  Audience 
The  Evolving  Workplace 
Sessions  include: 

•  Web  sites  —  what         •  Building  unified  databases 
advertisers  want  and      •  Problems  of  moving  your 
what  makes  them  hot        business  to  the  Internet 

•  Identifying  and  knowing  •  Television  goes  interactive 


Hear  the  experiences,  forecasts,  opinions  and  recom- 
mendations of  pathfinders  like: 

Steve  Forbes    Mark  Kvamme 


Milo  Medin 
Bob  Schmetterer 
David  Carlick 
Tim  Smith. 


The  new  "new  media" 
Microsoft  vs  Netscape: 
The  battle  for  Internet  control 
Building  new  media  brands 
Internets  and  intranets  in  the 
workplace 

Who  should  attend?  Anyone  planning  to  thrive  beyond 
the  year  2001 ,  including: 


your  audience 

•  Search  engine  wars 

•  The  next  generation  of 
new  media  commerce 

•  Safeguarding  retail 
transactions 


•  Marketing  Managers 

•  CEOs  and  Managers 

•  Creative  Directors 

•  Art  Directors  &  Writers 

•  Graphic  Designers 

•  Broadcast  &  Digital 
Producers 


•  Media  Planners 

•  Publishers  &  Editors 

•  Account  Executives 

&  Consultants 

•  Direct  Marketers 

•  Brand  Managers 


Bob  Herbold 
Guy  Kawasaki 
Phil  Guarascio 
Mary  Modahl 

Among  the  more  than  70  noted  and  oft-quoted  @d:tech.97 
speakers,  they'll  join  hundreds  of  other  gurus,  prognosticators, 
experts,  specialists,  and  exhibitors  speaking,  conducting 
workshops  and  exhibiting  at  this  one-of-a-kind  conference. 
Over  20,000  square  feet  of  Expo 
Visit  with  the  leading  technology  providers  to  the 
communications  industries. 
Cutting  Edge  Workshops 
Apple's  Digital  Brand  Building  Workshop  will  provide 
hands-on  demonstrations  of  their  leading  technologies. 

CALL  us  toll  free  at  800-535-1 81 2  or 
FAX  this  coupon  to  804-643-8376  for  full 
schedules  and  list  of  speakers,  or 
register  early  and  save  hundreds  of  dollars. 

COMPANY  NAME 
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I  MJ^tU                                                                                                                                              magazine  www.doublechck.net 

Arthur  A DuBiicatjonFactory  ©Home 
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Register  on-line  at  http://www.ad-tech.com  or  you  can  e-mail  us  at  skip@ad-tech.com 
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METALS 

After  a  tough  year  prices  are  climbing 
back,  but  don't  expect  a  return  to  the 
heady  days  of  the  early  Nineties. 


By  Howard  Rudnitsky 

The  big  metals  news  came  near  year-end  as  a 
bidding  war  developed  over  Santa  Fe  Pacific 
Gold  Corp.  Newmont  Mining  made  an 
unsolicited  $1.9  billion  offer.  Home- 
stake  Mining  Co.  topped  it  only  a  few 
days  later,  offering  14%  more. 

It's  a  logical  move  in  a  consolidating  indus- 
try It's  easier  to  buy  than  to  find  large  amounts 
of  low-cost  new  gold  reserves.  For  example,  Toron- 
to-based Barrick  Gold  Corp.,  the  biggest  North  Amer- 
ican gold  producer,  is  acquiring — subject  to  government 
approval — 75%  control  of  the  estimated  57-million-ounce 
Busang  deposit  in  Indonesia  from  Bre-X  Minerals  for  a 
reported  $4.4  billion. 

Gold  is  hovering  around  $370  an  ounce,  the  same  as 
three  years  ago  and  well  below  the  $390  to  $490  levels  of 
the  late  1980s. 


So  producers  are  looking  to  reduce  costs 
and  to  increase  production  and  reserves. 
And  they're  betting  that  gold  prices  will 
rise  in  a  few  years. 
In  steel,  prices,  weak  in  the  first  half 
of  last  year,  started  to  pick  up  a  bit  later 
in  the  year,  with  two  announced  spot-price 
hikes.  Also  bringing  some  relief  was  a  $20-a- 
ton  drop  in  scrap  prices  in  October  of  1996. 
Unfortunately,  according  to  Charles  A.  Bradford, 
veteran  metals  analyst  at  UBS  Securities,  "prosperity  may 
not  last  very  long." 

The  killer:  penny-pinching  customers.  Steelmakers  are 
negotiating  critical  contracts  with  auto-  and  appliance 
makers.  The  buyers  aren't  in  a  mood  to  swallow  price 
increases.  So,  though  prices  went  down  significantly  last 
year,  they  aren't  likely  to  be  raised  more  than  2%  in  1997. 
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D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Pour-year  average, 
t Three-year  average.   For  further  explanation,  see  page  93: 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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The  killer:  penny-pinching 
customers.  Steelmakers 
are  negotiating  critical 
contracts  with  auto-  and 
appliance  makers. 


Steel  shipments  this  year  may  be 
down  a  bit  from  1996's  record  99 
million  tons.  And  with  more  than  6 
million  tons  of  new  steel  plate  capac- 
ity coming  on  stream  this  year,  prices 
in  that  sector  will  be  vulnerable. 

Only  strong  minimill  producers 
like  Nucor  and  Birmingham  Steel,  %&&gKm 
and  the  most  cost-efficient  integrated 
producers  like  usx-U.S.  Steel  and  Inland  Steel  Industries, 
will  be  likely  to  post  decent  earnings  gains  this  year. 

Copper?  The  same.  After  averaging  $1.33  a  pound  in 
1995,  the  red  metal  dropped  to  84  cents  in  September  in 
the  wake  of  the  Sumitomo  scandal  before  rebounding  to 
above  $1  recently.  But  a  10%  bump  in  overall  supply  over 
the  next  two  years  could  limit  further  gains.  So  don't 
expect  Phelps  Dodge,  Asarco,  Freeport  Copper  or  Cyprus 


Amax  Minerals  to  have  a  great  1997. 

Aluminum  is  a  happier  prospect. 
Last  year  there  was  virtually  no 
growth  in  demand  for  a  second 
straight  year  in  a  row,  but  there  was 
a  7.8%  bump  in  production.  Thus 
prices  fell  from  80  cents  a  pound  in 
October  1995  to  a  low  of  58  cents  a 
pound  in  October  1996.  Industry 
profits  plunged  some  40%  to  50%  last  year. 

But  orders  are  up  about  10%  since  September,  and 
prices  at  year-end  were  back  up  to  68  cents.  Morgan  Stan- 
ley nonferrous  metals  analyst  R.  Wayne  Atwell  figures 
that  aluminum  prices  will  average  80  cents  in  1997 
and  95  cents  in  1998.  With  break-even  at  62  cents  a 
pound,  that  would  sharply  boost  industry  profits  this  year 
and  next.  MSt 


Metals 


Profitability 


Return  on  capital 

Sales 

Earnings  per  share 

5-year 

latest 

■Ml 

5-year 

latest 

5-year 

,  latest 

latest 

latest 

average 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

latest 

Company 

% 

% 

% 

% 

% 

% 

$mil 

$mil 

% 

% 

Orftffrin  vtppl  MiIIq 
VJlCgUII  OlCCl  IVIIII3 

5.3 

4.5 

0.0 

18.5 

4.6 

-21.9 

20.0 

752 

20 

2.6 

41.9 

National  Steel 

4.8 

5.2 

4.3 

3.7 

-1.0 

NM 

-80.1 

2,928 

34 

1.2 

44.2 

Intermet 

3.5 

24.5 

32.7 

9.4 

-4.7 

NM 

500.0+ 

530 

32 

6.1 

19.5 

Geneva  Steel 

2.3 

2.5 

def 

11.4 

7.1 

NM 

P-D 

713 

-7 

def 

71.5 

Bethlehem  Steel 

def 

5.5 

2.7 

NM 

-5.2 

NM 

-79.8 

4,682 

70 

1.5 

28.5 

AK  Steel  Holding 

NA 

19.0 

27.4 

11.4 

-2.8 

NA 

-58.9 

2,220 

170 

7.7 

30.4 

LTV 

NA 

7.5 

8.0 

2.4 

-6.3 

NA 

-42.0 

4,162 

110 

2.6 

9.3 

Republic  Engineered 

NA 

def 

def 

7.2 

-7.3 

NM 

D-D 

747 

-39 

def 

40.0 

Medians 

8.4 

9.9 

10.4 

6.5 

-0.1 

NM 

-47.5 

1,156 

35 

2.9 

33.4 

Nonferrous  metals 

Phelps  Dodge 

15.3 

16.1 

20.8 

9.6 

-6.5 

NM 

-7.7 

3,867 

550 

14.2 

15.8 

Engelhard 

14.9 

16.2 

19.5 

NM 

11.0 

NM 

6.0 

3,059 

144 

4.7 

31.8 

Wolverine  Tube 

14.4* 

15.0 

21.8 

6.0 

7.7 

74.6* 

22.4 

689 

37 

5.4 

32.0 

Barrick  Gold 

13.5 

6.6 

7.4 

38.3 

9.3 

32.1 

-15.2 

1,345 

240 

17.9 

9.8 

Newmont  Mining 

13.1 

7.0 

9.0 

-1.3 

22.3 

-19.8 

-44.1 

746 

70 

9.3 

34.2 

Freeport  Copper 

12.0 

10.3 

19.2 

34.3 

10.3 

NM 

-15.4 

1,822 

206 

11.3 

48.6 

Alcoa 

9.2 

10.5 

12.1 

2.1 

7.3 

NM 

-46.7 

12,911 

530 

4.1 

18.0 

RTZ 

8.9 

10.5 

13.4 

-10.7 

9.9 

10.5 

15.7 

4,142 

1,067 

25.8 

21.7 

Broken  Hill 

8.5 

6.2 

8.3 

4.9 

7.8 

NM 

-32.0 

15,360 

769 

5.0 

31.9 

Alumax 

6.0* 

14.1 

22.7 

4.0 

8.2 

NA 

16.5 

3.202 

276 

8.6 

27  7 

Inco 

5.9 

9.5 

12.8 

NM 

1.2 

NM 

-4.4 

3,374 

254 

7.5 

19.3 

Maxxam 

5.8 

9.9 

NE 

NM 

6.7 

NM 

359.5 

2,594 

50 

1.9 

91.2 

Asarco 

5.5 

7.4 

6.0 

5.7 

-4.7 

NM 

-55.7 

2,845 

103 

3.6 

24.4 

Homestake  Mining 

4.9* 

5.1 

5.5 

NM 

7.8 

NM 

4.2 

747 

35 

4.8 

14.4 

Reynolds  Metals 

4.5 

6.2 

6.5 

2.7 

1.4 

NM 

-54.7 

7,093 

187 

2.6 

38.9 

Alcan  Aluminium 

4.2 

6.9 

9.0 

NM 

-14.3 

NM 

28.2 

7,999 

443 

5.5 

18.5 

Cyprus  Amax  Mineral 

3.7 

6.2 

9.3 

13.2 

-11.6 

NM 

166.3 

2,829 

225 

8.0 

43.5 

Century  Aluminum 

NA 

9.7 

9.6 

11.1* 

NA 

NM 

NA 

694 

21 

3.0 

20.8 

Medians 

8.5 

9.6 

9.5 

3.4 

7.7 

NM 

-7.7 

2,952 

216 

5.5 

26.1 

Industry  medians 

8.5 

9.7 

9.9 

5.8 

3.7 

NM 

-30.1 

1,631 

63 

3.9 

30.7 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  def icit.  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

■  ■  '  Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 


Forbes  ■  January  13,  1997 


175 


hwwuhl  ncrum  un  hiviciiiuhw  inuuoini 


RETAILING 

Hard  goods  were  relatively  weak  last  year, 
but  the  rag  business  was  pretty  good. 


By  Zina  Moukheiber 

The  $2  trillion  U.S.  retailing  business  is 
going  off  in  different  directions,  with  vari- 
ous sectors  waxing  or  waning  as  consumers 
chase  some  trends  and  drop  others. 

Three  years  ago  everyone  binged  on  video  cam- 
eras, PCs  and  stereos.  But  with  an  oversupply  of  items 
on  the  shelves  last  year,  Circuit  City's  same-store  sales 
through  November  1996  were  down  7%,  and  at  Best  Buy 
sales  were  down  1%.  Look  for  store  closings  and  consoli- 
dations this  year. 


Apparel  retailers,  helped  by  slimmer 
inventories  and  some  attractive  fashions, 
made  a  comeback  last  year.  Limited's  same- 
store  sales  were  up  4%,  and  even  beleaguered 
Charming  Shoppes  showed  a  5%  gain.  Gap's  sales 
were  up  5%.  Consumers  spent  more  on  luxury 
goods  such  as  jewelry.  At  Tiffany  sales  were  up  11%. 
Discounters  were  a  mixed  bag.  Ames'  sales  gained  less 
than  1%.  Kmart  showed  signs  of  improvement  after  store 
closings:  Sales  were  up  over  2%.  The  lean,  well-run 


Debt/ 

Retailing 

Profitability 

Growth 

income 

margin 

capital 

Return  on  capital 

Sales 

Earnings  per  share 

Return  on 

equity 

5-year 

latest 

latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

average 

12  mos 

average 

12  mos 

average 

12  mos 

12  mos 

12  mos 

12  mos 

latest 

Company 

% 

% 

mm 

% 

% 

% 

% 

$mil 

$mil 

% 

% 

Department  stores 

Kohl's 

19.0* 

16.5 

22.4 

19.3 

26.1 

37.2 

42.0 

2,248 

93 

4.1 

44.2 

IVIdy  urpi  OIUIC9 

12.5* 

11.8 

17.7 

4.4 

11.3 

16.0 

6.4 

11,739 

722 

6.2 

39.2 

JC  Penney 

11.0 

8.7 

13.3 

4.8 

3.4 

21.0 

-14.2 

21,985 

797 

3.6 

34.5 

Neiman  Marcus  Group 

9.4 

13.1 

9.8 

3.0 

11.1 

NM 

1.2 

2,129 

83 

3.9 

36.1 

Dillard  Dept  Stores 

8.7 

5.9 

6.3 

10.6 

8.2 

NM 

-39.2 

6,211 

157 

2.5 

31.6 

Mercantile  Stores 

7.6 

8.5 

9.2 

4.4 

6.2 

NM 

29.7 

3,047 

136 

4.5 

14.3 

Federated  Dept  Strs 

4.9* 

4.8 

5.6 

13.1 

19.6 

-29.2t 

D-P 

15,460 

221 

1.4 

52.7 

Carson  Pirie  Scott 

NA 

8.1 

10.7 

-1.6 

-1.7 

NA 

-52.1 

1,093 

35 

3.2 

12.9 

Proffit's 

NA 

2.3 

def 

34.2* 

5.0 

NM 

P-D 

1,381 

0 

0.0 

48.4 

Sears,  Roebuck 

NA 

12.0 

25.7 

0.9 

8.1 

NM 

23.5 

37,048 

1,159 

3.1 

69.3 

Medians 

9.4 

8.6 

10.2 

4.6 

8.2 

NM 

3.8 

4,629 

147 

3.4 

37.7 

Apparel 

Gap 

28.3 

26.6 

26.8 

16.6 

25.9 

17.1 

39.1 

5,139 

436 

8.5 

0.0 

Limited 

19.3 

11.3 

13.8 

7.7 

10.5 

14.3 

-50.7 

8,450 

437 

5.2 

23.0 

Talbots 

14.3 

13.9 

15.3 

16.5 

7.2 

56.8* 

7.1 

1,015 

60 

6.0 

11.0 

Ross  Stores 

14.0 

22.1 

23.3 

11.6 

18.7 

15.8 

97.1 

1,627 

70 

4.3 

2.9 

Goody's  Family 

13.6 

10.7 

11.4 

20.0 

14.2 

-11.1* 

7.1 

774 

12 

1.6 

17.2 

Nordstrom 

11.9 

9.6 

11.2 

7.1 

7.7 

8.9 

-10.9 

4,374 

159 

3.6 

17.4 

Dress  Barn 

11.8 

10.7 

10.9 

10.0 

2.5 

3.5 

15.0 

521 

21 

4.0 

1.6 

TJX  Cos 

11.8 

13.7 

24.1 

12.4 

70.8 

NM 

500.0+ 

6.498 

169 

2.6 

36.7 

Burlington  Coat 

8.6 

7.3 

7.2 

13.8 

2.0 

NM 

153.6 

1,608 

29 

1.8 

15.1 

AnnTaylor  Stores 

5.1 

2.2 

1.3 

12.7 

9.2 

NM 

-51.4 

786 

4 

0.6 

29.1 

J  Baker 

3.7 

4.0 

2.4 

22.9 

-12.5 

NM 

D-P 

921 

4 

0.5 

56.7 

Brown  Group 

3.5 

9.1 

11.1 

-4.4 

5.2 

-20.1 

376.7 

1,515 

25 

1.7 

30.2 

Charming  Shoppes 

1.3 

def 

def 

5.3 

-5.1 

NM 

D-D 

•  1.068 

-116 

def 

24.2 

Filene's  Basement 

def 

def 

def 

8.2 

-4.9 

NM 

D-D 

562 

-26 

def 

13.4 

Edison  Bros  Stores 

def 

def 

def 

1.9 

-13.0 

NM 

D-D 

1,264 

-233 

def 

60.9 

Footstar 

NA 

1.0 

NA 

6.2* 

1.3 

NA 

NA 

1.644 

-24 

def 

0.0 

Payless  ShoeSource 

NA 

7.9 

NA 

10.4* 

3.0 

NA 

NA 

2,362 

60 

2.6 

1.1 

Saks  Holdings 

NA 

6.9 

23.8 

6.4* 

18.7 

NM 

D-P 

1.886 

18 

1.0 

57.4 

Medians 

11.8 

8.5 

11.1 

10.2 

6.2 

NM 

11.1 

1,562 

23 

1.7 

17.3 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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Retailing 

Profitability 

Growth 

** 

mm 

aaMma 

capital 

Return  on  ca 

pital 

■   "  , 

Return  on 

Sales 

•  , 

Earnings 

per  share 

5-year  1 

atest 

5-year 

latest 

5-year 

latest 

average  1, 

2  mos 

average 

12  mos 

average 

12  mos 

Company 

% 

% 

% 

% 

Consumer 

electronics 

Circuit  City  Stores 

20.1 

11.7 

15.0 

24.8 

17.6 

25.0 

-9.9 

7,419 

162 

2.2 

27.5 

CompUSA 

13.8 

20.5 

26.2 

48.8 

34.2 

NM 

102.0 

4,038 

68 

1.7 

24.8 

Best  Buy 

12.6 

6.4 

9.5 

65.5 

31.8 

47.8 

-26.2 

7,921 

42 

0.5 

23.9 

^nn  TV  SL  AnnlianrpQ 

OUIt    1  V  Ot  H|J[JI  Idl  IL  CD 

11.6 

def 

Ant 

del 

33.6 

-5.3 

8.2 

P-D 

/Do 

0 

riot 

oei 

23.3 

IVI  IL  I  UMgc 

9.5 

1.4 

1.3 

38.0 

15.5 

13.7 

-77.3 

9  9M 

9 

L 

n  1 

U.l 

1.6 

Tandy 

8.5 

8.0 

7.9 

4.7 

13.4 

NM 

-33.9 

6,322 

136 

2.2 

3.3 

Inacom 

7.0 

10.6 

11.0 

39.0 

36.6 

NM 

71.6 

2,838 

17 

0.6 

26.5 

Good  Guys 

5.8 

def 

def 

18.2 

4.1 

NM 

P-D 

926 

-6 

def 

0.0 

Intelligent  Electron 

3.1 

def 

def 

19.8 

7.8 

NM 

D-D 

3,624 

-24 

def 

31.1 

Medians 

9.5 

6.4 

7.9 

33.6 

15.5 

NM 

-33.9 

3,624 

17 

0.5 

23.9 

Drug  &  discount 

Dollar  General 

25.4 

24.0 

on  n 

dU.U 

22.6 

£.1.0 

dl  1 

23.7 

2,035 

102 

5.0 

0.6 

Walgreen 

17.3 

16.6 

20.6 

1  1  R 

11.0 

1  j  j 

1  3  7 

IS  i 

l  O.H 

11,778 

322 

2.7 

0.5 

Consolidated  Stores 

17.2 

10.0 

9.2 

17.5 

43.5 

57.6 

-39.5 

2,049 

36 

1.8 

35.5 

Wal  Mart  ^trtroc 

17.2 

13.1 

19.7 

23.3 

12.2 

16.6 

3.3 

9  Q 

C.D 

39.3 

17.1* 

21.1 

247.4 

7.3 

12.4 

NM 

-31.1 

191 
lei 

9  1 

L.J 

87.1 

Family  Dollar  Stores 

16.9 

14.2 

1  A  Q 

14. y 

11.2 

10.8 

5.9 

3.9 

1,715 

61 

3.5 

0.0 

Value  City  Dept 

13.5 

9.6 

10.3 

9.8 

12.8 

-9.0 

122.9 

1,003 

25 

2.5 

15.5 

Arbor  Drugs 

13.0 

15.4 

17.1 

15.0 

17.8 

14.8 

17.1 

860 

28 

3.3 

10.2 

ividc  rrugdi  s  Dargdins 

10.2 

12.1 

15.1 

6.7 

6.0 

NM 

153.7 

/HO 

OO 

i  8 

4.0 

31.6 

r* pnn\/pcp  Pin  10  ^tnroc 
vjcIIUVcsc  UlUg  OlUico 

10.1 

8.9 

12.1 

7.5 

9.7 

7.6 

-3.8 

0/ J 

0 
0 

1  % 
L.J 

32.8 

Venture  Stores 

9.5 

2.8 

n  n 

7.3 

L  1.0 

NM 

D-Z 

1,597 

2 

0.1 

40.0 

Longs  Drug  Stores 

9.4 

8.5 

9.1 

2.5 

5.1 

-4.9 

-3.5 

2,743 

49 

1.8 

0.0 

Revco  DS 

8.8* 

8.0 

10.0 

23.4 

7.8 

45. 5t 

24.5 

5,191 

82 

1.6 

37.9 

Pita  AiH 
mlc  Hlu 

8.7 

9.5 

14.3 

8.5 

9.0 

7.2 

5.6 

1  CO 

loo 

9  8 

L.O 

52.4 

onoprvo  oiores 

8.4 

7.3 

9.6 

4.9 

8.4 

-5.7 

8.5 

9  119 

Al 
41 

1  Q 

1 .0 

48.1 

Dayton  Hudson 

8.3 

8.6 

1  A  1 
14.1 

9.7 

11.5 

NM 

34.7 

25,154 

487 

1.9 

55.0 

Ames  Dept  Stores 

7.7t 

8.3 

1  1  3 
11.0 

-8.0 

-3.6 

NA 

-13.9 

2,229 

9 

0.4 

32.8 

Fred  Meyer 

6.6 

5.8 

Q  0 
O.L 

6.2 

12.2 

-18.2 

151.4 

3,695 

50 

1.4 

51.2 

Drug  Emporium 

2.2 

5.0 

4.6 

2.2 

19.7 

NM 

DP 

89S 

9 

L 

U.O 

55.4 

Kmart 

rwnan 

2.0 

def 

def 

NM 

0.4 

NM 

D-D 

J^,  JO  J 

— 4£  J 

44.9 

Woolworth 

def 

def 

def 

-4.0 

-2.2 

NM 

P-D 

8,161 

-38 

def 

30.3 

Pamida  Holdings 

def 

def 

NE 

2.6 

-9.4 

NM 

P-D 

659 

-99 

def 

179.6 

Caldor 

def 

def 

def 

10.6 

-2.7 

NM 

P-D 

2,721 

-358 

def 

112.7 

Bradlees 

def 

def 

NE 

0.8 

-8.3 

NM 

D-D 

1,687 

-268 

def 

184.8 

CVS 

NA 

NA 

NA 

4.5* 

-30.3 

NM 

P-D 

6,899 

-411 

def 

0.7 

Hills  Stores 

NA 

0.6 

def 

NM 

2.4 

NA 

D-D 

1,920 

-17 

def 

58.6 

Rose's  Stores 

NA 

NA 

NA 

-15.5 

-3.9 

NA 

NA 

691 

NA 

NA 

0.0 

Medians 

Q  1 

O.O 

10.0 

7.3 

8.4 

-13.6 

-0.1 

Tin 

£,  1  1  i. 

1  7 
1./ 

37.9 

Jfape  improvement 

Hope-Depot--^ 

16.9 

15.0 

17.3 

32.8 

23.9 

28.3 

23.1 

18.329 

872 

4.8 

17  c 
l/.D 

Lowe's  Cos 

12.8 

11.8 

16.2 

21.5 

20.2 

28.2 

15.2 

8,255 

275 

3.3 

24.6 

BMC  West 

12.6 

7.5 

1U.U 

26.6 

18.6 

20.8 

8.7 

712 

11 

1.5 

34.6 

Wickes  Lumber 

11.3 

def 

Ant 

del 

4.9 

-17.5 

NM 

P-D 

860 

-17 

def 

89.0 

Wahan 
WdUdll 

8.9 

11.1 

13. 1 

10.2 

10.3 

26.6 

12.6 

4,273 

77 

1.8 

28.3 

Eagle  Hardware 

7.8 

7.1 

9.6 

86.6 

21.1 

NM 

D-P 

688 

15 

2.2 

38.5 

Payless  Cashways 

0.4t 

def 

def 

4.0 

-3.7 

NM 

P-D 

2,608 

-162 

def 

64.0 

Hechinger 

def 

def 

rial 

11.4 

-0.9 

NM 

D-D 

2,262 

-85 

def 

49.5 

Medians 

10.1 

7.3 

9.8 

16.5 

14.4 

NM 

10.7 

1  1 

13 

1  c 
1.0 

36.6 

Home  shopping 

CUC  International 

23.9* 

13.6 

13.6 

21.2* 

22.3 

14.9* 

19.8 

2,219 

140 

6.3 

2.0 

Lands'  End 

21.4 

18.8 

19.4 

12.0 

8.3 

16.9 

39.8 

1,095 

39 

3.6 

0.0 

Rlair 

□lair 

18.1 

8.3 

10.4 

3.1 

-2.4 

-4.6 

-29.0 

549 

21 

3.9 

27.1 

Service  Merchandise 

11.7 

7.7 

10.8 

3.9 

-1.3 

-4.9 

-22.2 

4,000 

42 

1.1 

63.6 

Fingerhut  Cos 

11.0 

7.5 

6.8 

11.0 

-1.0 

NM 

20.9 

2,036 

39 

1.9 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  D-Z:  Deficit  to  zero.  P-D:  Prof  it  to  deficit,  def:  Deficit.  NA:  Not  available,  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful. 
*Four-year  average.  tThree-year  average.   For  further  explanation,  see  page  93. 

Sources:  Forbes;  Value  Line  via  OneSource  Information.  Services. 
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COMPAQ 

Has   It   Changed   Your   Life  Yet? 


Your  PC  is  mission  control.  There's  information 
on  it.  And  you  need  it.  Now.  Introducing  the 


Compaq  PC  companion.  Finally  you  can  access  and  exchange 
information  from  here,  there  and  everywhere.  It's  capable 
of  keeping  you  in  constant  communication  with  your  PC 
while  you  bounce  from  meeting  to  meeting,  coast  to  coast* 
So  send  a  few  e-mails,  explore  the  Internet,  check  your 
calendar,  review  that  report.  With  seamless  synchronization 
of  data,  you've  got  everything  you  need  until  re-entry.  Over 
and  out.  For  more  information,  visit  us  at  www.compaq.com 
or  call  1-800-945-3842. 


s  t  r  i  b  u  t  e  d 


access 


PC  Connectivity 

Introducing  the  Compaq 
PC  companion.  It's  truly 
compatible  with  your 
Windows-based  PC  and 
synchronizes  your  data. 
Finally,  connection  to  your 
PC  is  absolutely  seamless. 


Microsoft'  Windows'  CE 

You'll  be  instantly  familiar 
with  thcWindows  95  user 
interface. You'll  find  pocket 
versions  of  Microsoft  Word 
and  Excel,  plus  Information 
Management  Software  com- 
patible with  Microsoft 
Schedule  +. 


Communication 

With  bundled  features  like 
e-mail,  Microsoft  Internet 
Explorer  and  remote 
access  software, you'll  be 
able  to  stay  in  constant 
touch  with  your  data' 


Form  With  Substance 

Check  out  its  sleek,  light- 
weight design  with  a  touch- 
sensitive,  backlit  display.  It 
can  have  6MB  of  K,iM, 
and  can  give  you  up  to  20 
hours  of  power.  On  just  two 
AA  alkaline  batteries. 


Compaq  Innovation 

And  who  better  than 
the  number  one  PC  com- 
pany to  provide  you  with 
the  best  extension  to 
your  PC? 


B96  Compaq  Computer  Corporation.  All  rights  reserved.  Compaq  registered  U.S.  Patent  and  Trademark  Office.  Microsoft,  Wind.  ind  the  Windms  Logo  are  either  registered  trademark 

United  States  and/or  other  countries.  Other  products  mentioned  may  he  trademarks  or  registered  trademarks  of  their  respective  companies.  'Modem  is  optional  and  required  lor  access. 


department  stores— such  as  May  and  Sears — were  up 
about  5%. 

The  Internet  is  beginning  to  play  a  role  in  retailing. 
More  retailers  are  doing  Web  sites.  Wal-Mart  launched 
two  sites,  where  it  offers  higher-priced  items  like  $79 
Braun  coffeemakers.  Wal-Mart  won't  disclose  sales,  but 
said  it  had  received  more  than  3,000  E-mails  from  cus- 
tomers. Retailers  generated  $518  million  in  on-line  sales 
last  year;  Forrester  Research  expects  this  to  reach  about 


$7  billion  by  2000. 

For  the  whole  industry  it  wasn't  a  bad  year,  with  U.S. 
retail  sales  rising  at  a  better-than-inflation-rate  of  5%,  but 
1997  will  probably  come  in  under  that,  says  Carl  Steidt- 
mann,  chief  economist  at  Management  Horizons,  a  divi- 
sion of  Price  Waterhouse.  Besides  the  unpredictability  of 
consumers — what's  new? — retailers  this  year  will  have  to 
contend  with  the  possibility  of  rising  credit  delinquencies 
as  consumers  max  out  their  credit.  Mt 


Retailing 

Profitability 

Growth 

Sales 

Net 
income 

Profit 
margin 

Debt/ 
capital 

Company 

Return  on  capital 

Return  on 
equity 

5-year     latest  latest 
average    12  mos     12  mos 

%          %  % 

Sales 

5-year  latest 
average     12  mos 

%  % 

Earnings  per  share 

5-year  latest 
average    12  mos 

%  % 

latest 
12  mos 

% 

latest 

% 

Spiegel 

Hanover  Direct 
Home  Shopping 

4.7          3.7  0.6 
0.9          def  def 
def          def  def 

11.4  -2.9 
6.5  -4.1 
NM  -0.9 

NM  D-P 
NM  D-D 
NM  D-D 

3,044 
'724 
1,022 

4 

-58 
-11 

0.1 
def 
def 

62.1 
38.8 
38.7 

Medians 

11.3         7.6  8.6 

8.8  -1.2 

NM  -1.2 

1,566 

30 

1.5 

35.4 

CellStar 
t  AutoZone 
General  Nutrition  Cos 
Alliance  Entertain 
Smart  &  Final 

41.8          def  def 
26.7         24.4  23.8 
19.7          3.8  27 
18.2          def  def 
13.5         13.9  16.2 

63.8  20.7 
22.2  24.0 
19.6  16.5 
68.2  6.4 
14.8  12.3 

NM  P-D 
28.1  19.4 

NM  -86.5 
44.2*  P-D 
17.1  34.9 

899 
2,243 
941 
729 
1,279 

-8 
167 

9 

-36 
24 

def 

7.5 
1.0 
def 
1.9 

6.3 
0.0 
57.7 
63.7 
22.6 

Office  Depot 
Finlay  Entei prises 
(  Toys  'R^Us> 

Jostens 

12.5          9.8  12.6 
11.1         11.7  112.4 
10.9          3.9  3.9 
10.8         11.2  15.2 
10.3         19.8  24.0 

52.0  15.6 
11.6  9.5 
11.6  9.4 
56.9  37.1 
-5.5  5.7 

53.5  -3.6 
NM  -49.5 
NM  -69.9 

53.3  80.8 
NM  -4.4 

5,948 
678 
9,870 
3.779 
703 

129 
11 

137 
94 
44 

2.2 
1.6 
1.4 
2.5 
6.3 

34.9 
97.9 
16.2 
38.8 
3.1 

Pep  Boys 

Heiiig-Meyers 

Williams-Sonoma 

Tiffany 

CPI 

10.3         10.8  14.1 
10.2          5.5  6.1 
9.6          4.2  3.8 
9.2         14.4  17.4 
8.9          5.5  5.6 

12.2  18.1 
26.4  12.6 
18.0  26.5 
12.0  14.9 
7.5  -2.3 

17.3  18.0 
12.9  -49.2 
NM  -43.8 
NM  38.0 
-16.1  -44.0 

1,795 
1,417 
744 
875 
526 

97 
32 
5 
48 
10 

5.4 
2.3 
0.6 
5.5 
1.9 

41.2 
43.8 
42.1 
21.5 
24.3 

Sports  Authority 
Michaels  Stores 
OfficeMax 
Getty  Petroleum 
Pier  1  Imports 

8.4          9.4  9.4 

8.3  def  def 
7.6          6.8  6.7 

7.4  7.8  10.2 
7.1         11.5  16.7 

55.5  22.8 
30.3  10.3 
79.0  32.7 
-9.8  5.4 
7.4  17.5 

NA  29.7 
NM  P-D 
NA  -43.8 
NM  -16.8 
NM  500.0+ 

1,221 
1,341 
3,036 
823 
871 

26 
-37 
67 
11 
39 

2.2 
def 
2.2 
1.4 
4.5 

0.0 
44.8 

0.0 
22.0 
27.1 

Price/Costco 
Levitz  Furniture 

Amorrn 

Duty  Free  Intl 
Fabri-Centers  of  Amer 

6.9         10.7  15.8 
6.8*         def  NE 
6.8          8.0  13.1 
6.8          7.7  9.5 
6.3          8.1  11.4 

9.7  7.2 
3.1  -7.2 
6.4  7.5 
36.7  5.0 
15.3  8.2 

NM  82.4 
NM  D-D 
25.0*  276.8 
NM  32.1 
NM  23.1 

19,566 
959 
1,353 
548 
890 

249 
-33 
90 
20 
21 

1.3 
def 

6.6 

3.7  * 
2.4 

39.2 
112.8 
55.0 
35.1 
44.5 

Petsmart 
Barnes  &  Noble 
General  Host 
Trans  World  Entertain 
Dart  Group 

3.9         10.7  10.8 
1.6*        def  def 
1.4          def  def 
0.3          def  def 
def          def  def 

77.7  36.5 
18.5  23.9 
2.9  -5.7 
8.1  -5.2 
-7.9  0.4 

NM  D-P 
NM  P-D 
NM  P-D 
NM  D-D 
NM  D-D 

1,264 
2,288 
563 
499 
677 

30 
-52 
-12 
-18 
-17 

2.4 
def 
def 
def 
def 

16.7 
42.4 
63.0 
37.1 
13.2 

Musicland  Stores 
CML  Group 
Borders 
Cole  National 
Zale 

def          def  def 
def         def  def 
NA          def  def 
NA         15.3  97.6 
NA          7.5  9.5 

15.8  8.4 
11.0  -27.3 
10.4  16.0 
6.7  10.2 
-3.4  10.4 

NM  D-D 
NM  D-D 
NA  NA 

NM  -39.4 
NA  17.0 

1,810 
503 
1,901 
.  618 
1,154 

-53 
-99 
-21 
17 
43 

def 
def 
def 

2.8 
3.7 

47.7 
32.8 
1.4 
75.1 
50.8 

Medians 

8.4         7.5  9.4 

12.2  10.3 

NM  -41.6 

959 

20 

1.9 

37.1 

Industry  medians 

9.2         7.9  9.6 

10.6  8.4 

NM  -3.8 

1,715 

26 

1.8 

32.8 

All-industry  medians 

9.8         9.6  13.0 

7.2  8.1 

-4.9  6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-T)-.  Profit  to  deficit,  def:  Deficit.  NA:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 
tThree-year  average.   For  further  explanation,  see  page  93.  . 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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4.  American  Institute  of  Architects 

5.  American  Institute  of  CPA's 

6.  ARAMARK-The  World  Leader 
in  Managed  Services 

1  -800- ARAM  ARK  or  www.aramark.com 

7.  Johnson  Controls 

8.  Kelly  Services,  Inc. 

9.  MCI  Conferencing 

10.  Toyota  in  America 

11.  Tyco  International,  Ltd. 

12.  UtiliCorp  United 
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27.  MicroAge  Infosystems  Services 
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1-800-9 -MINOLTA 
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30.  QUALC0MM 

31.  TDK  Systems,  Inc.  1-800-999-4TDK 
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33.  America  West  Golf  Vacations, 
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TRAVEL  &  TRANSPORT 


The  urge  to  merge  will  continue,  to  dominate 
the  airline  business  in  1997. 


By  William  G.  Flanagan 

Consolidation  has  already  proved  a  tonic 
in  railroads,  trucking,  gambling  and  hotels. 
How  quickly  will  it  happen  in  airlines? 

Love  is  in  the  air,  and  the  music  is  playing. 
American  and  British  Airways  have  proposed  a  liai 
son.  Continental  threw  itself  at  Delta,  which  ultimate- 
ly decided  to  pass — for  now.  USAir  is  still  looking  for  a 
partner,  and  Helane  Becker,  an  analyst  with  Smith  Barney, 
figures  that  if  a  Continental/Delta  deal  eventually  goes 
through,  United  and  American  will  feel  compelled  to 
challenge  what  would  be  the  nation's  largest  carrier  by 


bidding  against  each  other  for  USAir. 
Other  obvious  targets:  Northwest  and 
TWA.  Jon  Ash,  managing  director  of  Global 
Aviation  Associates,  a  consultancy  in  Wash- 
ington, D.C.,  speculates  that  Northwest  and 
USAir  might  even  make  sense — Northwest  is  rela- 
tively weak  on  the  East  Coast,  where  USAir  is  strong, 
and  brings  USAir  links  to  the  Midwest  (Detroit,  Min- 
neapolis/St. Paul)  and  Memphis. 

But  there  are  hurdles  to  clear  before  anyone  throws 
rice.  There  are  the  pilots'  unions,  which  already  throttled 


Travel  & 
transport 


Company 


Net 

Profit 

Debt/ 

Profitability 

Growth 

iales 

income 

margin 

capital 

5-year 
average 

% 


latest 
12  mos 

% 


Return  on 
equity 
latest 
12 


5-year 
average 

% 


latest 
12  mos 

% 


Earnings  per  share 


5-year  latest 
average   12  mos 

0/  o/ 


Airlines 

Southwest  Airlines 

9.6 

10.3 

14.8 

21.3 

20.8 

40.2 

36.1 

3,323 

223 

6.7 

26.0 

UAL 

6.6 

18.6 

NE 

6.4 

9.1 

NM 

-15.6 

16,053 

561 

3.5 

71.3 

British  Airways 

6.4 

8.8 

15.6 

10.0 

7.1 

NM 

96.0 

13,387 

717 

5.4 

54.3 

Amtran 

4.1* 

def 

def 

13.4 

11.2 

NM 

P-D 

767 

-16 

def 

56.5 

AMR 

3.3 

6.8 

10.5 

7.7 

5.3 

NM 

17.8 

17,608 

463 

2.6 

48.1 

Alaska  Air  Group 

2.8 

8.9 

19.1 

6.0 

12.9 

NM 

215.8 

1,574 

43 

2.7 

58.7 

Delta  Air  Lines 

2.3 

6.6 

3.6 

5.6 

3.9 

NM 

-84.1 

12,699 

193 

1.5 

39.0 

USAir  Group 

def 

17.1 

NE 

2.7 

8.8 

NM 

D-P 

7,945 

296 

3.7 

93.0 

America  West  Airlines 

NA 

2.7 

0.5 

2.4 

13.3 

NA 

NA 

1,696 

4 

0.2 

35.6 

Continental  Airlines 

NA 

18.6 

89.2 

NM 

7.1 

NA 

D-P 

6,222 

319 

5.1 

59.3 

Northwest  Airlines 

NA 

15.7 

NE 

4.6 

18.0 

NM 

34.8 

9,742 

514 

5.3 

58.4 

Trans  World  Airlines 

NA 

NA 

NA 

-5.5 

8.3 

NA 

NA 

3,556 

NA 

NA 

63.6 

Medians 

3.7 

8.9 

3.6 

5.8 

9.0 

NM 

35.5 

7,084 

296 

3.5 

57.4 

Air  freight 

Air  Express  Intl 

20.4 

16.8 

22.1 

16.8 

8.0 

17.4 

19.5 

1,285 

36 

2.8 

30.3 

Federal  Express 

8.6 

9.0 

12.1 

6.4 

9.3 

39.5t 

-6.9 

10,513 

294 

2.8 

32.7 

Airborne  Freight 

5.8 

5.3 

6.9 

13.5 

12.4 

-4.1 

27.6 

2,435 

29 

1.2 

51.8 

Con  Freightways  Inc 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

3,551 

82 

2.3 

46.1 

Pittston  Burlington 

NA 

11.4 

12.2 

11.9 

7.6 

78.6* 

1.7 

1,476 

33 

2.3 

10.6 

Medians 

8.6 

10.2 

12.1 

12.7 

8.7 

28.4 

10.6 

2,435 

36 

2.3 

32.7 

Hotels  &  gaming 

Carnivai 

15.0 

16.5 

22.6 

7.8 

12.0 

26.4 

21.2 

2,191 

536 

24.5 

26.5 

Circus  Circus 

13.9 

7.2 

9.9 

13.4 

7.8 

7.5 

-11.9 

1,353 

121 

9.0 

31.0 

Royal  Caribbean 

11.0* 

9.7 

14.5 

12.2 

13.0 

21.2 

-9.1 

1,329 

141 

10.6 

52.7 

Mirage 

10.0 

12.7 

15.5 

9.9 

5.4 

21.9 

23.6 

•  1,369 

198 

14.5 

18.4 

Boyd  Gaming 

8.7* 

7.0 

11.3 

17.1 

14.8 

50.0* 

-29.5 

784 

24 

3.1 

69.1 

Hilton  Hotels 

8.0 

11.3 

16  9 

8.7 

13.2 

9.5 

43.6 

1,751 

213 

12.2 

42.8 

Bally  Entertainment 

6.6 

11.8 

44.4 

14.5 

16.5 

NM 

60.0 

1,154 

111 

9.7 

69.9 

Aztar 

4.9 

2.4 

def 

2.8 

26.0 

NM 

P-D 

711 

-11 

def 

53.2 

MGM  Grand 

3.2 

10.2 

13.5 

41.1 

13.0 

NM 

134.8 

791 

82 

10.4 

8.5 

Harrah's  Entertain 

NA 

8.7 

11.2 

13.1 

5.1 

13.5 

-21.0 

1,592 

67 

4.2 

52.4 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-to  Profit  to  deficit,  def:  Deficit. 
tThree-year  average.   For  further  explanation,  see  page  93. 


A:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity. 


*Four-year  average. 


Sources:  Forbes;  Value  Line  vBrOpeSource  Information  Services. 
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a  USAir/United  deal;  the  govern- 
ment; and  the  ego  problems  of  airline 
management.  Could  Continental's 
chairman,  Gordon  Bethune,  who  has 
restored  the  carrier  to  health,  step 
aside  for  Delta's  Ronald  Allen,  even  if 
other  kinks  are  worked  out?  Both  these  guys  have  jet  fuel 
in  their  veins.  However,  Continental's  major  sharehold- 
ers, David  Bonderman  and  his  Air  Partners  group,  are 
pressing  hard  to  cash  out.  Stay  tuned.  The  American/ 
British  Airways  deal  could  have  a  domino  effect. 

Airline  profits?  Third-quarter  operating  profits  hit  a 
record  $2.7  billion,  up  from  $2.4  billion  a  year  before. 
Net  profits  rose,  too,  30%.  For  all  of  1996,  unit  costs, 
excluding  fuel,  will  have  risen  less  than  inflation.  This  year, 
if  the  economy  stays  healthy,  the  airlines  should,  too. 

Mergers  continued  to  make  news  in  the  railroad  indus- 
try, with  the  proposed  CSx/Conrail  link.  This  comes  on 
top  of  the  Burlington  Northern/Santa  Fe  and  Union 
Pacific/Southern  Pacific  mergers  over  the  past  two  years. 


Even  though  the  third  quarter  was 
hurt  by  weak  traffic  and  high  fuel 
costs,  most  railroads  had  decent 
earnings  growth,  ranging  between 
3%  (Burlington  Northern/Santa  Fe) 
and  28%  (Union  Pacific). 
Two  major  issues  hang  over  the  industry.  "Open 
access,"  an  attempt  by  shippers  to  open  the  nation's  rail 
networks  to  competition,  would  hurt  profits.  And  utility 
deregulation,  well  under  way,  will  pinch  margins  for  haul- 
ing coal,  the  industry's  largest  commodity  (40%  of  prof- 
its). Burlington  Northern  and  Norfolk  Southern,  two  of 
the  biggest  coal  haulers,  could  be  vulnerable. 

The  trucking  industry  has  worked  its  way  through  a 
glut  of  capacity,  and  tonnage  is  heading  up,  currently  run- 
ning about  3%  over  last  year.  Labor  costs  are  declining  by 
about  3%. 

Andras  R.  Petery,  of  Morgan  Stanley,  likes  three  truck- 
ers: Roadway,  Werner  and  Landstar.  He  cites  Arkansas 
Best,  Celadon  and  U.S.  Xpress  as  speculations.  WM 


The  American/British 
Airways  deal  could  have 
a  domino  effect. 


Travel  & 
transport 


Company 


Return  on  capital 


5-year 
average 

% 


Growth 


Sales 


average 

% 


Profit 
margin 


Earnings  per  share 


5-year 
average 

% 


Debt/ 
capital 


ITT 

NA 

6.9 

7.6 

8.8 

5.8 

NM 

91.0 

6,522 

227 

3.5 

52.4 

Marriott  Intl 

NA 

17.6 

25.2 

5.6t 

10.0 

19.3i 

21.8 

9,635 

286 

3.0 

50.1 

Medians 

8.7 

10.0 

14.0 

11.1 

12.5 

11.5 

21.5 

1,361 

131 

9.3 

51.3 

Railroads 

Illinois  Central 

13.8 

13.9 

28.1 

3.2 

0.6 

18.7 

5.9 

643 

133 

20.7 

39.6 

Kansas  City  Southern 

12.7 

21.0 

43.8 

12.2 

-5.2 

37.7 

285.2 

824 

290 

35.2 

44.4 

Norfolk  Southern 

7.9 

9.4 

15.7 

NM 

1.3 

9.6 

8.9 

4,745 

747 

15.7 

20.0 

Burlington  Santa  Fe 

7.4 

5.1 

6.7 

4.9 

51.0 

-15.81 

-55.8 

8,209 

485 

5.9 

29.4 

CSX 

7.0 

11.0 

20.6 

4.6 

3.2 

NM 

49.6 

10,604 

878 

8.3 

23.4 

Conrail 

6.1 

4.3 

5.6 

2.6 

0.0 

NM 

-63.8 

3,722 

165 

4.4 

29.4 

Canadian  Pacific 

0.1 

def 

def 

-7.6 

12.7 

NM 

P-D 

5,864 

-529 

def 

39.1 

Union  Pacific 

NA 

6.4 

13.4 

5.2 

10.9 

12.8- 

15.0 

7,950 

683 

8.6 

39.9 

Medians 

7.4 

7.9 

14.5 

3.9 

2.3 

-3.1 

7.4 

5,305 

388 

8.4 

34.2 

Trucking  &  shipping 

Landstar  System 

20.5* 

13.3 

18.0 

15.1 

6.3 

45.0t 

-14.2 

1,257 

23 

1.8 

31.7 

Werner  Enterprises 

11.8 

9.6 

12.8 

14.9 

11.2 

15.2 

9.5 

625 

39 

6.3 

6.9 

USFreightways 

10.3 

9.0 

12.8 

12.8 

13.3 

24.4 

-18.6 

1,277 

30 

2.4 

39.5 

Ryder  System 

8.1t 

5.7 

9.9 

5.8 

8.8 

39.4 

-10.4 

5,508 

124 

2.3 

55.5 

APL  Limited 

7.8 

5.0 

8.0 

4.8 

-3.7 

-13.1* 

-34.1 

2.783 

37 

1.3 

51.9 

JB  Hunt  Transport 

5.9 

3.2 

2.8 

18.2 

10.5 

NM 

-35.0 

1,464 

10 

0.7 

40.3 

Alexander  &  Baldwin 

5.5* 

6.0 

9.5 

10.0 

1.0 

-9.8 

-4.9 

1,126 

61 

5.5 

27.0 

Arkansas  Best 

4.4 

def 

def 

10.0 

22.9 

NM 

D-D 

1.660 

-53 

def 

60.5 

Yellow 

1.7 

def 

def 

6.7 

-1.0 

NM 

P-D 

3,037 

-26 

def 

32.2 

Greyhound  Lines 

def 

0.8 

def 

-2.5 

7.8 

NM 

D-D 

687 

-12 

def 

57.4 

Caliber  System 

NA 

4.5 

4.7 

22.2 

8.7 

10.5 

-63.1 

2,626 

34 

1.3 

20.1 

Con  Freightways  Corp 

NA 

def 

NA 

-1.3* 

NA 

NA 

NA 

2,091 

-58 

def 

6.2 

Roadway  Express 

NA 

5.7 

5.8 

2.7 

0.5 

NM 

D-P 

2,310 

12 

0.5 

0.0 

Medians 

6.8 

5.0 

6.9 

10.0 

8.2 

-11.5 

-26.3 

1,660 

23 

1.3 

32.2 

Industry  medians 

7.0 

8.7 

11.2 

7.7 

8.8 

-9.8 

3.8 

2,251 

111 

3.1 

40.1 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

-4.9 

6.4 

1,860 

86 

4.6 

32.2 

D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit,  def:  Deficit. 
tThree-year  average.   For  further  explanation,  see  page-93. 


:  Not  available.  NC:  Negative  capital.  NE:  Negative  equity.  NM:  Not  meaningful.  *Four-year  average. 

Sources:  Forbes;  Value  Line  via  OneSource  Information  Services. 
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introduction 


Dramatic  changes  are  taking  place  in  the  global 
strategies  of  Japan's  top  business  leaders. 

The  global  business  environment  is  undergoing 
thematic  as  well  as  structural  changes  as  the  framework  for 
resolving  trade  disputes  and  reconciling  differences  shifts 
away  from  bilateralism  to  a  new  era  of  multilateralism,  forcing 
not  only  Japanese  management  but  also  business  leaders  of 
all  Countries  to  revise  their  thinking  about  global  markets. 

In  years  past,  management  would  tend  to  focus  on 
specific  markets  and  divide  them  into  various  regional 
categories,  such  as  "North  American"  or  "Middle  East"  or 
"European,"  but  now  they  are  being  viewed  as  parts  of  a  sin- 
gle  global  market. 

With  the  recent  creation  of  the  new  World  Trade 
Organization  (WTO),  replacing  the  General  Agreement  on 
Tariffs  and  Trade  (GATT),  trade  disputes  between  countries 
increasingly  will  be  moderated  at  a  multilateral  level  rather 
than  through  bilateral  negotiations  as  in  the  past. 

Both  Japan  and  the  U.S.  have  weathered  major 
changes  in  their  economic  structures  over  the  past  two  dec- 
ades,  characterized  by  corporate  restructuring  and  downsiz- 
ing.  At  the  same  time,  they  have  participated  in  the 
emergence  of  regionalism,  where  neighboring  countries  pool 
their  resources  and  share  common  goals. 

Because  Japan  and  the  U.S.  are  key  players  in  this 
changing  environment,  a  stable  relationship  between  the  two 
countries  is  required  while  a  new  set  of  global  trade  rules  is 
developed. 

The  task  confronting  Japanese  management  is  par- 
ticularly  tough,  since  it  is  intimately  tied  in  with  operating 
strategies  for  Asia,  which  is  the  largest  recipient  of  new 
investment  by  Japanese  companies.  Japanese  industry  is 
aggressively  seeking  to  outsource  materials  and  products 
through  its  Asian  suppliers,  subsidiaries  and  affiliates. 

What  is  Japanese  management  doing  to  secure  its 
competitive  position  in  the  new  markets  of  the  21st  century, 
especially  in  such  areas  as  information  technologies,  electron- 
ics, aerospace  and  sophisticated  financial  services?  What  are 
the  areas  of  focus  in  terms  of  companies'  new  capital  invest- 
ments?  How  are  the  changes  taking  place  in  global  markets 
affecting  their  relationships  with  foreign  companies?  What 
role  are  global  corporate  alliances  and  relationships  playing  in 
the  future  strategies  of  Japanese  companies? 

These  and  other  important  issues  will  be  discussed 
by  the  country's  top  business  leaders  in  the  following  pages 
of  this  special  report  on  Japan. 


What  is  our  technology 
doing  for  your  kids'  education? 
You  might  be  surprised. 


It's  3:00  and  the  school  bell  rings.  But  instead 
of  the  mad  dash  for  the  door,  something  surprising 
happens.  Your  children  stay  seated.  In  fact, 
they're  on  the  edge  of  their  seats  because  today 
they're  getting  a  new  assignment. 

They  will  probe  a  variety  of  topics  from 
complex  social  issues  like  community  violence  to 
heartwarming  stories  about  local  heroes.  But 
instead  of  doing  research  in  the  library,  they  will 
interview  experts,  handle  camcorders,  edit  tape 
and  even  act.  Instead  of  writing  a  paper,  they 
will  be  writing  a  script  for  a  documentary,  news 
feature  or  public  service  announcement.  And 
along  the  way  they'll  build  self-esteem,  learn 
teamwork  and  communications  skills  as  well  as 
the  ability  to  think  and  reason  critically. 

They're  participating  in  an  innovative  program 
developed  and  supported  by  Matsushita  Electric. 
It's  called  Panasonic  Kid  Witness  News.  The 
program  provides  over  200  schools  with  video 
equipment,  educational  materials  and  support 
to  help  students  and  teachers  create  video 
productions.  It's  just  one  of  many  Matsushita 
educational  programs,  which  range  from  working 
with  school  districts  for  public  school  reform  to 
supporting  universities. 

At  Matsushita  we  believe  that,  of  all  the 
things  technology  can  accomplish,  equipping 
our  children  for  the  future  is  one  of  the 
most  important. 


Panasonic 

Matsushita  Electric 


HOTEL  NEW  OTANI  TOKYO 

NEW  OTANI  HOTELS 

TOKYO  •  MAKUHARI  ■  OSAKA  •  KOBE  •  HAKATA  ■  LOS  ANGELES  ■  HONOLULU  ■  SINGAPORE  ■  BEIJING 


he  only  world-class  hotel  in  Tokyo  that  offers  a 
delightful  breakfast  buffet,  access  to  the  mini-relaxation  gym, 
complete  business  services  and  much  more  for  no  charge  at  al 
We  welcome  you  to  join  The  New  Otani  Club, a  membership 
program  which  gives  you  the  above  diverse  privileges  when 
staying  at  the  Hotel  New  Otani  -  a  choice  that  guarantees  the 
highest  standards  of  hotel  living. 


MEMBERSHIP  CARD 


For  Reservations  and  Information 
U.S.&Canada  (800)421-8795 
California  only  (800)273-2294  Los  Angeles  (213)629-1 114 
New  York  (212)308-7491  London(0171)584-6666 
Hong  Kong  (852)2529-2713  Osaka  (06)941-7021 
Tokyo  (03)3262-7021 

Services  offered  by  the  New  Otani  Club  differ  depending  on  the  location  of  our  hotels. 

MILEAGE  PARTNERSHIPS 
American  Airlines,  British  Airways,  Japan  Airlines, 
Northwest  Airlines,  Qantas  Airways,  United  Airlines 
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GLOBALIZATION  AND 

THE  U.S.-JAPAN 
COITORATE  ALLIANCE 

Toward  the  21st  Century 


Powerful  commercial  and 
technological  forces  are  driv- 
ing worldwide  economic 
integration  and  interdepen- 
dence, bringing  us  closer  together 
than  at  any  other  time  in  human 
history.  Globalization  presents  great 
opportunities,  combining  resources 
from  various  economies  in  new  and 
innovative  ways  that  will  help  us  all 
grow  faster,  be  more  productive  and 
create  more  jobs.  It  also  poses  for- 
midable challenges  as  traditional 
business  and  social  structures  come 
under  pressure  to  adapt  to  a  fast- 
changing  environment. 

As  the  world's  two  largest 
economies,  the  United  States  and 
Japan  have  a  special  responsibility 
to  help  shape  this  vast  transforma- 
tion. Our  security  alliance  under- 
girds  the  stability  that  has  made  possible  an  era  of  unprece- 
dented prosperity  in  the  Asia-Pacific  region.  We  are  work- 
ing hard  to  keep  that  security  partnership  vital  and  strong. 
Economically,  our  two  countries  have  joined  hands  to 
facilitate  the  free  flow  of  goods,  services  and  capital  in  the 
region  and  the  world.  Bilaterally,  we  have  resolved  a  myriad 
of  serious  trade  disputes  and  are  committed  to  resolving 
new  problems  that  arise.  Multilaterally,  we  are  cooperating 
to  strengthen  the  world  trading  system  and  to  promote 
trade  and  investment  liberalization  through  the  activities 
of  APEC. 

American  and  Japanese  business  are  joining  forces  in 
a  wide  range  of  sectors,  bringing  their  respective  strengths 
to  a  number  of  successful  joint  ventures.  For  example, 
Texas  Instruments  has  joined  with  Hitachi,  and  Motorola 
with  Toshiba,  to  make  semiconductors  in  Japan;  GE  and 
Yokogawa  together  produce  and  sell  medical  equipment; 
Time  Warner  and  US  West  are  partnering  with  Japanese 
firms  to  offer  cable  telephone  services;  Hughes  and  its 
Japanese  partners  are  bringing  multi-channel  TV  to  Japan; 
and  Microsoft  has  ventures  with  a  host  of  Japanese  firms, 
including  one  of  Japan's  top  entrepreneurs,  Masayoshi  Son. 
I  commend  these  and  the  many,  many  more  American  and 
Japanese  firms  which  are  using  their  respective  talents  to 
create  jobs,  meet  consumer  needs,  and  contribute  to  the 


continued  economic  growth  of  our 
two  countries,  the  region  and  the 
world. 

Our  job,  as  governments,  is  to 
continue  the  hard  work  of  support- 
ing policies  that  promote  macro- 
economic  stability,  trade  and  invest- 
ment. We  must  also  respond  to  new 
demands  on  trade  diplomacy 
imposed  by  technological  change. 
Copyright  infringement  in  on-line 
communications  and  software  piracy 
are  just  a  few  of  the  problems  emerg- 
ing. Also,  infrastnicture  bottlenecks 

—  ports  too  small  to  handle  growing 
volumes  of  cargo,  or  power  grids 
that  are  inadequate  and  unreliable 

—  pose  a  serious  threat  to  growth. 
We  need  to  look  beyond  the  narrow 
confines  of  traditional  trade  policy  at 
the  bigger  economic  picture.  A 

comprehensive  attack  on  the  full  array  of  barriers  to  free 
trade  and  growth  must  be  the  desideratum  of  policy. 

As  we  lead  the  transformation  into  the  21st  century, 
the  U.S.  and  Japan  will  confront  common  challenges  at 
home:  reforming  industrial  structures,  aging  populations 
and  a  changing  political  landscape,  to  name  a  few.  Coping 
with  these  changes  will  not  keep  us  from  the  enormous 
tasks  abroad:  integrating  the  economies  in  transition  into 
the  global  fold,  engendering  a  culture  of  trust  in  a  world 
that  spent  much  of  this  century  deeply  divided  by  ideology, 
and  convincing  rogue  nations  that  the  negotiating  table  is 
an  effective  means  of  settling  disputes.  Together,  we  will 
address  these  problems  and  make  globalization  work.  As 
an  ardent  supporter  of  the  U.S. -Japan  corporate  and  govern- 
ment alliances,  I  take  special  pleasure  in  contributing  to 
this  issue  of  FORBES.  We  can  look  confidently  ahead  to  a 
prosperous  future  of  peace  and  opportunity  for  us  all. 


Walter  E  Mondale 
Former  United  States 
Ambassador  to  Japan 
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Many  large  Japanese  companies  like  to  talk  about  "glob- 
alization," offering  an  emboldened  vision  of  the  future, 
underscored  by  broad  philosophical  commitments  to 
the  principle  of  kokusai-ka  or  "internationalization" 
and  reinforced  by  impressive  projections  of  potential  overseas 
growth.  But  few  have  made  the  actual  commitment  of  human  and 
financial  resources  of  Matsushita  Electric  Industrial  Co.,  Ltd., 
whose  products  are  marketed  under  the  Panasonic,  Technics, 
Quasar  and  National  brand  names. 

With  about  46%  of  its  $68  billion  in  consolidated  sales 
earned  overseas,  25%  of  its  products  manufactured  abroad,  and 
183  divisions  (including  128  plants)  operating  in  42  countries 
around  the  world,  the  Osaka-based  company  is  more  globally  ori- 
ented than  most. 

Yet  as  far  as  company  President  Yoichi  Morishita  is  con- 
cerned, it's  not  enough.  Matsushita  Electric 's  globalization  has 
only  just  begun. 

"As  we  look  toward  the  year  2000,"  he  says,  "we  believe 
that  we  will  have  to  expand  our  overseas  operations  not  only 
simply  to  remain  competitive  but  to  better  serve  the  global  com- 
munity. We  want  to  make  a  more  substantial  contri- 
bution to  international  society." 

And  this  isn't  just  business  rhetoric.  Morishita  is 
backing  up  his  words  with  action  in  the  form  of  a  new 
"Year  2000  Plan"  that  begins  in  April  1997,  when  the 
company's  current  three-year  revitalization  plan  ends. 


The  revitalization  plan  was  launched  in  1994  with  the  pri- 
mary goal  of  strengthening  the  company's  global  management 
system,  reinforcing  its  sales  system,  developing  breakthrough  prod- 
ucts, promoting  priority  businesses  such  as  optical  disks,  mobile 
communications  equipment,  display  devices  and  semiconductors, 
and  turning  the  growing  potential  of  multimedia  into  a  reality. 

A  dramatic  step  forward  toward  the  multimedia  era  was 
recently  underscored  by  Matsushita  Electrics  pioneering  effort  in 
developing  new  optical  disk  technology  in  the  form  of  DVDs  or 
digital  video  disks  —  the  next-generation,  high-density  data- 
storage medium.  Last  November,  the  company  introduced  in 
Japan  two  DVD  movie  player  models  and  a  television  with  a 
built-in  DVD  player. 

The  potential  of  this  revolutionary  technology  is  staggering, 
according  to  Morishita.  DVDs,  which  can  hold  four  hours  of 
movies  or  visual  material  on  a  12-cm  single-sided  disk  with  two 
layers,  offer  a  wide  range  of  audio,  visual  and  computer  applica- 
tions, he  adds,  predicting  the  total  industry  will  reach  around  5 
trillion  yen  by  the  year  2000  (roughly  2  trillion  yen  in  hardware 
and  3  trillion  yen  in  software). 


"We  want  our  overseas 
research  effort  to  be  carried  ou 


with  a  spirit  of  adventure . " 


MATSUSHITA 


Matsushita 


Yoichi  Morishita 

Electric  Industrial 


"We  have  high  hopes  for  DVD,  which  is  a  truly  innovative 
product  the  likes  of  which  we  have  not  seen  for  a  long  time," 
Morishita  says. 

In  order  to  stimulate  international  development  of  new  tech- 
nologies, Matsushita  Electric  has  also  been  strengthening  its  inter- 
national research  by  reorganizing  its  overseas  laboratories  and 
turning  five  of  them  into  independent  companies  with  their  activ- 
ities coordinated  by  Matsushita  Electrics  head  office  in  Japan. 

"We  want  our  overseas  research  effort  to  be  carried  out  with 
a  spirit  of  adventure,"  says  Morishita,  "so  that  the  results  of 
research  in  one  region  will  be  tied  in  with  new  business  ventures 
in  those  markets  and  can  later  be  shared  worldwide." 

Such  commitments  will  be  strengthened  and  expanded 
under  the  company's  new  "Year  2000  Plan." 

"Our  overall  objective  is  to  deliver  the  highest  level  of 
product  satisfaction  possible  to  customers  around  the  world,"  he 
explains. 

The  new  plan  envisions  a  more  balanced  breakdown  of 
Matsushita  Electrics  global  business  by  the  start  of  the  new 
century  with  consumer,  industrial  and  components  operations 
divided  roughly  into  equal  thirds  (versus  the  current  38%  share 
for  consumer,  37%  for  industrial  and  25%  for  components). 
Additional  objectives  include  a  50%-50%  domestic-international 
split  of  total  sales  volume  (compared 
with  the  current  55%-45%  ratio),  a 
70%-30%  break  between  domestic  and 
overseas  production  (against  the  present 
75%-25%  share)  and  bold  consolidated 
profit  margin  projections  of  7.5%  in  the 
year  2000. 

"1997  is  the  year  when  we  will  start 
to  build  a  new  Matsushita  for  the  21st 
century,"  Morishita  concludes. 
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'e  are  confident  of  the  future,"  declares 
Mitsubishi  Motors  President  Takemune 
Kimura.  "The  auto  market  is  fiercely  compet- 
itive, it  holds  numerous  uncertainties  and  its 
climate  can  change  overnight.  Yet  we  believe  we've  established 
a  firm  foothold  for  the  coming  century."  Part  of  this  confidence 
comes  from  the  next-generation  combustion  engine  that  the 


"We  are  a  jew  steps  closer  to 
the  ultimate  power  unit  engineers 
have  been  dreaming  of. " 


company  has  developed  and  started  installing  since 
last  fall  in  the  new  model  of  Galant,  Mitsubishi's 
flagship  sedan. 

How  Mitsubishi's  new  engine  will  be  accepted 
by  consumers  in  the  long  run  is  yet  to  be  seen.  But 
the  engine  appears  to  be  a  major  breakthrough,  and 
may  well  push  Mitsubishi  ahead  of  the  pack. 
Included  among  awards  and  praises  it  has  so  far 
acquired  are  Car  magazine's  design  and  technology 
award  for  the  category  of  the  Most  Promising 
Technology  Concept  at  the  1995  London  Motor 
Show,  and  the  Japanese  Ministry  of  International 
Trade  and  Industry  prize  for  energy-saving  equip- 
ment and  systems  for  the  21st  century. 

In  the  spotlight  is  the  "In-Cylinder  Direct 
Injection  Gasoline  Engine"  (GDI  Engine)  that 
achieves  stable  combustion  with  an  unprecedented 
lean  air-fuel  ratio  of  40  to  1,  improving  fuel 
efficiency  by  35%  on  average  while  raising  power 
output  and  torque  by  10%.  "Furthermore,  the  new 
engine  dramatically  reduces  the  emission  of  harmful 
gases  such  as  CO2  and  NOx  since  intake  airflow 
and  fuel  injection  can  be  finely  optimized  at 
any  engine  speed,"  says  Kimura.  "We  are  a  few 
steps  closer  to  the  ultimate  power  unit  engineers 
have  been  dreaming  of  ever  since  the  birth  of  the 
automobile." 

A  production  engineer  himself,  Kimura  places 
solid  trust  in  his  product-development  engineering 
staff.  "I  know  how  the  GDI  engine  has  been 
developed,  and  I  am  sure  it  will  be  further  improved 
by  our  engineers  in  the  future.  Rather  than  trying 
to  carry  out  marketing  coups  with  flashy  designs, 
we're  more  interested  in  long-range  conceptual  and 
technological  developments,  going  the  way  the 
industry  should  be  going,"  asserts  the  president. 

Indeed,  Mitsubishi  seems  to  give  priority  to  what  lies 
beneath  the  exterior.  Mirage,  Mitsubishi's  popular  sedan,  rated 
very  high  in  the  1996  safety  test  conducted  by  the  Japanese 
Ministry  of  Transportation.  And  its  medium-duty  trucks  were 
named  the  best  in  1994  and  1995  in  customer  satisfaction  as 
measured  by  J.D.  Power  and  Associates.  "In  designing  products 
our  byword  is  active  safety,  by  which  we  mean  actively  prevent- 
ing accidents  from  happening  in  the  first  place.  We  believe  in 
maximizing  safety  not  only  for  drivers  and  occupants  but  for 
pedestrians  on  the  road  as  well.  Similarly,  we're  trying  hard  to 


make  our  vehicles  greener  and  more  recyclable  to  reduce  social 
cost,"  says  Kimura. 

That's  a  philosophy  many  other  nations  want  to  share.  For 
example,  Mitsubishi  helped  Malaysia's  national  car  project  to 
launch  Proton,  a  very  popular  model  in  Malaysia  today.  It  joined 
the  Dutch  government  and  Volvo  to  establish  NedCar,  a  new  car 
company  that  makes  Carisma.  In  China,  Mitsubishi,  together 
with  its  Malaysian  partner,  signed  in  August  1996 
an  agreement  on  engine  production  for  Chinese- 
assembled  cars. 

In  a  Tokyo  showroom,  President  Kimura  says, 
pointing  to  a  tough-looking  sports  utility  vehicle 


MITSUBISHI 
MOTORS 


M  I  T 


Takemune  Kimura 
subishi   Motors  Corporation 

fittingly  named  Challenger  that  goes  as  Montero  Sport  in  the 
U.S.:  "With  the  arrival  of  this  new  model,  we  now  have  a  full 
lineup  in  this  category.  We  honor  agility  in  our  marketing 
strategies  to  respond  to  the  challenge  we  face." 

After  the  demonstration  of  the  GDI  engine  and  a  crimson 
Challenger,  the  president  does  not  sound  overambitious  when  he 
talks  about  his  goal  for  the  year  2000:  "We'll  be  producing  2.5 
million  units  a  year;  1.5  million  units  in  Japan  and  one  milium 
overseas,  taking  a  15%  share  in  Japan  and  5%  worldwide.  We 
believe  we  have  consumers  on  our  side." 
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Our  name  is  known  around  the 
world  as  a  pioneer  in  technology. 
And  our  commitment  to  developing 
innovative  and  reliable  products  in 
this  country  has  been  clear  for  over 
40  years.  But  concern  for  the  environ- 
ment is  also  a  big  part  of  our  nature. 
Our  Clean  Earth  Campaign,  for 
example,  started  as  a 
program  to  recycle  used 

The  Clean  .      *  _1    »  C 

Ea-mcampaign        toner  cartridges  trom 
Canon  products.  Today,  it  has  grown 
to  include  partnerships  with  such 
leading  environmental  organizations 
as  the  National  Park  Foundation, 
the  Nature  Conservancy  and  the 
National  Wildlife  Fede  ration.  With  in 
each  organization,  we  re  sponsoring 
programs  to  preserve  the  health  and 
well  being  of  our  great  wilderness. 

Of  course.  Canon  is  also  hard  at 
work  in  the  corporate  environment, 
rrom  our  INation  al  Office  Paper 
Recycling  Project, 
to  our  ozone-free  and 
ENERGY  STAR"'  compliant  copiers, 
we  re  helping  to  conserve  and  protect 
our  natural  resources  for  generations 
to  come. 

Imagine.  A  world  where  technology 
and  nature  exist  in  harmony.  Clearly, 
it  s  the  vision  you  d  expect  from  a 
leader  like  Canon. 
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The  world  of  international  banking,  in  the  view  of 
Masao  Nishimura,  president  and  CEO  of  The  Industria 
Bank  of  Japan,  Ltd.,  is  undergoing  profound  changes. 
During  the  past  few  years,  the  operating  environ- 
ment of  financial  institutions  has  become  increasingly  borderless 
and  global,  characterized  by  rapidly  changing  information 
technologies  and  stiff  competition.  Worldwide  deregulation  is 
minimizing  the  differences  among  banks,  securities  companies 
and  trust  banks,  forcing  them  to  implement  broad,  structural 
reforms. 

For  Japanese  financial  institutions,  there  are  the  added 
problems  of  non-performing  loans  and  narrowing  profit  margins 
resulting  from  disintermediation. 

"The  current  situation  for  Japanese  banks  is  as  serious  as  it 
was  during  the  confused  period  after  the  last  war,"  Nishimura 
says.  "As  president  of  IBJ,  it  is  my  job  to  exercise  the 
leadership  necessary  to  guide  our  operations  through 


this  difficult  period,"  adds  Nishimura,  who  became  president  of 
1RJ  last  June. 

As  a  member  of  the  Japanese  government's  Financial 
System  Research  Council,  Nishimura  knows  better  than  most 
the  problems  facing  Japan's  financial  institutions. 

Recovering  from  the  current  situation,  he  says,  depends  on 
how  quickly  the  country's  economy  and  financial  system  can 
undergo  deregulation.  "Japan  has  to  go  along  with  the  current 
trend  in  the  global  marketplace,  which  is  toward  more  liberaliza- 
tion and  deregulation,"  he  says.  "Banks  need  to  move  quickly 
and  effectively  if  they  want  to  keep  the  trust  and  respect  of 
their  clients,  considering  the  ongoing  sweeping  changes  in  the 
market." 

As  Japan's  oldest  and  largest  long-term  credit  bank,  IBJ  has 
played  a  historic  role  in  Japan's  post-war  reconstruction  and  has 


"Japan  has  to  go  along  with 
the  current  trend  in  the 
global  marketplace,  which  is 
toward  more  liberalization 
and  deregulation" 


Masao  Nishimura 
The   Industrial  Bank  of 
Japan,  Ltd. 


established  a  solid  and  broad  client  base  among  Japanese  major 
corporations,  taking  advantage  of  the  strength  of  not  belonging 
to  any  particular  business  group. 

IBJ  last  April  adopted  a  Third  Mid-Term  Management  Plan 
that  has  three  main  goals:  strengthening  the  bank's  human 
resources  worldwide  by  enhancing  its  professional  skills  to  better 
meet  the  needs  of  its  clients;  identifying  new  areas  of  growth  and 
profitability  and  focusing  limited  resources  on  strategic  areas;  and 
bolstering  the  bank's  ability  to  respond  to  changing  matket  con- 
ditions, operate  at  acceptable  international  standards  and 
improve  risk  management  operations. 

"Our  ultimate  purpose  is  to  become  a  'global  wholesale  uni- 
versal bank,'  "  Nishimura  says,  which  he  defines  as  a  bank  that 
offers  more  than  just  conventional  banking  services  and  is  capa- 
ble of  providing  a  variety  of  high-quality  services  such  as  project 
financing,  investment  management,  consulting  business  on 
M&A  (mergers  and  acquisitions)  and  foreign  direct  investment 
and  hedging  investments  through  such  services  as  derivatives  to 
meet  the  "universal"  needs  of  global  clients. 

IBJ  has  already  established  its  global  network  to  strengthen 
these  capabilities.  Three  years  ago,  it  added  securities  underwrit- 
ing to  its  list  of  financial  services  with  the  establishment  of  IBJ 
Securities  Co.,  Ltd.  and  entered  the  investment  trust  business 
in  1994  through  the  establishment  of  IBJ  Investment  Trust 
Management  Co.,  Ltd.  two  years  ago.  In  addition,  in  1995  IBJ 
established  IBJ  Trust  and  Banking  Co.,  Ltd.,  to  provide  trust 
business  services,  including  those  related  to  asset  securitization 
and  administration  of  investment  trusts. 

"If  we  are  able  to  succeed,  through  IBJ  group  networks  and 
strong  ties  with  our  client  base,"  he  says,  "all  members  of  our 
organization  —  domestic  and  international  —  must  work 
together  as  hard  as  we  can  to  enhance  our  reputation  as  a  lead- 
ing player  in  the  world's  financial  markets." 
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If  your  first 
thought  was  televisions, 
think  again. 


SECURITY 


AMENITIES 


We're  Mitsubishi  Electric  Corporation,  a  transnational  network pro- 
iding  integrated  electronics  and  electrical  technology  to  the  world.  You 
nay  well  recognize  us  for  our  big-screen  TVs,  but  our  capabilities  are 
nuch  more  diverse,  and  expanding  to  address  six  domains  of  primary 
uman  concern.  Mitsubishi  Electric  America  has  over  4, 000  employees 
n  more  than  30  locations,  all  dedicated  to  improving  the  quality  of  life 


through  their  daily  work.  Localization  of  resources  and  frontline  decision- 
making are  leading  to  new  research,  engineering  and  production  centers. 

From  televisions  to  telephones,  energy  to  environment,  and  elevators 
to  automation  —  we  provide  products  that  help  people's  lives.  Look  us  up 
at  www,  mitsubishielectric.  com.  The  next  time  you  see  our  name,  you  may 
think  about  an  entirely  different  company. 


A  MITSUBISHI  ELECTRIC 

TECHNOLOGY     FOR  LIFE 

©1997 Mitsubishi  Electric  America.  Inc.  For  more  information  on  the  Mitsubishi  Electric  companies  in  your  area,  call  Mitsubishi  Electric  America  News  Bureau  at  1-800-828-6372. 
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In  the  digital  world  of  Hiroshi  Hamada,  chairman  and  chief 
executive  officer  of  Ricoh  Co.,  Ltd.,  less  is  more. 
The  office  of  the  future,  he  believes,  will  he  a  "paperless" 
and  "keyboard- less"  workplace,  replete  with  high-tech  .equip- 
ment that  will  allow  workers  to  process  and  store  volumes  of  data 
and  information  without  having  to  spend  long  hours  keying  end- 
less documents  into  computers.  Even  products  for  office  and  gener- 
al consumer  use,  like  cameras,  will  become  "film-less"  or  increas- 
ingly digitalized,  eliminating  the  need  for  film  and  processing. 
"The  digital  revolution  is  well  under  way,"  he  says. 
"Efficiency  is  the  benchmark  of  profit,"  Hamada  says. 
"The  more  efficiently  you  can  do  things  in  terms  of  time,  money 
and  materials,  the  more  you  save  in  the  end,"  he  explains.  "For 
companies,  that  means  more  for  the  bottom  line.  Digitalization  is 
the  key  to  greater  efficiency." 

Ricoh  recently  took  a  dramatic  step  in  the  digital  tevolu- 
tion  by  teaming  up  with  four  other  companies  to  develop  new 
compact  disc  technology  that  allows  users  to  read,  write  and 
rewrite  computer  data  on  compact  discs. 

Called  the  CD-Re  Writable  platform,  it  will  allow  the  devel- 
opment of  high  capacity  storage  devices  that  will  be  compatible 
worldwide  in  CD-ROM  and  DVD-ROM  drives. 

Certain  drive  and  media  manufacturers  are  expected 
to  ship  the  first  products  in  early  1997. 

"Products  like  these  utilizing  digital  technology  will 


RICOH 


Hiroshi  Hamada 

Ricoh  Company,  Ltd. 


enable  companies  to  save  time  and  money  and  remain  competi- 
tive in  an  increasingly  borderless,  global  business  environmenr," 
Hamada  says. 

"We  are  lucky  because  our  business  is  making  products  that 
process  images,  which  by  definition  are  'borderless'  in  that  they 
can  be  understood  by  everyone  everywhere,  regardless  of  country 
or  culture,"  Hamada  says. 

As  one  of  the  world's  leading  suppliers  of  office  automation 
equipment,  Ricoh  is  focusing  on  the  rapidly  changing  technology 
in  the  field  of  what  Hamada  calls  "Image  Communications," 
which  covers  both  conventional  analog  and  new  digital 
technologies. 

In  Japan,  for  example,  the  company  promotes  both  systems 

-  analog  and  digital.  It  offers  customers  two  types  of  digitalized 
copiers,  each  with  its  own  brand  name  -  lmagio  black  and  white 
models  and  Preter  color  copiers  -  side  by  side  with  a  line  of  con- 
ventional analog  copiers  sold  under  the  name  Spirio. 

Overseas,  Ricoh  recently  started  using  a  single  brand  name 

-  Aficio  -  for  all  digitalized  image-processing  products  "to  avoid 
confusion  and  make  the  distinction  between  'analog'  and  'digital' 
more  clear  to  international  customers." 


"Products  like  these  utilizing 
digital  technology  will  enable 
companies  to  save  time  and 
money  and  remain  competitU 
in  an  increasingly  borderless , 
global  business  environment. 


But  whether  Japanese  or  international,  the  trend  in  the 
office  equipment  market  is  definitely  toward  digital  products, 
Hamada  notes. 

For  example,  about  45%  of  all  Ricoh  copiers  sold  in  Japan 
are  digitalized. 

And  Ricoh  has  recently  developed  a  next-generation  digital 
camera,  the  DC-2,  which  Hamada  says  is  doing  well  in  the 
marketplace. 

However  fast  the  digital  trend  proceeds,  there  will  always  be 
a  place  for  analog  products  too,  Hamada  says.  "Even  though  digital 
cameras  are  becoming  increasingly  popular,  it  will  take  another  10 
or  15  years  before  the  camera  market  goes  completely  digital." 

Although  he  remains  active  in  the  company's  day-to-day 
operations  as  Ricoh's  CEO,  the  63 -year-old  Hamada,  who  has 
run  Ricoh  for  the  past  13  years,  recently  passed  on  responsibility 
for  daily  operations  to  the  company's  newly  appointed,  54-year- 
old  president,  Masamitsu  Sakurai,  while  assuming  the  post  of 
chairman  himself. 

And  while  Hamada's  company  will  continue  to  pursue  new 
technologies  based  on  "Image  Communications"  and  in  the  spirit 
of  "less  is  more,"  it  is  doubtful  that  Ricoh  will  become  'chair- 
man-less' any  time  in  the  near  future. 

"I'm  like  a  new  product,  currently  undergoing  field  tests," 
Hamada  laughs. 
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At  NEC,  we  realize  multimedia  is  some 
thing  far  more  powerful  than  just  a  CD-ROfl 
reader  hooked  up  to  your  computer.  It's 
global  network  where  people  from  ever 
corner  of  the  world  can  communicate  an 
work  together  face-to-face. 

And  NEC  is  positioned  to  be  the  one,  tru 
leader  in  multimedia.  After  all,  we're  th 
only  high-tech  company  that  ranks  amon 

THE  UNIVERSE 
MAY  BE  EXPANDING, 
BUT  THANKS  TO 
NEC  MULTIMEDIA, 
OUR  PLANET 
IS  DEFINITELY 
SHRINKING. 

the  top  five  in  all  three  key  multimedia  tech 
nologies  -  semiconductors,  computers,  an 
communications.  In  fact,  we  hold  ove 
29,000  patents  on  everything  from  vide 
conferencing  to  global  satellite  systems. 
For  more  information,  call  1-800-338 

9549  or  reach  us  on  the  Internet  a 

just  imagin 

http://www.nec.com. 
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hile  global  trade  disputes  will  increasingly  be 
resolved  in  a  multilateral  framework  in  the  years 


ahead,  strong  bilateral  relationships  such  as  the 
Japan-U.S.  partnership  will  continue  to  be  impor- 
tant to  the  maintenance  of  global  peace  and  stability,  according 
to  the  head  of  one  of  Japan's  largest  trading  houses. 

"The  world's  trade  system  now  favors  multilateralism,"  says 
Minoru  Murofushi,  president  and  chief  executive  officer  of 
ITOCHU  Corp.,  noting  the  role  being  played  by  the  recently 
formed  World  Trade  Organization  (WTO).  "However,  it  is  a  fact 
that  regional  integration  is  still  under  way  and  bilateral  negotia- 
tions are  still  continuing." 

Murofushi,  who  last  summer  was  appointed  president  of  the 
Japan  Foreign  Trade  Council,  a  trade  association,  believes 
regional  groups  like  the  Asia-Pacific  Economic  Cooperation 
(APEC)  forum  and  the  North  American  Free  Trade  Association 


'U  S. -Japan  relations  are 
naturing  both  politically  and 
iconomically  and  moving  toward 
in  era  of  true  global  partnership. 


house  is  also  one  of  Japan's  largest  investors  in  the  U.S.,  with 
some  65  subsidiaries  and  affiliates  involved  in  everything  from 
multimedia,  communications  and  aerospace  to  electronics,  finan- 
cial services,  building  materials,  textiles  and  chemicals. 

In  recent  years,  ITOCHU  has  strengthened  this  relation- 
ship through  strategic  alliances  with  American  companies  such 
as  cooperation  with  GM-Isuzu,  a  joint  venture  in  sheet  glass  with 
PPG,  capital  investment  in  a  multimedia  venture  with  Time- 
Warner  Entertainment  and  cooperation  in  oil  and  gas  develop- 
ment in  Sakhalin,  Russia,  with  Exxon. 

Beyond  America,  the  trading  company  executive  sees 
continuing  promise  in  Asia,  particularly  China,  as  a  source  of 
trade  and  investment.  ITOCHU  has  established  some  207  new 
business  ventures  in  China  so  far,  handling  such  things  as  beer, 
textile  goods,  jewelry,  steel,  plastic,  paper  and  pulp. 

Murofushi  urged  Japan-U.S.  cooperation  in  assisting 

economic  development  in  Asia,  focusing  on  infra- 
structure development,  technology  transfer  and  trade 
and  investment  promotion. 

"Asian  economic  growth  is  breathtaking,"  he 
concludes.  "It  is  clear  that  Asia  will  continue  to  be 
the  center  of  the  world's  economic  development  for 
some  time  to  come." 
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(NAFTA)  will  play  an  important  role  in  promoting  trade  and 
economic  growth  in  their  regional  areas,  while  bilateral  relation- 
ships between  countries  like  the  U.S.  and  Japan  will  also  contin- 
ue to  grow  and  function  as  forums  for  resolving  minor  but  impor- 
tant difficulties  between  trade  partners. 

"U.S. -Japan  relations  are  maturing  both  politically  and 
economically,"  Murofushi  says,  "and  from  now  on  I  believe  that 
we  will  see  both  countries  moving  toward  an  era  of  true  global 
partnership." 

Problems  persist,  of  course.  The  65-year-old  ITOCHU  exec- 
utive says,  for  example,  he  recently  found  some  dissatisfaction 
among  American  members  of  a  U.S. -Japan  business  group  about 
the  pace  of  Japanese  economic  deregulation. 

"It  is  important  to  be  fully  conscious  of  U.S.  dissatisfaction 
at  the  slow  tempo  of  Japanese  deregulation,"  Murofushi  says. 
"Japan  must  speed  up  the  pace  of  deregulation  and  boost  the 
level  of  its  imports  from  the  U.S." 

Relations  have  been  helped  by  the  reduction  of  Japan's 
trade  surplus  with  the  U.S.,  which  dropped  to  $46  billion  last 
year  from  $55  billion  the  year  before,  and  continues  to  shrink  as 
a  result  of  Japan's  strong  efforts  to  increase  imports  from  the  U.S. 
Such  imports  last  year  increased  by  20%  over  the  previous  year, 
reaching  $75  billion.  This  trend  has  become  even  more  pro- 
nounced during  the  first  half  of  this  year,  and,  if  it  continues,  is 
expected  to  result  in  imports  totaling  about  $95  billion  for  the 
full  year.  And  while  some  disputes  between  the  two  countries 
remain  over  issues  like  aviation,  insurance  and  film,  "bilateral 
trade  friction  is  easing,"  Murofushi  says,  "and  the  relationship  is 
essentially  in  good  shape." 

As  the  largest  Japanese  distributor  of  Sun  Microsystems' 
computer  workstations,  one  of  the  big  importers  of  coal  from 
American  western  and  Gulf  Coast  ports  and  a  major  purchaser 
of  U.S.-made  clothing  and  textile  goods,  ITOCHU  is  doing  its 
part  to  help  bring  American  products  into  Japan.  The  trading 
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The  first  thing  you  notice  about  Hiroshi  Okuda,  the  gre- 
garious, outspoken  president  of  Toyota  Motor  Corp.,  is 
his  handshake:  a  strong,  firm  grip  that  conveys  both 
character  and  warmth.  Nothing  noncommittal. 
Rather,  the  kind  of  friendly  but  firm  grip  you  would  expect  from 
a  one-time  black  belt  in  judo. 

Since  he  was  appointed  president  of  Toyota  in  August  of 
1995,  the  first  non-Toyoda  family  member  to  hold  that  post  in 
three  decades,  the  63-year-old  executive  has  quickly  imposed  his 
distinctive  management  style  and  personality  on  Japan's  largest 
manufacturer. 

Within  little  more  than  a  year,  Okuda  has  stepped  up  the 
pace  of  Toyota's  internationalization  and  instituted  various  man- 


TOYOTA 


Hiroshi  Okuda 

Toyota  Motor  Corporation 

agement  and  administrative  reforms  designed  to  cut  costs, 
improve  competitiveness,  reinforce  company  morale  and  gener- 
ally breathe  new  enthusiasm  into  the  Toyota  organization. 

"Everything  we  are  doing  today  is  intended  to  make  Toyota 
a  stronger  competitor,  a  more  innovative  designer,  a  more  cost- 
competitive  manufacturer  and  a  more  aggressive  marketer  tomor- 
row," says  Okuda. 

At  the  top  of  Okuda's  list  is  accelerating  Toyota's  expansion 
in  global  markets,  which  involves  globalizing  or  internationalizing 
not  only  production,  but  also  design,  purchasing  and  management. 


The  '97  Camry,  for  example,  was  designed  jointly  by 
Toyota's  engineering  department  in  Japan  and  Toyota  Technical 
Center  U.S.A.  in  Michigan.  While  the  Japan-based  engineers 
were  responsible  for  the  basic  platform,  the  Michigan  technical 
center  headed  design  and  development  for  the  rest  of  the  vehi- 
cle, working  closely  with  U.S.  suppliers  to  develop  a  vehicle  best 
suited  for  American  customers.  About  80%  of  the  Camrys  sold 
in  the  U.S.  this  year  will  be  built  in  Kentucky,  with  the  remain- 
der coming  from  Japan. 

About  60%  of  the  2.5  million  vehicles  Toyota  sold  abroad 
last  year  were  made  overseas. 

"We  have  been  planning  for  plants  outside  Japan  to  make 
more  than  40%  of  the  six  million  cars  and  trucks  we  expect  to  be 
selling  annually  early  in  the  next  century,"  Okuda  says. 

Production  in  North  America,  where  Toyota  has  auto  and 
engine  plants  in  Canada  and  the  U.S.,  including  a  joint-venture 
plant  with  General  Motors,  is  running  at  around  730,000  vehi- 
cles annually  and  is  set  to  rise  to  over  1.2  million  by  1998. 


"We  are  building  a  global  network 
of  vehicle  and  parts  plants  to  supply 
products  efficiently  around  the  world 
and  to  maximize  our  economic  and 
industrial  contribution  in  each  market 


Toyota  is  expanding  its  presence  in  the  key  U.S.  market 
with  a  new  Camry-based  minivan  that  will  soon  roll  off  the  com- 
pany's Georgetown,  Kentucky,  production  lines.  The  company  is 
also  building  a  new  large-size  pickup  truck  plant  in  Indiana  and  a 
state-of-the-art  Corolla  engine  manufacturing  facility  in  West 
Virginia,  both  of  which  are  expected  to  come  on  line  in  1998. 

"We  are  building  a  global  network  of  vehicle  and  parts 
plants  to  supply  products  efficiently  around  the  world  and  to 
maximize  our  economic  and  industrial  contribution  in  each  mar- 
ket," Okuda  says. 

At  home,  Okuda  is  focusing  on  better  use  of  the  Toyota 
Group's  high  technology  to  develop  new  products  and  reduce 
development  time  for  new  models,  which  has  already  been  cut 
by  two-thirds  to  just  18  months. 

Attention  is  also  being  given  to  maintaining  Toyota's  tradi- 
tional 40%  share  of  the  domestic  market.  The  company  has  been 
consolidating  its  domestic  lines  of  autos,  focusing  on  high- 
demand  products  like  recreational  vehicles  and  adding  higher 
added-value  features  to  existing  lines.  The  company  introduced 
13  model  changes  and  new  vehicles  in  1995  and  will  keep  on 
introducing  new  models  in  the  coming  year. 

"Leadership  in  the  Japanese  market  is  a  crucial  pillar  of  our 
global  strategy,"  Okuda  explains. 

He  also  is  accelerating  Toyota's  diversification  into  non- 
automotive  businesses  such  as  telecommunications,  in  addition 
to  long-standing  efforts  in  industrial  vehicles,  prefabricated  hous- 
ing and  sales  finance.  A  few  months  ago,  the  company  set  up  a 
$500  million  fund  to  invest  in  venture  businesses.  "That  fund 
will  be  a  window  on  exciting  new  technologies  and  business 
opportunities,"  Okuda  says. 

"Over  the  next  decade,"  the  Toyota  executive  promises, 
"you  will  see  a  profound  transformation  in  our  domestic  and 
global  operations." 
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There  are  Sakura  branches 
extending  throughout  the  world 

Sakura  Bank  was  formed  through  a  merger  of  the  Mitsui  and  Taiyo  Kobe  banks.  Today,  it  is  like  a  thriving 
sakura,  or  Japanese  cherry  tree,  with  deep  roots  in  its  native  soil  and  branches  reaching  out  in  every 
direction  to  create  a  network  of  more  than  100  offices  in  30  countries. 

•  In  the  Americas,  we  were  the  first  Japanese  bank  to  offer  investment  banking  services.  Our  strong  U.S. 
presence  is  buttressed  by  offices  in  Canada,  Mexico,  Brazil,  Colombia  and  other  markets. 

•  In  Europe  and  the  Middle  East,  we  serve  a  growing  clientele  in  nine  countries  from  the  U.K.  to  Turkey. 

•  And  we  are  one  of  the  world's  best-positioned  banks  to  support  international  investors  in  Asia,  including 
China  and  Vietnam. 


^SAKURA  BANK 

Find  us  on  the  Internet  at  http://www.sakura.co.jp/ 


Every  corporate  president  wants  his  company  to  be  No.  1 
in  its  field  of  business.  And  in  that  respect,  Yoshiharu 
Fukuhara,  president  of  Shiseido  Co.,  Ltd.,  Japan's  No.  1 
cosmetics  manufacturer,  is  no  different  than  any  other  top 
manager  looking  out  for  the  well-being  of  his  company.  But 
when  it  comes  to  defining  what  being  No.  1  actually  means, 
Fukuhara  quickly  parts  company  with  most  of  his  colleagues. 

While  most  CEOs  might  define  No.  1  as  being  top  in  terms 
of  revenues  or  market  share,  Fukuhara  equates  the  number  one 
ranking  with  quality  —  dedicated  people  making  sophisticated 
products  and  providing  high-level  customer  service.  If  you  do 
this,  he  reasons,  sales  and  market  share  —  and  profits  —  will 
follow  naturally. 


SHISEIDO 


Yoshiharu  Fukuhara 

Shiseido  Co.,  Ltd. 

This  philosophy  is  very  much  embedded  in  Fukuhara 's  "Year 
2000  Plan,"  which  was  unveiled  last  spring  and  has  the  stated 
goal  of  making  Shiseido  the  top  global  cosmetics  company  by  the 
end  of  this  century.  Although  the  new  plan  plots  a  nearly  50% 
increase  in  the  consolidated  sales  of  the  Shiseido  Group  over  the 
next  four  years  to  800  billion  yen,  or  over  $7.5  billion,  revenue 
growth  is  not  its  main  object. 


"We  aim  to  be  No.  1  in  the  world,  not  in  sales  or  market 
share,"  Fukuhara  says,  "but  in  terms  of  the  quality  of  our  manage- 
ment, products  and  customer  service.  If  people  trust  us,  they  will 
buy  our  products  and  we  will  be  able  to  achieve  our  sales  goals." 

Currently  celebrating  the  125th  anniversary  of  its  founda- 
tion as  Japan's  first  Western-style  pharmacy,  Shiseido  has  long 
been  the  country's  premier  cosmetics  manufacturer  with  a  domi- 
nant 25%  share  of  the  domestic  market.  The  company  ranks 
fourth  globally  with  well-established  brands  and  products  in  all 
major  markets. 

Internationalization  or  globalization  has  been  a  top  priority 
with  Fukuhara  since  he  assumed  presidency  in  1987.  During  his 
tenure,  Shiseido  has  expanded  its  operations  to  nearly  50  coun- 
tries and  pioneered  new  business  fields  including  pharmaceuti- 
cals, fine  chemicals  and  food  products.  The  company  has  seven 
factories  overseas  and  its  global  distribution  network  encom- 
passes 8,700  prestigious  chain  stores  and  department  stores 
around  the  world. 

Under  Fukuhara 's  tutelage,  Shiseido  is  pursuing  a  "new 
global  vision"  for  health  and  beauty  care  for  the  next  century. 
Company  research  efforts  are  aimed  at  defining  the  relationship 
between  cosmetics,  the  senses  and  human  sensitivities  and  devel- 
oping new  products  that  will  allow  people  to  age  gracefully. 

"The  conventional  view  says  that  cosmetics  are  simply 
superficial  beauty  treatments  of  the  body,"  the  Shiseido  executive 
explains.  "Yet  research  reveals  surprising  interaction  between  the 


We  aim  to  be  No.  I  in  the 
world,  not  in  sales  or  market  sha 
but  rather  as  a  measure  of  the 
quality  of  our  products ,  manage- 
ment and  customer  service." 


body,  the  mind  and  beauty  products  that  stimulates  the  senses. 
We  want  to  develop  products  that  not  only  beautify  the  body  but 
enliven  the  human  spirit  as  well." 

A  part  of  this  global  vision  is  to  develop  health  and  beauty 
care  products  that  will  help  people  of  both  genders  grow  old  with 
style  and  sophistication.  Although  this  "successful  aging"  con- 
cept has  been  widely  discussed  during  the  past  six  or  seven  years, 
Shiseido  has  taken  the  lead  in  promoting  the  idea  and  backed  it 
up  with  research  dollars  and  new  products. 

In  1989,  the  company  established  the  MGH/Harvard 
Cutaneous  Biology  Research  Center  —  the  first  of  its  kind  in  the 
world  —  in  partnership  with  Massachusetts  General  Hospital  at 
the  Harvard  Medical  School,  which  has  documented  the  biologi- 
cal relationship  between  the  nervous  system  and  the  immune 
system. 

In  December  1995,  the  company  established  a  new  sub- 
sidiary with  the  mandate  to  define  and  develop  values  from  a 
worldwide  perspective.  Last  October  Shiseido  announced  a  fur- 
ther expansion  of  its  overall  research  effort  with  the  acquisition 
of  an  R&D  facility  in  Yokohama,  which  will  be  remodeled  and 
brought  into  operation  in  September  1998. 

"We  are  trying  to  achieve  a  greater  understanding  of  body- 
and-soul  synergy,"  Fukuhara  explains.  "It  all  starts  with  research." 
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A  5"  DVD  CAN  TRANSFORM  YOUR  HOME  INTO  A  MOVIE  THEATER, 
A  CONCERT  HALL,  A  VIDEO  ARCADE  OR  A  LIBRARY. 


Software 


TOSHIBA  TECHNOLOGY  SETS  THE  STANDARD. 


Innovation.  At  Toshiba,  it's  the  word 
we  live  by.  It's  also  how  we've 
approached  multimedia  technology 
from  the  beginning.  This  view  has 
enabled  us  to  create  a  range  of 
exciting  products  that  once  existed 
only  in  the  imagination.  We're  proud 
to  have  started  a  revolution  that  will 
help  bring  Hollywood  and  Silicon 
Valley  together.  But  ifs  only  just  begun. 
Get  ready  for  the  ride  of  your  life. 


Dolby*  is  a  registered  trademark 

of  Dolby  Laboratories  Licensing  Corporation 


In  Touch  with  Tomorrow 

TOSHIBA 

http://www.toshiba.com 


Since  the  first  silent  celluloid  hero 
rode  a  flickering  beam  of  light 
through  a  darkened  theater,  the 
medium  has  been  evolving  to 
this.  At  about  7  times  the  capacity 
of  a  CD,  DVD's  4.7  gigabytes 
deliver  feature-length  films  in 
unbelievable  digital  clarity.  Dolby® 
Digital  (5.1)  surround  sound. 
A  choice  of  8  language  options 
and  32  subtitles.  Three  aspect 
ratios.  Parental  lockout.  Random 
search.  And  no  rewinding.  Fasten 
your  seat  belt.  The  show's  about 
to  start.  Call  1.800.631.3811. 


Toshiba  Multimedia 
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You  may  seldom  think  about  it,  but  the       aluminum  wheels  that  are  light  and 
wheels  are  among  the  important  parts  of  a      attractive  as  well  as  durable, 
car.  If  the  engine  breaks  down,  a  car  still  In  addition,  with  the  world's  most  effi- 


can  stop.  But  if  a 
wheel  fails,  your 
safety  could  be 
seriously 
endangered. 

Yet  absolute 
reliability  is  only 
half  the  story. 
Car  wheels  must 
resist  the  rust  and 
corrosion  caused 
by  rough  roads 
and  rougher 
weather,  so  they 
can  remain  use- 
ful and  attractive 
for  the  life  of  the 
car.  And  if  they 
are  also  light- 
weight, precious 
fuel  resources  can 
be  saved. 

That's  quite  a 
tall  order.  But 
Hitachi  Metals, 
with  nearly  90 
years  of  metals 
casting  experience, 


We  treat  every  wheel 

as  if  your  life 
revolved  around  it. 


cient  automated 
processing  line, 
we  can  cast,  heat- 
treat,  paint  and 
finish  wheels  to  a 
car  maker's  spec- 
ification in  record 
time,  without  com 
promising  quality 
or  quantity  deliv 
ery.  Perhaps  that's 
why  Detroit  looks 
to  our  modern 
AAP  St.  Mary's 
plant  in  the  U.S. 
for  its  needs. 

Still,  for  us,  the 
real  payoff  comes 
in  the  driving. 
Because  our 
wheels  are  light- 
weight and  reli- 
able, you'll  bene- 
fit from  lower  fue 
costs  and  better 
road  handling. 
And  most  of  all, 
from  the  surety  of 


was  undaunted.  Using  our  exclusive 
HIPAC  low-pressure  casting  process  and 
our  advanced  computer-aided  design  and 
manufacturing  systems,  we've  created 


knowing  that  we  make  every  wheel  as  if 
your  life  depends  on  it. 

Hitachi  Metals.  We're  a  part  of  your 
future. 


Tomorrow's  Materials  Begin  Today. 

0  Hitachi  Metals,  Ltd. 

1-2,  Marunouchi  2-chome,  Chiyoda-ku.  Tokyo  100.  Japan  Tel:  Tokyo  (81-3)  3284-4511  Fax.  (81-3)  3287-1956 

Hitachi  Metals  America,  Ltd. 

2400  Westchester  Avenue.  Purchase.  New  York  10577,  U.S.A.  Tel:  (914)  694-9200  Fax:  (914)  694-9279 

Main  Products:  Special  Steels.  Magnetic  Materials,  Castings,  Piping  Components,  Mill  Rolls,  Plants  and  Equipment. 


"The  'bridge  spanning  the  Pacific  Ocean 
. .  .[should  be]  even.  This  will  enable  a 
smoother  interchange  in  all  fields  that  will 
truly  benefit  our  two  countries . " 


Headquartered  in  New  York  on  his  third  assignment  in 
the  U.S.  since  1969,  the  man  in  charge  of  Japan 
Airlines'  operations  in  the  Americas  eagerly  looks 
forward  to  the  day  when  his  company  is  recognized  as 
the  world's  premier  airline. 

"I  feel  very  strongly  that,  for  that  purpose,  Japan  Airlines 
(JAL)  must  become  more  'international,'  "  says  Yukio  Ohtani,  60, 
JAL's  Managing  Director  and  CEO  for  the  Americas. 

Operating  a  fleet  of  140  aircraft  throughout  the  world, 
JAL  is  ranked  in  the  top  five  among  member  airlines  within  the 
International  Air  Transport  Association  (I ATA)  in  terms  of  sched- 
uled international  revenue  ton  kilometers  (RTK)  performed.  This 
airline  benchmark  is  the  product  of  passengers  and  cargo  carried 
multiplied  by  distance  covered. 

JAL  also  maintains  one  of  the  highest  on-time  performance 
achievements  in  the  entire  industry.  In  the  fiscal  year  1995 
(ending  March  1996),  the  company  registered  an  operating  profit 
of  some  $147  million.  During  this  period,  JAL  canied  some  29 
million  passengers  (up  8.7%)  worldwide. 

However,  Ohtani  is  unhappy  about  the  composition  of  JAL's 
passengers  on  international  routes.  Of  some  1 1  million  passengers 
who  flew  JAL  internationally,  more  than  70%  were  Japanese. 

"As  an  interna- 
tional airline,  we 
should  be  carrying 
many  more  non- 
Japanese  passengers," 
he  asserts,  noting  that 
JAL,  which  has  been 
operating  its  Pacific 
route  between  the 
U.S.  and  Japan  for 
the  past  42  years, 
must  further  enhance 
its  name  in  the 
Americas,  especially 
in  the  U.S. 

Ohtani  is  eager 
to  find  "additional 
ingredients"  —  besides 
safety,  punctuality  and 
exceptional  cabin  ser- 
vice —  that  attract 
more  non-Japanese 
passengers  to  JAL's 
international  routes. 

"Although  rev- 
enue is  of  course  the 
most  important  factor 
for  any  company, 
we  cannot  rely  on 
Japanese  passengers 
as  our  sole  revenue 
source  if  we  wish 
to  maintain  profit- 
ability in  this  ever- 
changing  competitive 
marketplace." 

Ohtani  describes 
his  mission  for  JAL  in 
the  Americas  in  these 
words:  "I  want  to  help 
JAL  improve  its  image 


Yukio  Ohtani 

Japan  Airlines  Co.,  Ltd 


by  vigorously  promoting  it  as  a  good  corporate  citizen  while  con- 
stantly improving  profitability  through  efficient  management." 

Ohtani  joined  JAL  in  1966,  becoming  its  passenger  services 
supervisor  at  JFK  international  airport  in  1969  —  his  first  overseas 
assignment.  He  returned  to  Tokyo  in  1974,  and  was  reassigned  to 
JFK  in  1983  as  his  company's  regional  manager  of  operations.  He 
was  based  in  Tokyo  in  1989  to  be  named  vice  president  at  Narita 
International  Airport  before  returning  to  New  York. 

Ohtani,  who  came  to  the  U.S.  for  the  first  time  in  his 
mid-20s,  says  he  owes  much  of  his  personal  growth  to  his  life  here, 
stressing  that  it  has  helped  him  develop,  above  all  else,  "candor 
and  flexible  thinking." 

These  American  qualities,  coupled  with  the  spirit  of  fair  play 
which  he  learned  while  playing  baseball,  have  greatly  benefited  his 
life  and  work,  he  notes. 

Reminiscing  about  his  youthful  days  at  Ohio  State 
University,  he  comments:  "Initially,  I  was  totally  unable  to  carry 
on  a  reasonable  dialogue  with  my  classmates.  Coming  from  a 
monolithic  culture  nurtured  for  centuries  in  an  archipelago 
where  people  have  come  to  assume  a  lot,  I  guess  I  was  simply 
unable  to  respond  flexibly  to  the  other  side's  logic  and  state  my 
opinion  candidly." 

A  keen  believer 
in  a  "true  brotherly" 
relationship  between 
the  United  States  and 
Japan,  Ohtani  feels 
strongly  that  Japan 
—  no  longer  "a  kid 
brother"  —  should  step 
up  its  efforts  to  develop 
a  true  rapport  with 
the  U.S. 

Comparing  the 
two  nations'  bilateral 
relationship  to  a 
bridge,  Ohtani  notes: 
"A  good  bridge,  such 
as  the  venerable 
Brooklyn  Bridge,  is 
supported  by  solid 
foundations  on  both 
sides  of  the  river,  each 
playing  its  part  equally 
to  make  the  bridge 
horizontal. 

"The  'bridge' 
spanning  the  Pacific 
Ocean,  I  am  afraid, 
has  not  been  level  in 
the  past.  I  believe 
both  the  Japanese  and 
American  sides  must 
make  every  effort  to 
understand  each  other 
more  fully  so  that 
both  foundations 
are  even.  This  will 
enable  a  smoother 
interchange  in  all 
fields  that  will  truly 
benefit  our  two 


countries. 
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Introducing  the  Mitsubishi  Diamante,  a  diplomatic  is  elevated  by  a  suspension  that  polishes  rou 
balance  of  manners  The  All-New  1997  Mitsubishi  Diamante,  pavement  with 
and  strength.  With  the  largest  V6  in  Built  For  Living!"  wallowing  in  the  turns.  And  refle 
its  class*  and  a  transmission  that  conforms  to  your  are  sharpened  with  low-profile  performance  ti 
driving  style,  acceleration  is  outstanding.  Comfort       and  4-wheel  disc  brakes.  The  luxuries  are  equ 


The  fully-automatic  climate 
control  maintains  a  comfortable 
atmosphere  inside,  regardless 
of  the  environment  outside** 


A  new  3.5-liter  210-horsepower 
V6  provides  quick  response 
and  liquid-smooth  acceleration, 
with  remarkable  fuel  efficiency. 


For  the  dealer  nearest  you  or  a  free  brochure,  call  1-800-55MITSU.  Or  visit  our  web  site  at  http://www.mitsucars.corr 


ressive,  with  premium  leather  trim,  power 

Gatant 

er's  seat  and  impeccable  fit- 
; -finish .  Combined  with  an 
aordinarily  aerodynamic  body 

Diamante 

gn  and  the  latest  advancements  in  sound 


insulation,  Diamante  exhibits  stunning  silence.  Even 
the  price  is  appealing,  starting  at 
$29,990.+  Diamante,  first-class 

Mirage  Sedan 

seating  for  a  command  performance. 
From  Mitsubishi's  new  family  of  high-quality  sedans. 


The  CD  audio  system  can  be 
enhanced  with  a  premium 
210-peak  watt  eight-speaker 
Mitsubishi/Infinity"  upgrade. 


A 


MITSUBISHI 
MOTORS 


Built   For  Living. 


dudes  import  near-luxury  sedans  priced  under  $40,000.  tMSRP  excludes  taxes,  title,  license,  registration  fee,  freight,  dealer  options  and  charges.  Prices  may  vary.  Actual  prices  set  by  dealers. 
"Inset  photo  shows  vehicle  with  optional  Luxury  Convenience  Group.  The  trademark  Mirage  is  used  with  the  consent  of  Grand  Touring  Cars,  Inc.,  Scottsdale,  AZ. 
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As  Tsugio  Yukihira  sees  it,  the  Japanese  economy  is  like 
a  person  who  is  basically  in  good  health,  but  is  a  bit 
tired  after  working  hard  for  a  number  of  years  and 
needs  an  extra  dose  of  vitamins  to  keep  his  upward 
momentum  going. 

"It's  taken  more  than  four  years  for  the  economy  to  shake  off 
the  effects  of  the  post-'bubble'  recession,"  the  chairman  of 
Yamaichi  Securities  Co.,  Ltd.  says.  "And  although  it  is  on  the 
road  to  recovery,  we  will  still  need  further  structural  adjustments 
in  order  to  keep  the  recovery  momentum  on  track." 

One  "health  tonic"  strongly  needed  to  revitalize  the  econo- 
my, according  to  the  securities  industry  executive,  is  deregulation. 
"It's  essential  not  only  to  short-term  recovery  but  to  Japan's 
longer-term  economic  health  and  development,"  Yukihira  says. 

"Deregulation  is  vital  to  the  'standardization'  of  the 
Japanese  economy  with  that  of  the  global  economy,"  he  contin- 
ues. "Without  deregulation,  Japan  will  be  left  behind  the  rest  of 
the  world." 

"Japan  has  taken  some  steps  to  remedy  this  situation,"  he 
adds,  "but  much  more  needs  to  be  done." 

Several  important  measures  have  been  taken  by  the  Japanese 
securities  industry  to  bring  it  more  in  line  with  global  standards, 
such  as  easing  the  standards  for  listing  new  shares  in  the  market 
and  regulations  covering  bond  issuances,  the  Yamaichi  chairman 
notes.  Still  more  may  need  to  be  done,  including  a  discussion  of 
the  cunent  system  of  fixed-rate  commissions  for  brokerages. 

Otherwise,  the  outlook  for  Tokyo's  bull  market  temains 
upbeat,  Yukihira  says.  "There  are  a  few  downside  risks  for  the 
market,"  he  adds,  "as  interest  rates  will  temain  low,  little  volatility 


we 


is  expected  in  the  yen-dollar  relationship,  which  should  remain  at 
present  levels,  and  earnings-yield  spreads  between  bonds  and 
stocks  should  remain  narrow." 

Coming  at  a  time  when  Yamaichi  is  celebrating  its  100th 
anniversary,  the  continuing  strength  of  the  market  and  economic 
recovery  are  well  timed.  "Like  others,  we've  had  our  ups  and 
downs  over  the  years,"  says  Yukihira,  "but  by  and  large,  we  have 
prospered  and  so  have  our  customers." 

But  Yamaichi  has  no  intention  of  resting  on  its  past  laurels, 
Yukihira  cautions.  "We  continuously  have  to  upgrade  our  opera- 
tions and  build  up  our  business." 

One  of  the  biggest  opportunities  for  the  company  is  in  Asia, 
where  local  economies  continue  to  boom.  Investments  in  infra- 
structure and  other  development  projects  are  gaining  momentum 
—  and  in  the  process,  creating  myriad  opportunities  for  investors 
and  financial  services  companies  like  Yamaichi,  the  chairman  says. 

"We  plan  to  enhance  our 
services  and  to  provide  an 
even  higher  level  of  quality 
information  to  remain  a 
driving  force  in  our  industi 
11  into  the  2 1st  century] 


YAMAICHI 
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Tsugio  Yukihira 
Yamaichi   Securities  Co.,  Ltd. 


This  is  why  the  company  created  the  Asian 
Project  Department  to  help  unearth  new  investment 
opportunities  for  clients  and  help  Japanese  manufac- 
turers establish  new  facilities  or  find  joint-venture 
partners  in  the  region. 

"Information  is  the  key  to  investing  successfully," 
says  Yukihira.  "It  is  the  one  thing  our  customers 
need  more  than  anything  else.  The  Asian  Project 
Department  will  provide  that  information." 

This  department  is  part  of  Yamaichi's  continuing 
effort  to  upgrade  and  reinforce  its  network  throughout 
the  Asia-Pacific  region,  including  the  recent  estab- 
lishment of  Yamaichi  Securities  (Philippines)  and  the 
opening  of  branches  in  Taipei  and  Seoul. 

In  addition,  the  securities  firm  expanded  its 
market  presence  throughout  the  region  in  many 
ways,  including  lead-managing  a  Samurai  bond 
issued  by  the  Republic  of  the  Philippines,  marking 
the  first  time  that  the  country  had  issued  such  a 
bond  in  1 5  years. 

"Asia's  fast  economic  growth  has  stimulated  a 
tremendous  demand  for  capital,"  says  Yukihira,  "and 
we  are  well  placed  to  serve  such  demand  because  we 
have  the  necessary  experience  and  global  reach." 

This  is  why  "internationalization"  or  "globaliza- 
tion" remains  a  top  priority  for  the  securities  company. 

During  the  coming  years,  Yukihira  says,  "we  plan 
to  enhance  our  services  and  to  provide  an  even  high- 
er level  of  quality  information  to  remain  a  driving 
force  in  our  industry  well  into  the  21st  century." 
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How  to  get  300  tons  moving. 

Today,  all  it  takes  is  an  operator  to  start  the  engine.  But  when  we  began  planning  the  new  930E,  there  was  a  lot  more  to  think  about. 
Like  once  those  2,682  horses  start  running,  how  do  you  stop  them?  An  engineering  breakthrough  like  the  world's  largest  dump  truck  is 
not  a  project  that  simply  rolls  off  the  assembly  line  It  took  the  cooperation  of  Komatsu's  international  manufacturing  and  sales  network. 

First,  Komatsu  America  International  Co.  teamed  up  with  some  of  the  finest  manufacturers  of  heavy  equipment  in  the  world.  You  see, 
Komatsu  adheres  to  a  policy  of  project  localization  We  not  only  manufacture  machines  near  the  markets  they  are  designed  for.  We  also  give 
local  experts  the  clout  to  make  decisions  based  on  their  own  market  conditions.  The  930E,  for  example,  was  designed  specifically  for  large-scale 
mining  operations  like  those  in  North  and  South  America.  From  the  largest  tires  on  the  planet,  to  the  oh-so-cntical  braking  system,  our  international 
team  produced  not  merely  a  monster  of  a  truck,  but  one  with  the  most  advanced  technology  and  best  performance  standards  in  the  industry. 

Whether  it's  in  North  or  South  America,  Europe,  Australia  or  Asia,  size  and  power  are  useless  if  the  machine  isn't  suited  for  its  work  envi- 
ronment and  its  workers.  That's  what  moves  Komatsu.  Making  machines  that  work  for  the  world.  Making  machines  that  work  for  people. 

KOMATSU 

Head  Office  2-3-6  Akasaka,  Mmato-ku,  Tokyo  107  Japan  Phone.  (03)5561-2617  Facsimile  (03)3505-9662 


Special  Japan  Advertising  Supplement 


Today  it  seems  that  everywhere  you  turn,  you  hear  the  term 
"multimedia."  Indeed,  it  is  the  technological  buzzword  of 
the  day,  because  it  promises  to  touch  our  lives  in  innu- 
merable ways,  and  in  fact  to  some  extent,  already  does. 
But  what  exactly  does  the  word  mean,  and  what  can  it  do  for  us? 

What  follows  are  some  questions  and  answers  about  the 
new  technology  that  is  revolutionizing  the  way  we  live,  work  and 
fulfill  our  human  potential. 

What  is  multimedia? 
Simply  put,  multimedia  is  the  transmission  of,  and  ability  to 
interact  with,  various  forms  of  written,  visual  and  audio  data  that 
are  integrated  in  a  common  digitized  format.  Then  data  is  sent 
via  diversified  communications  networks  that  extend  to  homes 
and  offices.  And  what  that  translates  into  is  the  immediate 
accessibility  of  a  wide  variety  of  information  services  for  every- 
one. These  include  applications  like  video  on  demand,  remote 
education,  telemedicine  and  many  more. 

Of  course,  the  practical  implementation  of  multimedia 
technology  requires  large-scale  investments  in  infrastructure  to 
create  a  seamless  integration  of  computers,  communications  sys- 
tems and  the  electronic  devices  that  support  them.  This  exciting 
development  is  now  being  worked  on  by  nearly  every  computer 
and  technology-related  industry  around  the  world. 

What  is  NEC's  vision  of  multimedia? 
NEC  envisions  a  world  in  which  multimedia  helps  link  peo- 
ple through  a  single  information  network  that  will  help  create  a 
global  society  not  limited  by  conventional  barriers  of 
geography.  When  this  world  is  realized,  NEC  believes 


multimedia  can  help  each  individual  fulfill  his  or  her  potential. 

NEC  believes  that  multimedia  is  based  on  two  fundamental 
factors  called  multi-information  and  multi-transmission.  Multi- 
information  is  the  integration  of  text,  diagrams,  graphs,  audio 
and  video  data  in  digitized  form.  This  is  coupled  with  multi- 
transmission,  which  combines  various  communications  media 
including  fiber  optic,  wireless  and  satellite  networks  to  transmit 
digitized  data  directly  to  and  from  homes  and  offices.  NEC  aims 
to  integrate  these  two  factors  to  provide  reliable  and  economical 
multimedia  services. 

Is  multimedia  really  a  new  concept? 

Long  before  the  term  multimedia  became  a  household  word, 
NEC  was  already  promoting  the  idea  of  integrating  computers 
and  communications  technologies  to  help  improve  the  quality  of 
life  around  the  world.  This  effort  resulted  in  a  synergistic  busi- 
ness concept  called  "C&C"  (the  integration  of  Computers  and 
Communications),  which  was  introduced  in  1977. 

In  NEC's  view,  multimedia  is  realized  through  integration  of 
advanced  digital  communications  with  powerful  computer  and 
device  technologies.  Thus,  C&C  forms  the  conceptual  backbone 
that  supports  and  promotes  NEC's  multimedia. 

What  role  is  NEC  playing  in  the  development 
of  multimedia  products  and  services? 

NEC's  multimedia  technologies  cover  the  full  spectrum  of 
multimedia  services,  encompassing  everything  from  broadband 
network  architecture  and  services  to  multimedia  on  demand 


"As  the  2 1st  century  approaches,  the  trend  toward 
information  society  is  accelerating  and  we  face  a  mc 
dynamic  and  exciting  environment  as  the  multimedi 
market  emerges.  Under  these  circumstances,  a 
company  must  continue  to  innovate  itself  in  order  n 
cope  with  this  new  trend.  Therefore,  it  is  my  goal  t 
build  a  more  innovative  and  creative  NEC  to  meet 
new  challenges  and  seize  new  opportunities . " 

Dr.  Hisashi  Kara 
President,  NEC  Corpora 


NEC 


Hisashi  Kaneko 

NEC  Corporation 


systems,  application  systems,  terminals  and  electronic  devices. 
As  a  result,  NEC  is  one  of  the  few  companies  that  is  equipped  to 
provide  total  multimedia  solutions. 

What  are  some  of  the  practical  applications  of  multimedia? 

NEC's  multimedia  solutions  for  the  business  sphere  include 
teleworking,  which  realizes  real  time,  multi-point  group  work 
and  decision  making  through  the  company's  C&C  multimedia 
office  system.  This  system  provides  coordinated  support  for 
three  key  multimedia  applications:  Multimedia  Collaboration 
(Groupware),  which  permits  multiple  users  to  perform  a  wide 
range  of  tasks  in  a  cooperative  manner  using  NEC's  MERMAID 
software;  Multimedia  on  Demand,  which  allows  users  to  access 
and  retrieve  information  they  need  anytime  they  want;  and 
Mobile  Computing,  which  offers  portable  PC-based  information 
processing  through  various  wireless  networks. 

In  addition  to  its  long-standing  role  as  a  leading  manufac- 
turer of  multimedia  terminals,  NEC  is  also  a  key  supplier  of  elec- 
tronic devices  such  as  ultra-high-speed  RISC  microprocessors, 
ASICs,  the  world's  first  1  Gigabit  DRAMs,  high  resolution  TFT 
full-color  LCDs  and  state-of-art  LSI  chips  for  exclusive  multi- 
media applications. 
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Who  is  not  fascinated  by  the  science  fiction  idea  of 
gigantic  structures  floating  in  space  or  on  the 
ocean's  surface:  a  space  station  or  a  man-made 
island?  "Our  dreams  are  coming  true,  at  least  at 
sea,"  says  Hiroshi  Saito,  chairman  of  Nippon  Steel  Corporation, 
the  world's  largest  steelmaker,  whose  interest  goes  far  beyond 
steelmaking  to  developing  resource-recycling  plants  and  manu- 
facturing semiconductor  memories. 

"Consider  the  limitation  of  available  land  resources,  partic- 
ularly in  ever-expanding  megacities  such  as  Tokyo  and  Shanghai. 
Where  do  you  put  new  airports,  seaports,  power  stations,  waste 
treatment  systems  or  other  facilities  that  need  an  enormous  space 
the  size  of  dozens  of  football  fields  or  larger?  If  your  city  is  open 
to  the  sea,  you  could  reclaim  land  from  the  water.  But  man- 
made  islands  or  megastructures  floating  at  sea  —  Mega-Floats,  as 


"Steel  will  make  a  great 
contribution  to  solving 
urbanization  problems . " 


we  call  them  —  may  provide  a  better  alternative  solution.  We 
are  currently  exploring  the  possibility  of  such  floating  megastruc- 
tures," says  Saito. 

A  Mega-Float  consists  of  a  number  of  disparate  units. 
Simply  put,  the  units  are  huge  steel  boxes.  After  construction, 
they  are  towed  one  by  one  to  designated  locations  in  the  ocean 
and  assembled  with  high  precision.  A  completed  Mega-Float  is 
anchored  to  the  ocean  floor.  Chairman  Saito  elaborates:  "We 
have  been  seriously  working  on  the  Mega-Float  project  since  we 
believe  such  ultra-large  floating  structures  will  make  a  lot  of 
sense.  They  can  be  designed  to  the  size  you  want  and  put 
wherever  you  like,  yet  they  cost  less  and  their  construction  is 
faster  than  land  reclamation.  In  addition,  they  can  be  designed 
to  be  environmentally  friendly,  they  are  resistant  to  earthquakes, 
they  have  a  long  life  span,  and  eventually  they  can  be  recycled. 
Mega-Floats,  I  believe,  will  play  a  vital  role  in  building  mega- 
cities' social  and  business  infrastructure  in  the  future."  Nippon 
Steel,  joining  with  other  concerned  organizations,  is  already  in 
the  middle  of  an  experimental  program  in  Tokyo  Bay. 

Keen  about  the  role  to  be  played  by  steel  in  the  coming 
century,  Chairman  Saito  earnestly  suggests,  "You  have  to  con- 
sider a  wider  application  of  steel  products,  particularly  now  when 
forests  are  being  rapidly  depleted  all  over  the  world.  Steel  is 
necessary  and  useful  material  for  building  not  just  tall,  heavy 
structures  but  also  private  houses.  Steelmakers  have  been 
successful  in  promoting  steel-frame  houses  even  in  the  U.S.  and 
Canada,  where  timber  is  in  abundant  supply,  because  galvanized 
steel  products  are  more  durable  than  timber,  allow  a  greater 
flexibility  in  design  and  prefabrication,  and  can  be  cheaper. 
Furthermore,  for  constructing  steel  frames,  you  don't  need 
trained  carpenters,  who  are  increasingly  in  short  supply." 

Nippon  Steel  has  recently  completed  an  experimental  steel- 
frame  house  at  its  research  and  engineering  center  in  Chiba  near 
Tokyo.  In  this  house,  the  usual  two-by-four  timber  framework  is 
replaced  by  lightweight,  square-shaped  frames  made  of  galvanized 
steel  sheets  approximately  one  millimeter  thick.  Its  appearance 
is  no  different  from  that  of  a  traditional  wooden  house,  since 
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steel  is  used  only  for  the  frame  and  both  its  exterior  and  interior 
are  finished  with  conventional  materials.  "On  average,  a  wood- 
en house  needs  40  trees  for  its  frame.  If  you  build  one  million 
houses,  you  will  need  40  million  trees.  That  is  a  vast  forest. 
You'd  better  save  it,"  says  Saito. 

Chairman  Saito  asserts,  "Steel  is  becoming  all  the  more 
important  for  rapidly  growing  populations  while  other  resources 
are  quickly  getting  scarcer.  Steel  will  make  a  great  contribution 
to  solving  urbanization  problems  the  world  over  and  keeping  our 
planet  greener." 


NIPPON 
STEEL 


Hiroshi  Saito 

Nippon  Steel  Corporation 


ADVERTISEMENT 


When  Fumiko  Nakajima  shops  today,  she'll  drive  her  Japanese 
assembled  in  Ohio);  she'll  wear  her  favorite  jacke 


car 


Few  industrialized  countries  have  seen  their  economic  and  trade 
structures  transformed  as  radically  and  as  quickly  as  Japan.  A  decade  ago, 
young  consumers  like  Fumiko  Nakajima  might  have  selected  brand  imports 
for  luxury  items  and  trusted  Japanese  goods  for  everyday  essentials.  In 
those  days,  Japanese  industry  bought  raw  materials  and  low-end 
components  outside  the  country  but  shopped  domestically  for  labor  and 
high-end  inputs.  Japanese  gave  rational,  plausible  and  justifiable  reasons 
for  splitting  purchases  between  Home  and  Abroad. 

Today,  Japan's  strong  currency  and  weak  economy  have  seen  those 
reasons  trashed  and  pragmatism  prevail.  In  1997,  a  product's  country  of 
manufacture  counts  for  far  less  than  whether  the  item  offers  quality  at  a 
competitive  price.  Japanese  consumers  buy  imported  cosmetics, 
processed  foods,  appliances,  stationery,  and  countless  other  items 
because  the  quality  is  not  discernably  different  from  domestic  equivalents, 
and  foreign  goods  are  frequently  cheaper.  Japanese  industry  imports  steel, 
chemicals,  pharmaceuticals,  electrical  components  and  other  intermediate 
goods  for  the  same  reasons. 

To  describe  Japan's  economy  as  exports-driven  is  to  describe  the 
country's  economic  structure  of  several  decades  ago.  The  country  has 
entered  a  new  economic  era  and  the  proof  is  everywhere. 

In  1993,  Japan  overtook  France  to  become  the  world's  third  largest 
importing  country  after  the  U.S.  and  Germany.  The  latest  IMF  figures  show 
that  in  1995,  Japan's  level  of  imports  grew  by  a  strong  23%.  This 
compares  with  growth  in  U.S.  imports  of  12%  over  the  same  period  and  in 
Germany's  of  19%. 

Conversely,  growth  in  Japanese  exports \r\  recent  years  has  slowed.  In 
the  year  of  1995,  growth  in  U.S.  exports  averaged  14%  and  in  Germany's, 
21%;  Japan's  exports  grew  by  only  12%.  In  1992  Japan  accounted  for 
9.1%  of  global  exports;  three  years  later  its  portion  had  decreased  to  8.9%. 

In  1995,  Japan's  global  trade  surplus  dropped  12%  to  $106.8  billion, 
marking  the  first  decline  in  five  years.  During  January-  June  1996,  the 
trend  continued  with  a  49%  tumble  in  the  country's  surplus.  Mirroring  this 
pattern,  Japan's  surplus  with  the  U.S.  shrank  24%  in  yen  terms  during 
1995,  or  17%  in  dollar  terms. 

"The  imbalance  in  U.S. -Japan  trade  has  improved  significantly,"  notes 
Minoru  Makihara,  Mitsubishi  Corporation  president  and  chairman  of  the 
Keidanren's  Committee  on  U.S.  Affairs.  In  1993  the  U.S.  trade  deficit  with 
Japan  was  equal  to  $59.4  billion  and  accounted  for  51%  of  the  total  U.S. 
deficit.  By  1995,  the  U.S.  deficit  with  Japan  accounted  for  only  37%  of  the 
total  U.S.  deficit. 

If  NAFTA-member  Canada  is  excluded,  Japan  is  now  the  world's 
largest  importer  of  U.S.  goods,  buying  $64.3  billions  worth  in  1995.  Gone 
are  the  days  when  Japanese  purchases  from  the  U.S.  consisted  chiefly  of 
low  value-added  agricultural  produce  and  semi-finished  goods.  By  1995, 
the  ratio  of  manufactured  imports  as  a  percentage  of  Japan's  total  imports 
from  the  U.S.  had  expanded  to  65%  compared  with  55%  a  decade  earlier. 

U.S.-made  automobiles  and  auto  parts,  medical  equipment,  leisure 
goods,  chemicals,  and  furniture  now  mount  strong  challenges  in  the 
Japanese  market.  For  example,  the  U.S.  shipped  $1 .5  billions  worth  of 
telecommunications  equipment  to  Japan  in  1995  to  grab  a  dominating  44% 
of  the  country's  import  market  for  such  equipment. 

"The  U.S.  enjoys  an  overwhelming  competitive  advantage  in  such 
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sectors  as  chemicals,  aircraft  manufacturing,  telecommunications  anc 
space  development,"  acknowledges  Takashi  Uehara,  managing  direc 
of  the  Long-Term  Credit  Bank  of  Japan. 

The  U.S.  also  leads  Japan  in  services  such  as  transportation,  tra 
and  intellectual  property.  According  to  latest  Bank  of  Japan  and  U.S. 
Department  of  Commerce  data,  the  U.S.  enjoyed  a  global  surplus  in 
services  trade  amounting  to  $68.4  billion  in  1995  while  Japan  coped  \ 
a  global  services  deficit  of  $57.3  billion.  Significantly,  in  1995  Japan 
bought  more  U.S.  services  than  any  other  country  -  $32.6  billion  - 
accounting  for  16%  of  U.S.  services  trade  that  year.  Japanese  compa 
also  paid  $3.88  billion  in  royalties  and  licensing  fees  to  U.S.  firms  in  1 
contributing  nearly  one-quarter  of  all  such  fees  that  U.S.  firms  receive 

A  23%  surge  in  imports  into  Japan  at  a  time  when  the  country's  r 
economic  growth  has  languished  at  around  1%  warrants  explanation, 
other  remarkable  features  of  Japan's  macroeconomy,  this  phenomen 
growth  in  imports  can  also  be  traced  to  the  yen's  climb  in  value  again 
the  dollar  from  1986. 

Attempting  to  regain  some  of  the  international  competitiveness  Ic 
them  by  the  strong  yen,  Japanese  manufacturers  have  relocated  offs 
over  the  past  decade  to  take  advantage  of  cheaper  inputs  and  lower 
operating  costs. 

A  survey  conducted  recently  by  the  Japan  External  Trade 
Organization  (JETRO)  found  that  among  Japanese  precision  equipm< 
makers  for  example,  57%  expected  to  be  operating  plants  abroad  by 
2000,  while  84%  of  electronic  component  makers  envisaged  oversea 
plants  by  the  turn  of  the  decade.  JETRO  concluded  that  by  2000,  offs 
production  would  account  for  36%  of  electronic  components  manufac 
(compared  with  17%  in  1994)  and  26%  for  metal  products,  against  jui 
11%  of  total  production  in  1994. 
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Dutput  from  these  transplants  shipped  back  to  Japan  partly  explains 
limb  in  Japanese  imports  in  recent  years.  On  a  corporate  and 
ehold  level  however,  driving  up  imports  is  the  fact  that  Japanese  now 
pt  imported  goods  as  important,  even  indispensable,  for  their  lives, 
er  budgets  in  factory  and  home  from  the  economic  slow-down  have 
uraged  Japanese  to  seek  the  best  for  the  lowest  -  whether  the  goods 
eel  plates  for  ships  or  soap  powders.  As  Japanese  came  to 
Bciate  that  imports  often  perform  just  as  well  as  domestic  equivalents, 
)wer  price  tag  made  imports  harder  to  ignore, 
f  intra-NAFTA  trade  is  excluded,  today  Japan  imports  more  goods  per 
a  than  does  the  U.S.  And  Japan's  purchases  per  capita  of  U.S. 
rts  are  greater  than  U.S.  per  capita  purchases  of  Japanese  exports. 
Tiost  recent  figures  from  Japan's  Finance  Ministry  and  the  U.S. 
nerce  department  put  these  totals  at  $599  and  $470  respectively  in 

The  (trade)  imbalance  has  begun  visibly  shrinking,  first  in  yen  terms 
hen  in  dollar  terms,  thanks  to  the  efforts  by  the  two  countries  and  the 
izing  of  exchange  rates,"  suggests  Yotaro  Kobayashi,  chairman  of 
apan-US  Business  Council  and  CEO  of  Fuji  Xerox  Co. 
"he  argument  that  Japan  protects  its  domestic  market  against  imports 
encouraging  exports  is  bankrupt.  All  available  evidence  suggests 
;xactly  the  reverse  is  the  case.  The  Japanese  government,  through 
lizations  such  as  JETRO,  allocates  billions  of  yen  annually  expressly 
e  purpose  of  promoting  imports. 

•"or  those  U.S.  companies  contemplating  exports  to  Japan,  there  was 
'  a  better  time.  The  Japanese  market  is  as  highly  competitive  and  as 
inding  as  it  ever  was.  It's  just  that  today,  consumers  like  Fumiko 
jima  are  comfortable  with  imported  goods  and  of  course,  welcome  a 
price  tag. 
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Japan's  rising  imports 

Source:  Ministry  of  Finance,  Foreign  Trade 
($  billion)  S,a,is,,cs 
300  - 


from  the  world 
I  from  the  U.S. 


250 


200 


150 


100 


50 


Mi 

1990  1991  1992  1993  1994  1995 


Japan's  improving  trade  balance 

Source:  Ministry  of  Finance.  Foreign  Trade  Statistics 
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Dollar-based  figures  in  Japan  were  calculated  from  yen-based  figures  for  each  year  using  the  Tokyo- 
interbank  rate  (central  rate  yearly  average)  for  that  year. 

The  statistics  used  in  compiling  this  article  were  taken  from  the  Ministry  of  International  Trade  and 
Industry's  Official  Statistics,  JFTC  NEWS',  issued  by  the  Japan  Foreign  Trade  Council.  White  Paper  on 
International  Trade  1996,  and  'FOCUS  JAPAN',  issued  by  the  Japan  External  Trade  Organization  (JETRO) 
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A little  over  a  year  after  he  was  appointed  president  of 
Canon  Inc.,  Fujio  Mitarai  is  well  on  the  road  to  trans- 
forming his  company  into  a  truly  global  corporation. 
Within  weeks  after  assuming  office  as  chief  execu- 
tive, Mitarai  implemented  the  company's  new  five-year  plan, 
intended  to  introduce  higher  value-added  businesses  and  services 
unique  to  Canon. 

Central  to  this  plan  is  "globalization"  —  an  aggressive  effort 
to  "internationalize"  research,  sales  and  production  systems  to 
optimize  economies  of  scale,  better  utilize  human  and  capital 
resources  and,  as  Mitarai  says,  "to 
transform  all  group  companies  into 
optimal  organizations." 

For  example,  last  April 
Mitarai  consolidated  product 
development  operations  at  the 
company's  main  office  in  Tokyo. 

"It  will  allow  us  to  intensify 
the  development  of  multimedia- 
related  products,"  Mitarai  says,  "as 
well  as  improve  the  production- 
planning  process  and  quality  level 
of  all  Canon  products." 


resources  and  languages,"  explains  Mitarai.  "In  past  years,  the 
Tokyo  headquarters  would  have  sent  Japanese  managers  to  live, 
work  and  study  in  the  local  market,"  he  continues.  "But  today, 
we  want  to  tap  local  resources  —  human,  language  and  distribu- 
tion —  and  expand  from  there." 

Similarly,  in  Asia,  which  Mitarai  has  targeted  for  about 
10%  of  Canon's  total  sales  by  the  year  2000,  Canon  is  focusing 
on  building  up  local  production  capacity  and  generally  localizing 
operations  in  line  with  the  policies  of  the  host  governments. 

"Asia  has  great  potential,"  says  Mitarai.  "However,  while 


The  future  is  still  big  and  promising 
or  Asia,  but  many  of  the  developing 
economies  in  the  region  are  becoming 
jery  demanding. " 


The  new  product  develop- 
ment headquarters  in  Tokyo  has 
divided  its  1,200-member  staff  into  four  main  work  groups  focus- 
ing on  four  major  areas:  strategic  alliances  with  related  indus- 
tries, renovation  of  Canon's  total  concept  for  the  multimedia  era, 
research  on  the  latest  market  and  technical  developments  and 
software  outsourcing  management. 

"The  staff  groups  are  overseeing  and  coordinating  research  in 
products  expected  to  lead  the  market  in  the  future,"  Mitarai  says. 
At  last  count,  this  effort  included  12  projects:  multimedia  software 
research,  multimedia  computing  technology,  concept  development 
for  office  equipment  of  the  future,  fenoelectric  liquid  crystal  dis- 
plays, new  types  of  display  technology,  digital  cameras,  Internet 
software,  new  laboratory  systems,  software  business  reorganization 
and  promotion,  the  mobile  office,  and  system  development  for 
major  customers.  The  final  project  focuses  on  unifying  research 
and  development  of  new  software  technologies  by  coordinating  all 
five  of  Canon's  R&D  centers  outside  of  Japan. 

"The  overseas  R&D  centers  continue  to  work  indepen- 
dently," Mitarai  says,  "but  there  is  more  communication  and 
mutual  sharing  of  ideas  now." 

While  such  steps  are  adding  new  energy  to  Canon's  research 
effort,  the  company  is  also  moving  full  steam  ahead  on  "globaliz- 
ing" the  company's  worldwide  operations,  subsidiaries  and  affili- 
ates on  a  regional  basis. 

For  example,  last  June  Canon  established  a  new  subsidiary 
in  Miami,  Canon  Latin  America,  to  better  coordinate  the  com- 
pany's hemispheric  manufacturing,  research,  sales  and  marketing 
efforts  in  Central  and  South  America. 

"We  want  to  expand  our  presence  in  the  region  using  local 
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geographically  it  is  a  single  region,  each  country  is  different  and 
has  its  own  unique  characteristics,  potential  and  problems  and 
has  to  be  approached  separately. 

"Some  countries  are  more  demanding  than  others  regarding 
foreign  ownership  requirements,  local  procurement  policies  and 
sales  and  marketing  activities,"  he  says.  "But  generally  Asia  will  be 
the  major  growth  center  tor  global  business  in  the  years  ahead." 

"More  important,  whatever  the  prospects  in  Asia  or  some 
other  part  of  the  world,"  Mitarai  explains,  "Canon  will  continue 
its  efforts  to  become  a  truly  global  corporation  and  concentrate 
on  introducing  higher  value-added  products  aimed  at  contribut- 
ing to  local  societies  rather  than  just  trying  to  increase  market 
share  or  sales." 

"Dramatic  developments  are  taking  place  in  the  field  of 
computers  and  within  the  global  information  infrastructure," 
Mitarai  concludes.  "Changes  that  promise  to  reshape  global 
society  through  advanced  information-oriented  multimedia 
activities.  We  intend  to  be  a  part  of  that  revolution." 
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For  Japan's  hig  semiconductor  manufacturers,  these  are  times 
that  would  test  the  mettle  of  even  the  most  experienced 
executive.  Memory  prices  are  currently  about  one-fifth 
their  previous  levels,  owing  to  excess  capacity  and  tough 
competition  from  new  producers  such  as  Korea.  Multimillion- 
dollar  decisions  involving  where  —  and  whether  —  to  invest  in 
new  generation  memories  are  twisting  in  the  shifting  winds  of  an 
uncertain  global  market.  Keeping  pace  with  a  technology  that  is 
changing  daily  will  make  the  difference  between  winners  and 
losers  in  the  future. 

No  one  is  more  aware  of  this  situation  than  Takashi  Kitaoka, 
president  of  Mitsubishi  Electric  Corporation,  one  of  the  world's 
largest  producers  of  semiconductors.  The  electronics  executive 
likens  manufacturing  semiconductors  to  "a  little  like  growing  rice 
—  the  prices  are  constantly  going  up  and  down  and  global  compe- 
tition is  increasing." 

Fortunately,  as  Kitaoka  quickly  notes,  Mitsubishi  Electric 
doesn't  have  all  its  eggs  in  one  basket.  While  semiconductors 
account  for  about  17%  of  the  company's  $33.1  billion  in  world- 
wide sales,  the  rest  of  its  volume  is  spread  out  over  a  diverse  range 
of  products  from  nuclear-power  generators,  industrial  robots, 
electric  locomotives  and  satellite  communications  systems  to 
cellular  phones,  large-screen  projection  televisions,  mammoth 
display  systems  and  home  appliances, 
which  help  to  cushion  the  company's 
semiconductor  business  during  tough, 
competitive  times. 

For  example,  offsetting  softness 
in  the  semiconductor  market  this 
year  is  the  company's  growing  busi- 
ness in  industrial  machinery  and  fac- 
tory automation,  where  Mitsubishi 
Electric  produces  computerized 
numerical  controllers,  laser  processing 
machines  and  other  equipment  that 
is  helping  customers  lower  labor 
costs.  Sales  of  these  and  other  indus- 
trial products  have  grown  by  more 
than  12%  during  the  past  three  years 
and,  given  continuing  pressures  of 
companies  to  reduce  costs,  will 
remain  on  the  upward  trend  in  the 
near  future. 

Kitaoka,  who  was  born  during 
the  Great  Depression  in  1931  and 
entered  Mitsubishi  Electric  in  1955 
when  Japan  was  in  the  midst  of  a 
severe  recession,  knows  about  "hard 
times"  and  isn't  the  kind  of 
executive  to  wait  for  happenstance  or 
simple  "luck"  to  intervene 
and  help  bolster  his  com- 
pany's fortunes.  One  year 
after  assuming  the  office 
of  president  in  June  1992, 
Kitaoka  implemented 
"Vision  21,"  his  long-term 
vision  intended  to  turn 
Mitsubishi  Electric  into  a 
"truly  transnational  indus- 
try" in  the  next  century. 

The  plan  has  specifi- 
cally pinpointed  six  areas 


of  new  business  opportunity  connected  with  the  environment, 
energy,  wellness,  amenities,  security  and  transportation/commu- 
nications. Special  inter-company  "project  teams"  have  been 
established  to  ferret  out  opportunities  in  what  Kitaoka  describes 
as  "the  three  most  promising  new  areas  of  business  in  the  rela- 
tively near  future  —  multimedia,  environment  and  wellness." 

For  example,  in  the  field  of  wellness,  Mitsubishi  Electric 
recently  developed  what  may  represent  a  breakthrough  in 
cancer  treatment,  called  the  "heavy  ion  medical  accelerator," 
that  is  currently  treating  patients  at  a  government  medical 
research  facility  in  Chiba.  The  accelerator  utilizes  heavy  ion 
beams  that  can  reach  deep-seated  tumor  tissues  better  than 
conventional  radiation  treatment.  Some  20  persons  have 


"Innovative  technologies 
will  lead  to  new  markets 
and  strengthen  our  existing 
business/1 
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been  effectively  treated  at  the 
Chiba  facility,  Kitaoka  says. 

Beyond  this,  Kitaoka  sees  much 
promise  in  developing  technology 
that  can  be  applied  to  control  panel 
systems  for  use  in  electric  power  net- 
works, mobile  computer  systems  and 
exploiting  new  opportunities  in 
satellite  broadcasting. 

The  environment  is  both  a 
market  and  a  responsibility,  Kitaoka 
says.  For  example,  new  products  are 
being  developed  to  help  protect  the 
environment,  such  as  systems  for 
recycling  refrigerators,  home  appli- 
ances and  other  so-called  "white 
goods."  At  the  same  time,  the  elec- 
tronics executive  has  pledged  his 
company  to  operating  "clean"  facto- 
ries and  production  facilities  accord- 
ing to  strict  international  technical 
standards  and  is  using  special  public 
information  campaigns  around  the 
world  to  encourage  greater  aware- 
ness of  environmental  protection. 

With  new  research 
centers  recently  opened  in 
America  and  Europe,  and 
some  4,000  researchers 
working  at  16  sites  world- 
wide, Kitaoka  remains 
confident  that  his  compa- 
ny in  the  years  ahead  will 
be  able  to  develop  the 
"innovative  technologies 
that  will  lead  to  new  mar- 
kets and  strengthen  our 
existing  business." 
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i'Based  on  a  1996  report  from  The  Boeing  Company  for  all  1995  lickeled-passenger  departures,  where  on-time  flights  are  defined  as  having  no  delays  beyond  15  minutes,  no  cancellations,  no  air  turrvbacks  nor  diversions 

ILANTA  •  CHICAGO  •  HONOLULU  •  KONA  •  LOS  ANGELES  •  MEXICO  CITY  •  NEW  YORK  •  SAN  FRANCISCO  •  SAO  PAULO  •  VANCOUVER 
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Mita  Goes  Digital 
Mita,  with  U.S.  headquarters  in  Fairfield,  N.J.,  is  a 
leading  high-tech  office  automation  provider  of 
analog  and  digital  copiers  and  computer-connectable 
peripherals  including  plain-paper  laser  fax  and  network-re'ady, 
multi-functional  document  imaging  systems. 

According  to  Aikihiro  Nasu,  president  of  Mita  Copystar 
America,  the  marketing  emphasis  of  Mita  in  the  USA  is  to 
solve  problems  for  business  customers  by  offering  to  provide 
document  imaging  solutions  that  will  increase  productivity  in 
office  environments. 

"From  automatic  copiers  to  multi-functional  laser  systems 
connecting  to  PCs,  Mita  is  aiming  to  help  usets  handle  an  ever- 
increasing  flow  of  information  and  hard-copy  documents  in  their 
office  environments,"  Nasu  explains. 

Many  business  people  are  moving  from  the  "copy  and  distrib- 
ute" mode,  of  first  using  an  office  copier  for  duplication  and  then 
handing  out  documents,  to  the  "distribute  and  print"  mode  of 
exchanging  information  electronically  via  e-mail  and  networks 
and  then  printing  out  documents  from  PCs  or  workstations  at 
their  desks.  Mita,  however,  is  aiming  to  capture  market  share 
among  all  of  these  types  of  users,  all  of  whom  ultimately  prefer 
and  need  to  see  their  information  and  documents  in 
hard-copy  format. 


be  introducing  compact,  affordable,  high-resolution  monochrome 
and  color  laser  printers  with  superior  image  quality. 

MFPs  for  Workgroups 

Mita  will  also  be  targeting  the  multi-function  peripheral 
market  in  1997  with  a  new  line  of  desktop  laser  systems  incorpo- 
rating high-end  fax,  printing,  digital  copying  and  twain-compli- 
ant  scanning  capabilities  aimed  at  the  expanding  corporate  work- 
group and  small  business  markets. 

With  the  growing  popularity  of  MFPs  (multi-function  periph- 
erals) in  the  retail  and  SOHO  channels,  we  anticipate  corporate 
business  users  will  also  begin  demanding  the  productivity  and 
flexibility  offered  by  being  able  to  fax,  print  and  scan  right  from 
the  PC  desktop  with  one  device. 

But  business  users  will  be  looking  for  the  serious,  state-of-the- 
art  laser  image  quality  and  reliability  they  have  come  to  expect 
from  laser  printers.  Corporate  workgroups  will  also  require  true 
copier,  laser  fax,  printing  and  scanning  functionality. 

By  being  able  to  offer  a  machine  with  a  glass  platen  that  really 
does  function  as  a  true  digital  copier,  a  high-end  laser  fax  hub,  a 
twain-compliant  scanner  and  a  high-speed  laser  printer,  Mita  will 
be  able  to  address  the  need  for  high-quality  document 
imaging  in  corporate  office  environments. 


"From  automatic  copiers  to  multi-functional  laser  sys- 
tems connecting  to  PCs ,  Mita  is  aiming  to  help  users 
handle  an  ever-increasing  flow  of  information  and 
hard-copy  documents  in  their  office  environments ." 


MITA 


Computer  Connectivity 

At  Mita,  our  Integrated  Document  Imaging  (IDI)  Division  is 
dedicated  to  the  marketing  of  digital  and  computer-connected 
products  to  meet  the  needs  of  our  business  customers.  Our  digital 
full-color  imaging  system  is  a  network-ready  Color  Copier/ 
Printer/Scanner  that  is  a  state-of-the-art  laser  system  for 
producing  brilliant  color  images. 

We  will  be  introducing  even  more  digital  products  in  1997, 
such  as  a  high-speed,  network-ready  Digital  Copier/Printer  that 
will  produce  high-resolution  black-and-white  prints.  We  will  also 


Looking  Forward 

We  believe  the  office  environment  of  the  year  2000  and 
beyond  will  rely  heavily  on  PCs,  computer  networking  and 
high-quality  document  imaging  systems  that  will  save  time 
and  increase  productivity  for  users. 

Mita  is  a  leader  in  the  digital,  computer-connected  arena 
and  we  aim  to  continue  our  penetration  of  the  high-tech  office 
automation  market  with  the  high-quality,  high-resolution 
analog  and  digital  document  imaging  systems  that  business 
users  demand. 
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Kikkoman. 
The  sauce  of  inspiration 


It  was  in  the  sev- 
enteenth century 
that  a  small  busi- 
ness in  a  village 
near  present-day 
Tokyo  created  a 
seasoning   so  re- 
markable   it  would 
one  day  inspire  the  world. 
For  almost  350  years, 
Kikkoman  has  been  produc- 
ing soy  sauce  of  exceptional 
taste  and  quality— a  versatile  sea- 
soning that  enhances  but  never  over- 
whelms as  it  brings  out  the  best 
in  both  Oriental  and  Western  cuisine. 
Today,  Kikkoman  produces  a  varie- 

ty of  delicious,  Jfc^.     healthy  sea- 


advanced  capabilities  in  this  field.  Production 
facilities  are  located  in  Asia  and  the  United 
States,  and  Kikkoman  maintains  an  unwavering 
commitment  to  each  local  community,  its  citizens, 
and  the  environment.  And  to  further  cultivate  a 
world  perspective,  Kikkoman  is  an  enthusiastic 
supporter   of    international    cultural  exchange 
programs.  Universally  recognized  as  one  of  the 
world's  most  dependable,  most  successful  brands, 
Kikkoman  inspires  the  world  with  good  taste. 


ing  new  products, 


is  an  important 
improving  taste 


sonings  and 
Because 


m       fine  wines. 

biotechnology 
M     ingredient  in 

^  and  develop- 
Kikkoman  maintains 


<ikkoman  Corporation  2-1-1 ,  Nishi-Shinbashi,  Minato-ku,  Tokyo  105,  Japan 

'reduction  Facilities  :  Japan,  U.S.A.,  Singapore  and  Taiwan 

Subsidiaries  :  U.S.A.,  Canada,  F.R.  Germany,  Hong  Kong,  Australia  and  Singapore 
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A visit  to  the  executive  offices  of  Ichiro  Inumaru,  presi- 
dent of  Imperial  Hotel,  Ltd.,  is  like  a  trip  back  in  time. 
Historical  memorabilia  abound:  photos  of  presidents 
and  princesses,  popes  and  statesmen,  kings  and  queens 
deck  the  walls  or  are  carefully  arranged  on  tables  around  the 
room.  Ceremonial  medallions,  ceramic  vases,  historical  plates 
and  bronze  plaques  with  inscriptions  and  even  a  piece  of  the 
Berlin  Wall  fill  cabinets  and  display  cases.  Certificates  of  honor 
and  letters  of  goodwill  from  the  newsworthy  and  famous  from 
around  the  world  are  everywhere.  There  is  even  a  photo  of 
Marilyn  Monroe,  who  visited  the  hotel  in  the  1950s  on  her 
honeymoon  —  all  dramatic  evidence  of  Inumaru's  47  years  of 
service  with  Tokyo's  most  plush  and  world-famous  hotel. 

"It  would  take  several  hours  to  look  at  and  explain  every- 
thing," the  70-year-old  hotelier  says  with  a  laugh.  "There  is  a  lot 
of  history  in  this  room,"  he  adds. 

Without  a  doubt,  few  hotels  have  had  the  glamorous  history 


"We  are  confident  that 
business  will  pick  up  as  the 
economy  recovers . " 


of  the  Imperial  Hotel,  which  celebrated  its  106th  anniversary 
last  November  (1996).  Besides  once  standing  as  a  showcase  to 
Frank  Lloyd  Wright's  architectural  skills,  the  hotel  has  played 
major  roles  through  the  years,  especially  during  the  postwar 
reconstruction  of  modern  Japan,  when  it  was  a  gathering  place 
for  politicians  and  statesmen  from  around  the  world. 

While  the  lingering  effects  of  Japan's  five-year  recession 
continue  to  overshadow  the  full  recovery  of  Japan's  hotel  indus- 
try ("traditionally  we  are  the  last  in  and  last  out  of  a  recession," 
says  Inumaru),  the  Imperial  Hotel  has  taken  an  aggressive  pos- 
ture in  the  cost-cutting,  restructuring  and  promotion  required  to 
reinforce  its  position  as  the  country's  leading  hotel  organization. 

Last  April,  for  example,  it  opened  a  $180  million  sister 
facility  in  Osaka  —  the  Impetial  Hotel  Osaka.  A  grandiose  struc- 
ture, located  alongside  the  Okawa  river  a  short  distance  from 
Osaka  Castle,  the  new  hotel  boasts  390  luxuriously  appointed 
guest  rooms  and  suites,  1 1  restaurants  and  lounges,  20  ballrooms, 
three  special  executive/VIP  floors  and  a  lavish  fitness  wing. 

As  part  of  its  ambiance,  the  hotel  has  scented  the  air  of  its 
first  floor  entrance  and  second  floor  lobby  with  exclusive  signa- 
ture fragrances,  which  are  changed  seasonally,  according  to  the 
scent  of  the  time. 

"Even  our  wedding  chapels  have  their  own  fragrance,  creat- 
ed from  traditional  white  floral  scents  used  at  weddings,"  says 
Inumaru,  handing  a  visitor  a  scented  telephone  card  with  the 
Osaka  hotel  logo,  "and  guest  room  bath  amenities  also  are  scent- 
ed with  a  blend  of  fragrances  designed  to  induce  relaxation." 

During  its  first  six  months,  the  hotel  enjoyed  an  occupancy 
rate  of  around  72%,  a  respectable  start,  considering  the  Tokyo 
parent  is  running  at  around  80%  occupancy.  "We've  been  receiv- 
ing quite  a  few  foreign  guests,"  says  Inumatu,  noting  that  about 
20%  of  the  new  hotel's  visitors  are  from  overseas. 

Japan's  slow  economic  recovery  has  failed  to  produce  any 
visible  gains  for  the  Imperial  or  its  colleagues  in  the  hotel 
business,  which  depends  on  a  growing  economy  to  genetate 


IMPERIAL 
HOTEL 


Ichiro  Inumaru 
Imperial  Hotel,  Ltd 


business,  government  and  organization  meetings  and  usage  of 
hotel  facilities. 

Rather  than  wait,  Inumaru  and  his  staff  have  initiated  a  vari- 
ety of  marketing  lures  to  promote  new  business  for  the  hotel,  such 
as  a  Friday  night  special  for  office  working  women,  which  includes 
such  things  as  reduced  room  rates,  gratis  breakfast  or  lunches  and 
late  checkouts,  and  a  Sunday  "family  plan"  for  couples. 

The  hotel  has  also  spent  more  than  $4  million  on  room 
renovation  during  the  past  six  months  and  plans  further 
improvements  during  winter  and  summer  lulls  when  floors  of  the 
hotel  can  be  shut  down  for  refurbishment. 

"We  generally  don't  begin  to  feel  a  recovery  until  six 
months  after  an  improvement  in  the  general  economy,"  says  the 
Imperial  executive.  "We  are  confident  that  business  will  pick  up 
as  the  economy  recovers." 
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World's  Finest  Digital  Colors  Have  A  New  Name 
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lCIO  Color 


The  Future  Of  Digital  Imaging 

x  ^  Welcome  to  the  Aficio  Color  series.  From  Ricoh.  Vibrant  color 
that  delivers  eye-catching  presentations.  Connectable  color  copiers 
;hat  turn  the  world's  smallest  toner  particles  into  the  world's  finest 
plors.  Digital  brainpower  that  offers  a  whole  new  array  of  image-manipula 
ion  and  document-handling  options.  Effortless.  Reliable.  Digital.  And  affordable, 
home  see  the  Aficio  Color  series  from  Ricoh.  See  what  we  can't  show  you  here.  A  real 
Ificio  color  copy.  Call  1  800  63  RICOH.  Or  online  at  http://www.ricoh.com 


THE   NAME   TO  KNOW 
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A  Vital  Ingredient  of 
Global  Growth 


Ken  Courtis  has  been  charting  the  ups  and  downs  of  the 
global  economy  for  better  than  15  years  —  seven  as  a 
professor  and  private  consultant  and  the  past  eight  years 
as  chief  economist  and  strategist  with  the  Deutsche 
Bank  Group's  Asian  headquarters  in  Tokyo. 


/  /  "^^^  or  years,  the  'borderless  global  economy'  was  just  a 
*  *  Ij  concept  —  an  idea  whose  time  hadn't  yet  arrived," 
~  says  Courtis.  "But  today  it  is  a  reality  and  one  that  is 
JL     growing  in  size  and  importance  with  each  year.  And 
for  multinational  corporations,  whatever  their  country  of  origin, 
strategic  alliances  will  be  the  key  to  successfully  penetrating  the 
new  global  markets  of  the  21st  century." 

Without  question,  strategic  global  alliances  have  become  an 
irreplaceable  business  tool  for  companies  seeking  to  develop  new 
products  and  services,  technologies  and  markets  for  the  global 
marketplace. 

During  the  1970s,  such  alliances  were  limited  largely  to 
licensing  agreements  or  simple  manufacturing  or  marketing  joint 
ventures  intended  to  give  one  company  access  to  another's  home 
market.  They  also  tended  to  be  one-sided,  with  the  more 
advanced  or  "developed"  partner  supplying  technology  and 
management  know-how  or  concepts,  while  the  less-developed 
participant  provided  manpower,  materials  and  money. 

During  the  1 980s  and  into  the  current  decade,  however, 
they  began  to  take  a  different  shape.  Many  companies  from  the 
U.S.  and  Europe  began  to  lose  their  production  and  technologi- 
cal leadership  to  companies  from  Japan  and  East  Asia.  The 
approach  to  building  such  partnerships  changed.  Goals  and 
methods  became  more  diverse.  A  partnership  might  not  only  be 
intended  to  give  access  to  Japan's  domestic  market  but  also  to 
the  Japanese  partner's  distribution  channels  in  Southeast  Asia. 

Today,  each  corporate  partner  brings  to  an  alliance  its  own 
peculiar  specialty  or  contribution.  It  might  be  a  better  way  to 
manufacture  a  product,  a  new  or  unique  approach  ro  research 
and  development,  a  more  efficient  way  to  support  and  service 
customers,  or  an  immediate  access  to  a  hard-to-penetrate  over- 
seas market. 

More  important,  corporate  alliances  are  not  only  becom- 
ing more  necessary  — but  more  vital  regardless  of  how 
long  they  last.  As  Deutsche  Bank's  Courtis  points  out: 
"Corporate  alliances  are  driven  by  strategic  needs. 
These  alliances  allow  a  company  to  gain  technology  and  new 
products  that  might  otherwise  be  unavailable  or  too  costly  to 
develop  on  its  own.  But  almost  by  definition,  they  are  limited  in 
term.  They  are  not  a  marriage  that  will  necessarily  last  forever. 
Corporate  alliances,  like  any  living  organism,  have  a  life  cycle  of 
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their  own.  They  will  last 
as  long  as  they  need  to. 
Corporate  alliances  exist 
because  they  serve  a 
purpose,  which  often  by 
definition  is  restricted  to 
the  goals  defined  at  the 
start  but  which  may  be 
limited  in  nature." 

Whatever  their  dura- 
tion, as  management  gum 
Peter  F.  Drucker  character- 
ized in  his  Foreign.  Affairs 
article  of  early  1994,  cross- 
border  alliances  remain  "the 
strongest  integrating  force 
of  the  world  economy." 

As  commercial  inter- 
ests and  economic  diplo- 
macy move  forward  on  the 
foreign  policy  stage,  global 
policymakers  are  closely 
watching  the  development 
and  dynamics  of  corporate 
alliances  between  the 
world's  two  largest  overseas 
trading  partners,  japan  and 
the  U.S. 

Japan-U.S.  corporate 
alliances  are  increasing  in 
number  and  include  such 
ventures  as  an  agreement 
to  share  semiconductor 
development  costs  between 
Toshiba  and  IBM;  an  auto 
manufacturing  venture 
between  Toyota  and 
General  Motors;  a  sharing 
of  laser-printer  technology 
between  Canon  and 
Hewlett  Packard;  a  joint  manufacturing  venture  in  construction 
equipment  between  Mitsubishi  Heavy  Industries  and  Caterpillar; 
and  a  growing  marketing  and  sales  agreement  between  Mitsui 
and  General  Electric,  to  mention  but  a  few. 

With  Japan's  growing  role  in  the  global  economy, 
such  ventures  and  agreements  are  expected  to 
increase  dramatically  over  the  next  10  to  15  years. 
"Corporate  Japan  is  going  to  have  a  much  bigger 
role  internationally  over  the  next  20  years  than  it  enjoyed  during 
the  past  twenty  years,"  says  Deutsche  Bank's  Courtis,  "and  corpo- 
rate alliances  will  play  a  major  role  in  this  global  trend." 

For  example,  the  value  of  Japan's  overseas  production  as  a 
percentage  of  its  gross  national  product  has  risen  from  3.2%  in 
1985  to  5.1%  in  1990  and  8.4%  last  year,  topping  the  percentage 
in  the  economy  represented  by  Japanese  exports  for  the  first 
time.  And  there  is  still  plenty  of  room  to  grow.  Comparable 
overseas  production  by  German  companies  represents  about 
19.3%  of  their  nation's  total  economy,  while  the  like  comparison 
for  U.S.  companies  is  just  under  23%. 

"Corporate  Japan  has  moved  up  considerably  over  the  past 
decade  but  still  has  a  lot  of  room  to  grow  compared  with  U.S. 
and  German  companies,"  says  Courtis. 


"Japan  doesn't  have  the 
management  resources  to 
guide  its  global  growth  over 
the  next  10  to  15  years, 
so  it  is  going  to  have  to 
enter  all  kinds  of  strategic 
alliances  to  penetrate 
markets,  produce  locally 
and  build  up  distribution 
around  the  world.  So  the 
pressure  on  Japan  to  make 
strategic  alliances  is  going  to 
increase  dramatically  over 
the  next  couple  of  decades . " 


More  important,  he 
says,  because  of  demo- 
graphics, Japan  will  regis- 
ter slower  growth  over  the 
next  20  years,  forcing 
Corporate  Japan  to  look  to 
overseas  markets  to  make 
up  for  growth  lost  at  home. 
"In  terms  of  revenues  gen- 
erated by  overseas  produc- 
tion, Japanese  multina- 
tionals are  not  quite  up  to 
the  level  of  German  or 
American  companies," 
Courtis  explains.  "So  let's 
say  if  the  global  economy 
grows  by  50%  over  the 
next  10  to  15  years, 
Corporate  Japan's  interna- 
tional activities  would  be 
three  times  larger  than 
they  are  today  in  terms  of 
sales. 

"Unfortunately,  Japan 
doesn't  have  the  manage- 
ment resources  to  guide  its 
future  growth  overseas  and 
will  have  to  enter  all  kinds 
of  strategic  alliances  to 
build  distribution,  pene- 
trate markets  and  produce 
locally  around  the  world," 
he  says.  "So  the  pressure 
on  Japan  to  make  strategic 
alliances  is  going  to 
increase  dramatically  over 
the  next  couple  of  decades. 

"And  this  is  not  an 
abstract  question.  It  is  sim- 
ply a  matter  of  business 
reality.  Much  of  this  expansion  will  take  place  in  Asia  where 
countries  like  China,  India  and  others  are  trying  to  develop  their 
own  business  class.  Most  have  enacted  laws  and  regulations  forc- 
ing foreign  investors  to  make  joint  ventures  or  to  enter  into 
alliances  with  local  firms.  So  the  alliance  trend  will  increase  in 
momentum,"  the  Deutsche  Bank  strategist  concludes. 

The  sheer  dynamics  of  the  global  economy  guarantee  that 
such  alliances,  whether  between  Japanese  and  American  compa- 
nies or  companies  from  other  nations,  will  continue  to  grow  in 
the  future.  While  the  economies  of  the  developed  countries  have 
remained  stagnant  in  terms  of  growth  during  the  past  few  years, 
the  global  economy  as  a  whole  has  expanded  at  a  brisk  pace. 
Asia  alone  continues  to  contribute  double-digit  growth  to  the 
global  mix  with  countries  like  China  and  India  looming  still 
larger  on  the  economic  horizon. 

So  corporations  will  be  unable  to  operate  without  a  "global 
view"  or  a  global  strategy. 

"Global  alliances  will  remain  a  vital  issue  for  companies 
determined  to  do  business  on  an  international  scale,"  says 
Courtis.  "No  matter  how  uncomfortable  they  sometimes  may  be 
for  either  partner,  nor  what  problems  or  risks  they  may  pose,  the 
gains  outweigh  the  potential  losses  and  the  benefits  make  the 
risks  worth  taking." 


-Kenneth  S.  Courtis,  Chief  Economist , 
Deutsche  Bank  Group  Asia,  Ltd. 


S-42 


The  promise  of  digital  versatile  discs  or  DVD  —  the 
long-anticipated,  state-of-art  digital  technology 
that  is  ushering  in  a  new  era  in  global  consumer 
electronics  —  is  finally  at  hand. 
Amidst  the  fanfare  that  befits  the  introduction  of  a  hew 
technology,  Toshiba  Corp.,  which  pioneered  the  basic  tech- 
nology and,  together  with  Time  Warner  and  other  compa- 
nies, led  the  development  of  a  single,  global  DVD  standard, 
last  month  took  a  major  step  in  the  digital  revolution  by 
offering  Japanese  consumers  its  first  DVD-Video  player,  the 
SD-3000,  DVD-ROM  (read  only  memory)  drive,  and  in  addi- 
tion a  DVD  decoder  board  that  allows  the  playback  of  DVD 
video  entertainment  software  on  DVD-ready  computers. 

The  November  debut  in  Japan  is  being  followed  up  soon 
in  the  U.S.  where  the  company  plans  to  put  the  new  player 
on  the  market  at  the  world's  largest  consumer  electronics 
show  in  Las  Vegas. 

Few  new  technologies  offer  greater  promise  of  change  in 
the  way  people  entertain  themselves  and  gather  and  store 
information. 

Although  DVDs  are  the  same  size  as  existing 
compact  discs,  they  can  hold  data  equivalent  to 
that  on  seven  CD-ROMs  in  the  form  of  images, 
sound  and  text.  The  benefit  to  consumers  of  DVD 


products  division.  Including  Toshiba's  powerful  lineup  of 
semiconductors  and  memory  chips,  he  says,  "we  are  aiming 
for  20%  of  this  market." 

If  software  is  added  to  this  estimate,  the  total  global  mar- 
ket will  have  a  value  of  more  than  $100  billion  by  the  end 
of  this  century,  of  which  the  Japanese  market  will  account 
for  one-fourth,  he  explains. 

"We  expect  the  global  market  for  DVD  players  for  play- 
back of  audio-visual  software  to  achieve  sales  of  two  million 
units  in  the  first  year,  rising  to  20  million  by  the  year  2000," 
Hase  says.  "In  Japan,  500,000  units  are  expected  to  be  sold 
in  the  first  12  months,  rising  to  four  million  units  by  the 
start  of  the  next  century." 

Toshiba  expects  to  have  several  hundred  titles  out  in  the 
market  this  year  and  more  to  follow  with  the  DVD  library  of 
video  offerings  eventually  expected  to  exceed  those  current- 
ly available  on  videotape. 

With  their  enhanced  sound  qualities,  Hase  says,  DVDs 
are  bringing  a  new  level  of  excitement  to  the  audio  industry, 


Toshiba  Introduces 
Revolutionary  New  DVD 
Technology. 


TOSHIBA 

is  obvious:  superior  images,  more  dynamic  sound  and 
greater  storage  capacity,  which  will  establish  new  horizons 
in  future  entertainment  and  "infotainment"  applications. 

The  sales  potential  of  DVD  devices  and  software  is 
immense. 

The  worldwide  market  for  DVD  equipment  —  including 
video  players  and  computer  memory  drives  —  is  expected  to 
reach  120  million  units  worth  $30  billion  by  the  year  2000, 
according  to  Koji  Hase,  general  manager  of  Toshiba's  DVD 


which  will  be  reflected  in  higher- 
quality  music  videos,  offering  listen- 
ers and  viewers  the  best  of  two  worlds 
—  enhanced  sound  and  visuals. 

A  strong  debut  by  DVD  video 
players  will  boost  demand  for 
Toshiba's  related  products,  particu- 
larly large-screen  projection  televi- 
sions and  other  home  theater  equip- 
ment. The  new  technology  is  also 
expected  to  generate  higher  sales  of 
semiconductors,  including  laser 
diodes  for  optical  pick  ups  and 
MPEG-2  encoder/decoder  LSIs  that 
translate  digitalized  images  into 
moving  pictures  and  support  multi- 
channel audio  output. 
Toshiba  has  also  played  a  leading  role  in  the  develop- 
ment and  standardization  of  new  read-only-memory  tech- 
nologies. The  SD-M1002  is  the  company's  first  DVD-ROM 
drive  in  a  market  expected  to  reach  80  million  units  by  the 
year  2000. 

In  connection  with  the  introduction  of  this  new  drive, 
Toshiba  is  also  planning  to  introduce  a  desktop  PC  with 
integrated  DVD.  This  will  solidly  position  the  company  as 
an  innovative  force  in  the  desktop  PC  arena  as  well  as 
enhance  its  already  commanding  edge  in  notebook  PCs. 

Among  the  many  applications  to  follow  are  high-density 
audio  discs,  rewritable  discs,  detail-rich  "infotainment," 
navigation  and  electronic  browsing  systems. 

"DVD  hold  great  promise  over  the  short  and  long-term," 
concludes  Hase.  "And,  as  a  company,  we  are  mobilizing  our 
technological  and  human  resources  to  respond  to  the  chal- 
lenge of  the  digital  revolution." 
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It's  not  enough  to 
cover  the  globe, 
you  also  need 
depth. 


Global  Focus 

You'll  find  Yamaichi  not  only  in  New  York,  London  and  Tokyo,  but 
also  in  Hong  Kong,  Singapore  and  nearly  every  business  capital  in 
the  world.  Our  offices  are  staffed  with  experts  who  cover  all  these 
markets  and  especially  the  market  that  matters  to  you  most,  the 
one  you're  dealing  with  now. 

As  a  fully  integrated  international  financial  institution  with 
substantial  international  experience,  Yamaichi  puts  its  advanced 
information  resources  and  leading-edge  financial  technology  at 
your  fingertips.  To  help  you  reach  deeper  into  overseas  markets, 
and  lock  in  on  financial  success. 


YAMAICHI 

YAMAICHI  SECURITIES 


Yamaichi  International  (America),  Inc.:  New  York  Tel:  212-524-1200  Fax:  212-390-8800 

Chicago  Branch:  Tel:  312-913-2200  Fax:  312-913-2270  Los  Angeles  Branch:  Tel:  213-626-0401  Fax:  213-626-0412 
Yamaichi  International  (Canada)  Limited/Limitee:  Montreal  Tel:  514  499  1 1 10  Fax  514-499-1 1 13 

Yamaichi  Securities  Co.,  Ltd.:  Tokyo,  Japan  Tel:  813-5541-1 1 1 1  Fax:  813-3552-6366,  6367 

London,  Amsterdam,  Frankfurt/Main,  Berlin,  Paris,  Zurich,  Geneva,  Lugano,  Milano,  Madrid,  Bahrain,  Hong  Kong,  Manila, 
Singapore,  Kuala  Lumpur,  Bangkok,  Jakarta,  Beijing,  Shanghai,  Taipei,  Seoul,  Sydney 


DidYonknow 


Amway  is  now  in  more  than  70  countries  and  territories  —  from  Chile  to  China. 

Amway  products  are  packaged  in  21  different  languages,  almost  double  that  of  just  5  years  ago. 

Amway  is  the  largest  vitamin  and  mineral  supplement  manufacturer  in  the  world.* 

Amway  worldwide  sales  grew  over  $1  billion  last  year  to  $6.3  billion  at  estimated  retail. 

More  than  2.5  million  independent  Amway  distributors  worldwide  market  over 
6,500  products. 


Now  you  know  a  little  about  Amway.  If  you'd  like  to  know  more, 
call  for  a  free  brochure  at  1-800-544-7167  or  visit  our 
website  at  http://www.amway.com. 

*lndependent  study  conducted  by  Nicholas  Hall,  based  on  1 994  sales. 


Amway. 


And  you  thought  you  knew  us. 

©  1996  Amway  Corporation 


The  Hotel  Okura  in  Tokyo  is  currently  undergoing  a 
major  renovation,  estimated  to  cost  $100  million  over 
five  years.  President  Iwao  Osaki  has  aptly  named  it 
the  "Okura  Renaissance."  The  effect  is  already  visi- 
ble. In  newly  designed  guest  rooms,  walls  are  now  paneled  with 
fine-grained  maple,  creating  a  soothing  ambiance;  to  match, 

"What  makes  a  great  hotel 
greater  is  hidden  in  what  is 
not  so  visible . " 


pastel  carpets  and  curtains 
enhance  tranquility;  furni- 
ture has  more  elegance  and 
comfort;  even  bathtubs  are 
remodeled  for  greater  relax- 
ation. "We  believe  that  this 
generous  investment  will 
enable  us  to  offer  quality 
accommodations  to  our 
widely  traveled  guests.  And 
we'll  continue  offering  the 
best  at  a  competitive  rate," 
remarks  the  president. 

President  Osaki  adds, 
"For  guests,  rooms  are  not 
just  bedrooms  but  often 
function  as  an  office  away 
from  their  office.  We  want 
our  guests  to  enjoy  every 
moment  while  they  stay  with 
us.  For  business  travelers, 
each  room  is  equipped  with  a 
larger-than-normal  desk, 
computer  data  ports  and  a 
facsimile  machine,  yet 
there's  no  ostentation,  just  a 
feeling  of  quiet  comfort. 

"However,  the  visible 
elements,  important  as  they 
are,  are  only  a  fraction  of  the 
whole.  We  are  convinced 
that  what  makes  a  great  hotel 
greater  is  hidden  in  what  is 
not  so  visible:  the  superior 
quality  of  cuisine  and  service. 
The  renaissance  spirit  pre- 
vails very  much  here,  too. 
While  honoring  age-old  val- 
ues that  our  guests  appreciate, 
we  are  consistently  improving 
our  service  and  guest  rela- 
tions as  well.  Come  to  our 
French  restaurant,  La  Belle 
Epoque,  and  you  will  experi- 
ence authentic  French  cui- 
sine, let  alone  our  Japanese 
and  Chinese  restaurants. 


HOTEL 
OKURA 


I w a  o  Osaki 

Hotel  Okura  Co. 


Minute  attention  to  detail  while  maintaining  the  balance 
between  old  and  new  is  what  I  learned  from  co-founder  Iwajiro 
Noda.  I  wish  to  remind  our  staff  of  his  philosophy,"  he  says, 
referring  to  the  "backbone"  of  the  management  concept. 

Ever  since  opening  in  1962,  the  Hotel  Okura  has  been  one 
of  the  most  preferred  Tokyo  destinations  for  visitors  from  Norrh 
America  and  other  continents.  It  still  is,  despite  the  fact  that 
in  the  last  decade,  the  number  of  hotels  in  Tokyo  has  more 
than  doubled,  many  business  concerns  have  moved  out  to  satel- 
lite cities,  and  the  sharp  appreciation  of  the  Japanese  currency 
has  inhibited  the  influx  of  travelers. 

"1  am  optimistic  about  the  future,"  he  concedes,  "because 
we  have  a  number  of  guests  who  keep  coming  back,  and  the 

splendid  reputation  nurtured 
by  the  Okura  and  its  affiliat- 
ed hotels  in  the  world  —  a 
total  of  21  including  the 
Shanghai  Garden  Hotel  in 
China,  the  Shilla  Hotel  in 
Korea,  and  the  Hotel  Okura 
in  the  Netherlands  — 
prompts  our  guests  to  select 
the  Hotel  Okura  when  they 
visit  this  part  of  the  world. 
We've  accepted,  for  instance, 
more  than  200  trainees  from 
Shanghai  alone.  While  they 
were  here  with  us,  they 
learned  what  it  is  like  to  be 
hospitable  the  Okura  way. 
In  addition,  the  domestic 
hotel  market  today  is 
expanding:  Millions  of 
Japanese  global  travelers 
come  home  with  a  notion 
that  hotels  have  enjoyable 
amenities  unavailable  at 
most  ryokans  or  traditional 
Japanese-style  inns.  The 
Japanese  lifestyle  is  substan- 
tially changing  in  our  favor." 

Conscious  that  his  hotel 
is  recognized  as  a  social  and 
cultural  landmark  in  Japan's 
metropolis,  Osaki  has  keenly 
supported  art  events.  Last 
August,  he  presented  an 
exhibition  of  eighty  artworks 
from  corporate  collections 
for  the  first  time  to  the  pub- 
lic. He  concludes,  "Art  was 
an  inherent  element  in 
founder  Kishichiro  Okura's 
blood.  His  collection  later 
became  the  Shukokan 
Museum,  built  on  the  hotel 
premises.  You  can  see  his 
sense  of  aesthetics  in  this 
museum  and  in  the  architec- 
tural design  of  the  hotel 
building.  Today,  his  sense  of 
beauty  —  simplicity  and 
elegance  —  still  endures." 


■    ■  ■ 
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Shiseido  explores  the  crucial  role 
}f  the  senses  in  "Successful  Aging." 


According  to  the  conventional  view,  a 
cosmetic"  is  a  superficial  beauty  treatment 
jr  the  body.  Yet  research  reveals  surprising 
iteraction  between  the  body,  the  mind,  and 
roducts  that  stimulate  the  senses. 

Recent  experiments  prove  that  exposure  to 
leasant  fragrances  helps  relieve  stress  and 
lleviate  insomnia.  In  fact,  application  of 
pstick  alone  seems  to  energize  female 
lzheimer's  patients,  offering  an  innovative 
Dim  of  "cosmetic  therapy." 

Such  benefits  are  not  confined  to  treatment 
f  disease,  or  limited  by  age  or  gender.  For 
den  and  women  alike,  use  of  personal  care 
roducts  enhances  appearance  and  self-image, 
poking  one's  best  has  a  positive  effect  on 
Eeiing  one's  best. 

I  How  does  sensory  stimulation  help 
maintain  mental  and  physical  wellbeing? 
hiseido  is  at  the  forefront  of  the  quest  for 
reater  understanding  of  the  complex  synergy 
f  body  and  soul. 

Maturing  with  Style 

Shiseido,  one  of  the  world's  premier 
osmetics  companies,  is  currently  celebrating 
vo  milestones:  This  year  marks  the  125th 
nniversary  of  its  foundation  as  Japan's  first 
'estern-style  pharmacy,  as  well  as  the  100th 
!?ar  of  its  commitment  to  the  finest  in  beauty 
nd  skin  care. 

Now,  the  $5.6  billion  company  draws  on  its 
ladition  of  scientific  research  and  aesthetic 
ensitivity  to  shape  a  new  vision  of  health  and 
eauty  care.  Attuned  to  the  physical  and 


spiritual  needs  of  an  aging  society  in  a 
stressful  world,  Shiseido 's  philosophy  of 
"Successful  Aging"  is  for  men  and  women 
of  all  ages. 

"Successful  Aging  applies  to  all  people," 
explains  Yoshiharu  Fukuhara,  President  and 
CEO  of  Shiseido.  "Our  goal  is  to  help  everyone 
mature  with  style  and  sophistication." 

To  transform  this  vision  into  reality, 
Shiseido  is  exploring  the  effects  of  sensory 
stimuli  on  many  different  people.  Ultimately, 
this  research  may  help  each  individual  find 
the  ideal  solution  to  Successful  Aging. 

Health  in  Balance 

The  body  constantly  seeks  a  healthy 
state  of  balance  called  "homeostasis."  This 
equilibrium  seems  to  depend  on  continuous 
sensory  stimulation. 

"Activation  of  the  five  senses  can  bring 
a  great  change  in  one's  physical  or  mental 
condition,"  says  Dr.  Tatsuya  Ozawa,  Senior 
Executive  Director  of  Shiseido.  "In  using 
cosmetics,  scent,  along  with  sight  and  touch, 
plays  a  particularly  important  role." 

Shiseido's  research  in  aromacology  has 
demonstrated  the  effectiveness  of  fragrance  in 
maintaining  homeostasis.  Clinical  studies 
show  that  citrus  scent  improves  efficiency  and 
diminishes  depression.  It  even  helps  repair 
stress-induced  damage  to  the  immune  system. 

Dr.  Ozawa  explains,  "Changing  the  body 
can  actually  change  the  mind.  There  may  be 
many  uses  for  sensory  products  in  stress  relief, 
preventative  medicine,  and  Successful  Aging." 


Science 


Shiseido  analyzes  the  scent  of  a  rose.  Its  fragrance  has 
a  gently  calming  effect  on  the  human  body. 


Foundation  for  Change 

The  global  community  will  undoubtedly 
face  increasing  levels  of  stress  in  coming  years. 
Shiseido  seeks  to  help  people  cope  with  such 
pressure  in  a  positive  manner. 

"Our  emphasis  on  beauty  and  skin  care 
will  not  change,  although  our  orientation  is 
shifting  towards  total  care  for  human  health," 
observes  Mr.  Fukuhara.  Prospective  research 
may  focus  on  anti-aging  products,  melanin 
control,  hair  growth,  and  even  gene  therapy. 

During  the  next  century,  Shiseido  aims 
to  be  the  world's  leading  cosmetics  company. 
Mr.  Fukuhara  states,  "Our  quest  rests  on 
the  development  of  products  that  enhance 
physical  health  and  beauty,  yet  enrich 
the  spirit  as  well." 


Luxurious  Shiseido  Benefiance  skin  care  stimulates  the 
visual,  tactile  and  olfactory  senses  to  produce  a  feeling 
of  physiological  and  psychological  wellbeing. 


JHUTIDO 


For  more  information  about  Shiseido:  http:  //www.shiseido.co.jp/ 
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Electronic  manufacturers  around  the  world  are  facing  a 
new  challenge  that  was  imposed  by  the  15-member 
European  Union  (EU):  The  EU  has  made  it  mandato 
ry  for  virtually  all  electronic  equipment  entering  the 
EU  to  comply  with  the  new  Electromagnetic  Compatibility 
(EMC)  directive,  which  went  into  force  on  January  1,  1996. 

Electromagnetic  Compatibility?  You've  never  heard  of  it, 
have  you?  If  not,  you  are  at  least  very  familiar  already  with 
this  announcement  in  the  air:  "You  are  requested  not  to  use 
computer,  telephone,  game-machine  and  any  other  electronic 
equipment  while  we  are  taking  off  or  landing."  But  why? 
Because  all  electronic  equipment  has  a  degree  of  noise  emis- 
sions and  a  degree  of  susceptibility,  and  the  airplane's  naviga- 
tion system  may  be  misguided  by  the  noise  coming  from  your 
equipment.  Medical,  audio,  video  or  automotive  equipment  is 
no  exception. 

The  EMC  directive  requires  products  to  generate  no  harm- 
ful emissions  and  to  be  immune  to  electromagnetic  distur- 
bances. Similar  to  FCC  rules  in  the  U.S.,  it  requires  that  emis- 
sions be  regulated  so  as  not  to  cause  interference  to  telecom- 
munication apparatus  or  malfunctions  in  nearby  equipment. 
The  directive  is  comprehensive:  It  applies  not  just  to  finished 
products  but  also  to  complex  components  such  as  thermostats, 
motors  and  computer  plug-in  cards.  The  directive  is 
serious:  It  requires  the  CE  (Conformite  Europeanne) 
mark  to  be  affixed  to  complying  products,  with 
penalties  provided  for  unauthorized  use  of  the  mark. 


ties,  they  are  the  best  materials  available  at  present  commer- 
cially and  in  the  laboratories.  The  extraordinary  combination 
of  material  properties  is  presently  winning  a  growing  marker  of 
application  as  magnetic  cores  for  ground  fault  interrupters, 
common  mode  chokes  and  high  frequency  transformers. 
Moreover,  the  interplay  between  the  microstructure  and  the 
magnetic  properties  of  these  nanocrystalline  materials  provides 
a  fascinating  topic  for  fundamental  research  in  magnetism." 

Francois  Duffaut,  R&D  manager  of  France's  Imphy  S.A. 
agrees,  "FINEMET  products  are  finding  a  growing  number  of 
applications  in  high  frequency  electronic  devices  and  especial- 
ly in  noise  filtering." 

Ultra-fine  soft  magnetic  material,  FINEMET  is  composed 
of  iron,  silicon,  boron,  copper  and  other  elements.  Addition  of 
copper  is  unusual  but  proved  to  be  the  key  for  the  achieved 
characteristics.  It  is  "ultra-fine"  because  it  is  solidified  into 
crystallized  material  on  the  order  of  10  nanomicrons. 

Mitsuhiro  Kudo,  a  board  director,  Information  Systems 
Components  Division,  Hitachi  Metals  says:  "FINEMET  has  a 
unique  combination  of  high  magnetic  permeability  and  high 
saturation  magnetization.  This  combination  has  been  desired 
but  considered  impossible  to  achieve.  FINEMET  is  so  effective 
in  harnessing  noise  that  a  relatively  smaller  quantity  is 


Hitachi  Metals,  Ltd. 
Introduces  FINEMET,  New 
Material  for  Noise  Filtering. 


HITACHI  METALS 


Consequently,  noise  filters  and  coating  gaskets  are  attract- 
ing increasingly  keen  attention.  Among  them,  FINEMET  has 
become  the  focus  of  industry-wide  attention  as  material  for 
EMC-problem-solving  noise  filters.  Patented  by  Hitachi 
Metals,  Ltd.  in  Japan,  the  U.S.  and  Europe,  it  is  currently 
being  produced  in  Japan  and  under  license  in  Europe. 

Dr.  Giselher  Herzer,  Germany's  Vacuumschmelze  GmbH, 
says,  "The  new  alloys  Hitachi  Metals  has  discovered  and 
explored  represent  an  outstanding  milestone  in  the  area  of  soft 
magnetism.  Due  to  the  favorable  combination  of  their  proper- 


needed,  enabling  downsizing  of  assembled  products.  It  is 
applicable  to  a  wide  range  of  frequencies,  therefore  to  a  vari- 
ety of  products.  It  remains  stable  for  a  wide  range  of  tempera- 
tures and  a  long  period  of  time." 

"The  EMC  directive  is  the  most  strict  and  comprehensive 
regulation  ever.  It  points  to  our  future  where  an  ever  increasing 
number  of  pieces  of  electronic  equipment  coexist  in  harmony. 
It  appears  that  many  other  nations  sooner  or  later  will  follow 
the  EU's  decision,"  remarks  Susumu  Harada,  General  Manager 
of  Corporate  Communications  Division,  Hitachi  Metals. 
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Heaven  knows  why  people  . 
still  call  us  a  trading  company. 


It's  true  that  we're  one  of  the  world's  largest  general  trading  companies,  with  1 0,000 
people  in  over  200  offices  and  90  countries.  Yet  we're  more  than  just  steel  and  soybeans. 
We're  a  leader  in  logistics,  financial  services  and  natural  resource  development.  Likewise,  I 
we're  capitalizing  on  investments  in  satellites,  communications,  cable  and  contents  to 
create  new  multimedia  businesses,  and  to  forge  a  truly  global,  integrated  corporation  by 
the  21st  century.  That's  a  tall  order.  But  our  commitment  to  partnership  propels  us 
beyond  our  traditional  role,  to  reach  for  the  stars. 


y"**  Committed  to  the  global  good. 

//DCmy  ITOCHU  Corporation 


Tokyo  Headquarters:  5-1,  Kita-Aoyama  2-chome,  Minato-ku,  Tokyo  107-7,  Japan 
Visit  our  internet  site  at  http://www.itochu.co.jp 
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/  /  "TT     TT  ere,  every  teaching  we  want  to  imbibe  is  neatly 
^  *  I       I  packaged,"  says  Kazuhiko  Otani,  president  and 
I  CEO  of  the  Hotel  New  Otani.  He  is  alluding  to 
JL    JL the  wooden  teahouse.  It  stands  in  a  woody  cor- 
ner of  the  New  Otani's  very  spacious  garden  with  a  20-foot- 
high,  50-foot-wide  waterfall  as  its  centerpiece.  It's  so  tiny  and 
hidden  among  trees  at  the  foot  of  the  gigantic,  high-rise  hotel 
buildings,  you  might  just  miss  it.  The  teahouse  can  barely 
accommodate  a  few  guests  at  a  time.  Like  a  farmhouse,  it  is 


"A  mistake  can  rarely  be 
reversed.  Each  and  every  time, 
one  has  to  do  things  right." 


sober  and  calm,  and  free  from  urban  noise.  There's  absolutely 
nothing  sumptuous  about  it.  But  go  inside  and  look  at  its  walls, 
ceiling,  floor,  shelves;  you  will  notice  the  care  and  detailing  in 
design  to  create  a  cozy  and  peaceful  retreat.  It  is  a  minimal 
design  for  maximum  hospitality. 

"The  teahouse  is  a  place  for  us  to  learn  and  perfect  the 
five-centuries-old  art  of  entertaining  guests,"  explains  Otani. 
"Through  serving  tea,  one  learns  not  just  the  grammar  of 
etiquette  but  the  art  of  creating  total  harmony  and  relaxation. 

"A  mistake  made  at  a  first  encounter  with  a  guest  can  rarely 
be  reversed.  Each  and  every  time,  one  has  to  do  things  right. 
That  is  what  the  teahouse  teaches  and  that  is  what  the  hotel 
business  is  all  about."  Indeed,  no  shortcoming  is  accepted  in  the 
hotel  since  it  hosts  the  world's  most  important  people,  dignitaries 
and  celebrities.  President  Bill  Clinton,  on  a  recent  visit  to 
Japan,  is  one  such  guest.  He  was  hosted  by  Prime  Minister 
Ryutaro  Hashimoto  at  the  hotel's  Crane  Banquet  Hall  for  a 
welcoming  luncheon. 

The  Hotel  New  Otani,  however,  is  known  not  just  for  its 
splendid  rooms  and  banquet  facilities.  The  best  food  in  Tokyo  is 
often  to  be  found  in  hotel  restaurants,  and  the  New  Otani  offers 
a  superb  range  of  dining  choices. 

"Imagine  how  much  watet  and  energy  is  consumed  in  a  day 
for  heating,  cooling,  lighting  1,612  guest  rooms,  34  banquet  halls 
and  36  restaurants.  Utility  bills  are  extremely  dear  in  this  coun- 
try of  scarce  resources.  No  guest  could  absorb  the  increasing  tar- 
iffs we  would  be  compelled  to  charge.  So,  we've  been  working 
on  conserving  energy  while  providing  guests  with  better  services. 
Following  the  ultra-low-temperature  ice  storage  installed  earlier, 
we've  introduced  'steam  accumulators,'  a  kind  of  device  you  may 
find  in  large-scale  factories.  The  first  in  our  industry,  they  are 
huge  containers  of  steamed  water  produced  by  recycled  heat. 
Arriving  next  are  solar  energy  generators,  a  system  that  is  not 
just  cost  efficient  but  eco-friendly. 

"I  am  looking  far  beyond  the  arrival  of  the  new  century. 
How  can  you  invest  in  the  future  without  blueprints  for  the  year 
2010  or  2020?  How  can  you  solve  ecological,  population  and 
other  fundamental  problems  without  thinking  of  the  following 
generations?  Relationships  between  nations  also  need  long-term 
thinking.  Japan  and  the  U.S.  need  to  remain  friends  for  years 
and  years  to  come,"  says  Otani. 

Often,  the  president  has  to  make  quick  decisions  to  keep 
pace  with  new  technology  and  competition.  "In  response  to 
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Kazuhiko  Otani 

The  New  Otani  Co.,  Ltd 


guests'  increasing  requests  for  E-mail  facilities  at  a  reasonable 
rate,  I've  arranged  a  leased  line  for  our  hotel  with  an  Internet 
provider.  Now,  using  the  Internet  service  has  become  as  simple 
as  it  is  affordable,"  says  Otani.  While  the  New  Otani  group  is 
expanding  in  Japan  and  overseas,  Otani  reveals,  "We  are  offering 
the  additional  attraction  of  bonus  miles  to  members  of  the 
Marriott  Miles  Program  and  the  American,  Northwest,  United, 
Japan  Airlines  and  British  and  Qantas  Airways  frequent  flyer 
programs.  International  travelers  will  now  benefit  even  further 
by  staying  at  one  of  our  New  Otani  hotels." 
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"hen  I  declared  that  we'd  make  a  $1  billion 
company  in  ten  years,  everybody  thought  I 
was  crazy,"  says  Brother  International 
Chairman  and  CEO  Hiromi  Gunji.  No.  won- 
der. In  the  1980s,  sewing  machines  and  typewriters  were 
Brother's  main  products.  "But  we've  made  it,"  he  continues. 
"Our  sales  have  grown  five  times  while  we've  barely  increased 
the  number  of  employees." 


He  sensed  an  emerging  opportunity  in  the  small-  and  home- 
office  market  even  before  it  was  identified.  "Contrary  to  the 
widely  prevalent  prediction  that  computers  would  create  a  paper- 
less society,  offices  were  plagued  with  avalanches  of  documents 
and  files  that  computers  kept  producing,  which  led  us  to  launch 
our  labeling  machines.  When  facsimile  users  got  weary  of  curl- 
ing incoming  messages,  we  offered  flat-sheet  fax  printers.  We 
drastically  cut  down  the  printing  time  of  our  printers  to  meet  an 
obvious  demand.  You  don't  require  a  high-tech  nerd  to  develop 
really  good  and  affordable  products  as  long  as  you  know  precisely 
what  your  consumers  are  looking  for,"  says  Gunji. 


Hiromi  Gunji 

Brother  International 
Corporation 

In  the  ten-year  process  of  overhauling  the  company  and  its 
product  lineup,  Gunji  adopted  bold  new  strategies.  He  mobilized 
efforts  to  develop  one  specific  product  category  at  a  time.  This 
focus  not  only  ensured  a  much  stronger  competitive  edge  for  the 
company,  it  greatly  improved  consumer  satisfaction. 

Gunji,  the  man  who  has  successfully  led  his  company 
through  the  stormy  evolution,  is  deceptively  soft-spoken.  Yet,  he 
has  more  of  the  daring  of  American  entrepreneurship  than  the 
cautious,  feudal  psyche  of  the  Japanese.  An  unusually  perceptive 
man,  he  has  watched  and  studied  U.S.  markets  and  their  never- 
ending  changes  since  he  was  posted  to  the  United  States  twelve 
years  ago. 


"Our  job  is  to  diminish  the 
gap  between  marketers  and 
consumers  and  between  users 
and  products/' 


"In  the  last  decade,  new  technology  has  delivered  numerous 
new  products  and  models,  which  caused  a  radical  change  in  the 
way  business  is  conducted.  Consumer  attitudes  toward  work  and 
machines  have  also  evolved.  In  these  changes  I  found  increasing 
opportunities."  An  important  discovery  was  that  consumer 
interests  were  often  left  behind  and  user  servicing  was  hardly 
catching  up.  So,  "1  reckoned,"  admits  Gunji,  "that  our  job  was 
to  diminish  the  gap  between  marketers  and  consumers  and 
between  users  and  products." 

Now  Brother  is  going  into  the  offices  of  big-name  compa- 
nies. Knowing  that  consumer  support  is  vital,  Brother  has  been 
preparing  for  this  move  by  expanding  support  teams  dispropor- 
tionately to  the  current  sales  volume.  At  the  same  time,  new 
need-based  products  and  features  are  being  identified. 

Gunji  reveals  that,  "The  key  to  successful  product  develop- 
ment is  the  right  business  alliances.  The  days  of  one  company 
making  everything  are  over.  Today  you  need  to  be  in  partner- 
ship with  innovative  companies  and  inventive  individuals. 
Currently,  we  are  talking  with  several  other  companies  about  the 
next-generation  computer:  fatless  and  lean,  therefore  simple  and 
inexpensive.  Add  communications  capabilities  to  our  sophisti- 
cated typewtiters/word  processors  with  a  full-size  keyboard,  and 
they  would  be  the  closest  answer  to  what  a  lot  of  customers 
would  have  in  mind. 

"We  are  cost-competitive  since  we  have  production  centers 
on  four  continents.  Similarly,  we're  spreading  research  centers  to 
wherever  creative  talent  is  located.  Ongoing  are  research  activi- 
ties on  our  own  and  also  jointly  with  other  companies  and  uni- 
versities: M.I.T.  in  the  U.Sl,  Technion  Institute  of  Technology  in 
Israel  and  Nanjing  University  and  Qinhua  University  in  China, 
to  name  a  few.  We  move  faster  than  giant  corporations  since 
decisions  are  made  faster.  That's  the  advantage  of  trim  and  flat 
organizations  like  ours. 

"It  may  sound  outrageous  that  we  speak  of  what  we'll  be 
doing  and  where  we'll  be  five  years  from  now,  since  life  is  so 
unpredictable.  But  we  do.  You  need  imagination,  or,  to  be 
more  accurate,  dreams.  Dreams  are  the  'engines'  for  motiva- 
tion, the  driving  force  that  makes  you  put  in  13-  to  14-hour 
days  every  day." 
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In  an  increasingly  competitive  global  economy,  it's  axiomatic 
that  a  company  dare  not  rest  on  its  past  laurels,  lest  overcon- 
tidence  expose  it  to  a  more  aggressive  competition  that  will 
nibble  away  at  its  market  leadership  and  profitability. 
No  one  knows  this  better  than  Yuzaburo  Mogi,  president 
of  Kikkoman  Corp.,  Japan's  leading  maker  of  soy  sauce,  which 
has  been  in  the  business  for  nearly  350  years.  "If  you  become 
complacent,"  he  says,  "you'll  lose  everything  you've  built  up  over 
the  years." 

For  example,  although  the  world's  appetite  for  soy  sauce 
remains  strong,  the  Kikkoman  chief  executive  says,  competition 
is  increasing  and  changing  consumer  tastes  are  demanding  devel- 
opment of  new  soy-based  products. 

"We  used  to  be  a  defensive  company,  structured  mainly  to 
protect  our  position  in  the  soy  sauce  and  related  food  business," 
says  Mogi.  "But  in  today's  global  economy,  you  have  to  be  aggres- 
sive and  forward-thinking.  And  have  a  vision  for  your  company 
and  a  plan  to  realize  that  vision.  Otherwise,  you  won't  survive." 

Speaking  from  his  company's  new  headquarters  building  in 
central  Tokyo,  a  so-called  "intelligent  building"  well-suited  to 
handle  the  communications  and  technological  needs  of  the 
emerging  "information  age,"  Mogi  notes  that  Kikkoman 
researchers  have  been  working  hard  on  developing  new  soy 
sauce-based  products,  including  a  new  noodle  soup  base 
and  steak  sauce. 

"We  need  to  add  a  strong  new  product  every  two 
years,"  Mogi  says. 

Kikkoman  also  needs  to  be  able  to  respond  to  market 
needs  more  quickly,  which  means  accelerating  and  mod- 
ernizing soy  sauce  production  techniques.  Fermentation 
periods  are  traditionally  slow,  but  new  production  methods 
are  enabling  Kikkoman  to  drastically  shorten  the  brewing 
cycle. 

"We  have  to  be  able  to  move  very  quickly  to  satisfy 
demand  for  soy  products  that  can  develop  very  suddenly 


'We  want  to  actively  promote 
food  culture1  as  a  way  of  bridging 
zultural  differences  and  bringing 
people  closer  together  to  interact 
md  exchange  ideas . " 


around  the  world,  especially  in  growing,  newly  developed 
markets  in  Europe  and  Asia,"  says  Mogi.  "This  is  why  we 
are  strengthening  our  international  operations." 

For  example,  to  satisfy  European's  increasing  appetite 
for  soy  sauce,  Kikkoman  is  building  a  new  plant  in  the 
Netherlands  that  is  expected  to  be  on  line  next  October. 
Business  continues  to  be  strong  in  the  U.S.,  where 
Kikkoman  already  has  a  plant  in  Wisconsin  and  will  soon 
begin  building  a  second  facility  on  the  West  Coast.  And 
increasing  demand  for  various  varieties  of  soy  sauces  in 
Asia  is  being  serviced  by  another  plant  in  Singapore. 

Mogi  has  also  set  his  executive  sights  on  strengthen- 
ing relationships  among  the  50  domestic  and  international 
members  of  the  Kikkoman  Group,  capitalizing  on  synergies 
to  expand  and  develop  new  products  and  businesses. 


He  also  wants  his  company  to  become  "more  consumer- 
oriented"  in  its  relationships  with  wholesalers  and  distributors. 
"Whether  manufacturer  or  distributor,  we  all  service  a  common 
end  —  the  retail  customer,"  Mogi  notes.  "We  all  need  to  listen 
more  closely  to  end  users  and  any  ideas  or  needs  they  may  have," 
he  adds,  noting  that  Kikkoman  is  increasing  its  budget  for 
market  research,  advertising  and  promotion  with  these  goals 
in  mind. 

In  line  with  this  thinking,  Kikkoman  last  spring  established 
a  new  management  position  —  a  social  affairs  manager  who  will 
oversee  the  company's  community  relations  programs  and  ensure 
that  Kikkoman  makes  positive  contributions  as  a  corporate  citi- 
zen wherever  it  operates.  Under  a  new  policy,  employees  will  be 
permitted  to  take  leaves  of  absence  from  the  company  to  involve 
themselves  in  worthwhile  community  projects. 

"Tastes  are  changing,  not  only  in  Japan  but  around  the 
world,"  explains  Mogi.  "We  want  to  actively  promote  'food 
culture'  as  a  way  of  bridging  cultural  differences  and  bringing 
people  closer  together  to  interact  and  exchange  ideas,"  he  says. 
"One  of  the  best  ways  to  achieve  this  goal  is  by  contributing  to 
and  nurturing  the  communities  in  which  we  operate." 


KIKKOMAN 


Yuzaburo  Mogi 
Kikkoman  Corporation 
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For  a  corporation  operating  internationally,  being  "global" 
involves  more  than  just  sales,  earnings  and  "bottom  line" 
considerations,  according  to  the  head  of  one  of  the 
world's  largest  direct-selling  organizations.  Globalization 
means  being  involved  at  the  community  level  in  social 
activities  and  projects  that  benefit  the  end  user  of  its  products 
—  the  customer. 

"In  an  age  when  political  and  social  sensitivities  are  increas- 
ingly important,  it  is  imperative  that  companies  devote  more 
time,  attention  and  resources  to  the  communities  where  they  are 
doing  business,"  says  Dick  DeVos,  president  of  Amway 
Corp.  "Being  a  good  corporate  citizen  is  as  important  as 
being  a  good  producer  or  good  marketer,"  he  adds. 

"Our  philosophy  is,  and  always  has  been  for  the 
past  37  years,  to  be  active  participants  in  the  countries 
and  communities  where  we  do  business,"  he  says. 


$6.8  billion  in  the  fiscal  year  that  ended  Aug.  31,  19%,  up  8% 
from  the  year  before.  Seventy  percent  of  these  sales  were  overseas. 

Amway  is,  in  many  respects,  a  case  study  of  "globalization," 
having  grown  from  a  "home  business"  in  the  late  1950s  to  a 
successful  U.S. -based  company  during  the  1960s  and  1970s.  The 
company  began  adding  international  operations  in  the  1980s  and 
by  the  early  1990s  had  become  a  full-fledged  global  organization, 
with  affiliates  in  Japan,  Asia  and  Europe. 

The  company's  Japanese  and  Asian  affiliates  have  adapted  to 
the  global  business  environment  by  making  public  stock  offerings. 


"Being  a  good  corporate  citizen 
is  as  important  as  being  a  good 


producer  or  good  marketer." 


AMWAY 

Dick  DeVos 

Amway  Corporation 


Amway  Corp.  is  one  of  the  largest  and  most  successful 
direct-selling  companies  in  the  world,  with  more  than  2.5  mil- 
lion independent  distributors  who  sell  some  400  high-quality 
Amway-'  products  on  a  person-to-person  basis  in  more  than  75 
:ountries  and  territories.  Amway  and  affiliates  enjoyed  sales  of 


"This  has  allowed  us  to  expand  in  those  regions  and  has 
established  a  clear  base  of  shareholders  within  the  Japanese  and 
Asian  communities,"  says  DeVos.  "This  in  turn  has  helped  us  to 
put  down  deeper  roots  and  have  our  long-term  intentions  known." 

Like  most  global  players,  Amway  is  using  corporate  alliances 
as  a  way  of  expanding  its  global  reach  and  exploring  new  busi- 
ness opportunities. 

In  the  U.S.,  the  company  enjoys  a  long-standing  relation- 
ship with  MCI,  the  international  telecommunications  giant,  and 
is  exploring  satellite  capabilities  for  communication  with  Amway 
distributors  in  the  U.S.  Amway  Japan  is  using  its  vast  distribu- 
tion system  and  experience  to  help  other  foreign  companies  find 
their  way  into  the  Japanese  domestic  market. 

But  corporate  citizenship  overseas  is  given  the  highest  prior- 
ity by  DeVos  and  his  global  managers. 

Amway  and  its  global  affiliates  have  committed  to  more 
than  200  sponsorships  around  the  world  in  the  area  of  human 
services,  arts  and  culture,  education,  sports  and  the  environment. 

Amway  Japan,  for  example,  is  a  Gold  Sponsor  of  the  1998 
Nagano  Winter  Olympics  and  has  extensive  environmental 
sponsorships  through  the  Amway  Nature  Center,  which  it  estab- 
lished in  1989.  The  latter  organization  conducts  annual  fund- 
raising,  which  during  the  past  seven  years  has  generated  more 
than  $3.7  million  from  distributors.  These  funds  have  been  used 
to  preserve  virgin  forests  in  Okinawa,  restore  Japanese  mountain 
flora  and  renew  the  environment  of  a  popular  breeding  ground 
for  cranes  in  southeastern  Japan. 

During  the  devastating  1995  Kobe  earthquake,  Amway  dis- 
tributed cash  as  well  as  food  supplies  to  the  victims  of  the  natural 
disaster. 

Other  Amway  community  efforts  around  the  world  include: 
use  of  the  Internet  to  match  up  potential  donors  and  needy  orga- 
nizations in  Austria;  support  in  Australia  of  a  sister  program  of 
the  U.S.  Junior  Achievement;  contribution  of  repair  work  and 
supplies  to  several  schools  and  orphanages  throughout  Indonesia; 
raising  of  funds  for  Telefono  Azzurro,  a  well-known  organization 
in  Italy  dedicated  to  children's  welfare  and  rights;  providing  fos- 
ter families  and  special  homes  for  less  fortunate  and  challenged 
children  in  Malaysia,  to  mention  but  a  few. 

"We  try  to  encourage  individual  and  community  initiatives 
in  every  sphere  of  human  endeavor  in  every  country  where  wc 
are  operating,"  DeVos  says. 
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President  Motoo  Fujisawa  of  Gyosei  Corporation,  one  of 
Japan's  most  established  publishing  institutions,  likes  to 
meet  guests  in  a  teahouse  fabricated  in  the  building  of 
the  company's  headquarters.  On  the  wall  behind  him  is 
an  exquisite  piece  of  calligraphy  executed  by  a  famed  priest  in 
Nara,  Japan's  ancient  capital.  Translated  it  reads,  "Everything  is 
possible."  The  ambiance  here  is  quintessentially  Japanese. 


"We  are  in  an  international  business,"  continues  Fujisawa, 
"as  publisher  of  Forbes  Nihonban,  the  Japanese  edition  of  Forbes 
magazine.  Through  close  contact  with  foreign  companies,  I  have 
come  to  realize  that  values  and  perceptions  of  diverse  world 
companies  differ  not  only  from  country  to  country  but  even  from 
company  to  company.  Consequently,  I  believe  that  there  can  be 
no  wholesale  application  of  one's  ideas  or  standards  in  another 
situation.  In  the  emerging  world  of  international  partnerships, 
you  have  to  find  ideas  in  common  rather  than  differences,  if  you 
are  pursuing  shared  goals." 


xWe  are  at  the  threshold  of 
a  new  era  of  decentralization 
and  deregulation." 


GYOSEI 


Motoo  Fujisawa 
Gyosei  Corporation 

However,  not  everything  in  the  building  reflects  the  Japan 
of  bygone  times.  Constructed  in  1987  in  what  was  once  the  yard 
of  the  president's  private  residence,  it  is  a  state-of-the-art  build- 
ing shared  by  another  corporate  legend,  American  Express.  "Yes, 
we've  learned  considerably  from  the  U.S.  company,"  says  the 
president.  "For  example,  their  concept  of  security  for  the  work- 
place and  what  it  is  like  to  run  a  business  on  a  global  scale. 


On  the  tenure  of  five-year-old  Forbes  Nihonban,  President 
Fujisawa  remarks,  "It  started  initially  as  a  translation  of  Forbes 
magazine  as  it  is  published  in  the  U.S.  But  now  I  believe  our 
magazine  will  be  more  fine-tuned  to  its  Japanese  audience.  If 
Japanese  businesspeople  want  to  know  more  about  what's  going 
on  in  Asia,  we'll  provide  more  stories  on  Asia.  We  will  focus  on 
our  audience's  interests,  while  we  try  to  expand  their  horizons. 
That  will  also  ensure  doubling  the  current  circulation." 

Like  its  U.S.  counterpart,  the  Japanese  publishing  industry 
has  entered  a  turbulent  era  brought  about  by  digital  technology. 
Personal  computers  are  finding  ways  into  more  homes  and 
offices,  the  Internet  is  booming  and  CD-ROMs  have  started 
replacing  books.  On  the  fast-accelerating  trend,  Fujisawa  offers 
this  insight:  "In  the  publishing  world,  we  anticipate  profound 
changes  taking  place  in  the  coming  decade.  Let's  face  that. 
But  at  the  same  time,  you  don't  have  to  make  all  information 
digitized  or  interactive  simply  because  the  technology  to  make  it 
happen  has  become  available.  Remember,  everybody  has  access 
to  printed  information  but  not  to  computerized  information. 
Who  said  it's  easier  to  draw  information  from  the  Internet  than 
from  reading  a  book?  And  who  said  digitization  is  cheaper 
than  printing?" 

Besides  publishing,  Gyosei  Corporation  is  running  two 
cable  television  stations.  "We  are  trying  to  offer  not  just  pro- 
grams and  games  but  also  value-added  communication  services. 
In  Nagano,  for  instance,  part  of  the  network  is  offered  to  a 
business  concern  as  a  LAN  (local  area  network)  to  network  a 
number  of  its  factories  and  offices  scattered  in  the  area.  In 
Okaya  City  in  Nagano,  household  water  consumption  is  moni- 
tored and  data  fed  back  through  the  optical  fiber  to  the  Water 
Bureau  so  that  the  water  reserve  is  finely  regulated,"  says 
Fujisawa.  He  hopes  that  the  stations  will  serve  the  subscribers  as 
a  window  open  to  the  world  and  as  an  interactive  communica- 
tion tool  to  enrich  their  lives. 

For  over  100  years,  Gyosei  Corporation  has  published  books 
and  periodicals  on  diverse  subjects  from  law  and  administration 
to  education  and  social  issues,  with  a  single-minded  objective: 
to  distribute  education  equitably  among  the  people  in  a  country 
where  information  tends  to  concentrate  in  the  governing  capital. 
"We  are  at  the  threshold  of  a  new  era  of  decentralization,  dereg- 
ulation, information  and  globalization,"  concludes  Fujisawa. 
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There  was  no  time  for  games  at  Tokyo's 
Imperial  Hotel.  For  nearly  a  century,  we 
had  welcomed  and  impressed  the  world's 
most  discriminating  travelers.  But  in  October  1964,  some 
exceptionally  demanding  visitors  were  arriving.  Archers  and 
wrestlers  and  equestrians  together.  From  94  nations. 
For  the  first  time  ever  in  Asia. 
Tokyo  was  hosting  the  XVIII  Olympiad. 
Almost  everything  was  ready.  Japan  had  new  hotels,  new 
highways,  and  the  awesome  "bullet  train."  Now,  it  just 
had  to  feed  6,500  of  the 
world's  most  formidable 
athletes.  Not  to  mention  the 
coaches  who  watched  over 
them.  And  the  reporters  who 
watched  everything. 
Four  or  Japan's  most  experienced  hotels  teamed  up  to  help. 
The  Imperial  was  one. 

Immediately,  our  award-winning  chefs  were  put  in 
charge  of  the  Olympic  Village  cafeterias.  Out  went 
our  famous  foie  gras  saute.  In  came  pumpernickel  and 
pasta.  We  assembled  300  cooks  in  12  kitchens. 
Prepared  main  and  supplemental  ethnic  menus. 
And  in  52  days,  served  up  600.000  energizing  meals — 
and  sometimes  four  birthday  cakes  a  day!  —  breaking 
every  culinary  record  in  Olympic  history. 


UR  FIRST  94-NATION 


DINNER  PARTY  WAS  A 


RUNAWAY  SUCCESS. 


We've  kept  in  peak 
condition  ever  since.  The 
Games  returned  to  Japan 
in  1972,  as  they  will  again, 
to  Nagano,  in  the  winter 
of  1998.  Meanwhile,  The  Imperial 
remains  one  of  the  grandest  hotels  in  Asia.  We  operate  four 
magnificent  locations,  each  with  unrivaled  dining  and 
leisure  facilities.  And  accommodate  so  many  international 
delegations  that  more  flags  are  said  to  fly  from  our  poles 
than  at  the  Foreign  Ministry  itself. 

We  still  enjoy  springing  birthday  treats  on  unsuspecting 
guests  on  such  occasions.  It's  an  old-fashioned  recipe,  we  know, 
but  a  favorite — the  kind  that  continues  to  turn  every  event 


we  host  into  a  surefire  winner. 


ottMWorld' 


STEIGENBERGER 


IMPERIAL    HOTE  L 

TOKYO 
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For  reservations:  The  Imperial  Hotel,  Tokyo:  Tel  81(3)3504-1251;  The  Imperial  Hotel,  Osaka:  Tel  81(6)881  -1  111,  The  Bah  Imperial  Hotel  Resort. 
Bali,  Indonesia:  Tel  (62)361-730730;  or  your  nearest  travel  agent.  For  information:  The  Overseas  Sales  Offices  of  the  Imperial  Hotel: 
London:  Tel  (171)353-1775;  New  York:  Tel  (2 1  2)692-9001 ;  Los  Angeles:  Tel  (213)627-6214. 


In  March  1992, 
Japan  ceased  to  be 
an  island. 


The  world  is  indeed  changing  dramatically,  and  so  is  Japan.  Not  surprisingly,  the  leg- 
endary American  business  magazine  that  has  been  ehallenging  conventional  thinking  for 
many  deeades,  has  been  making  waves  in  Japan  ever  since  a  Japanese  language  edition, 
under  license,  was  launched  by  Gyosei  Corporation  in  Mareh  1992.  Forbes  Nihonban. 

Uniquely  ineisive  and  forthright  in  true  Forbes'  tradition,  and  with  a  distinet  interna- 
tional perspeetive,  Forbes  Nihonban  has  become  Japan's  window  to  an  increasingly  borderless 
world.  Which  is  why,  when  it  comes  to  global  information  and  insight,  the  country's  most 
powerful  leaders  in  industry  and  government,  turn  to  Forbes  Nihonban.  Month  after  month. 

If  you  are  marketing  your  products  or  services  in  Japan,  think  Forbes  Nihonban  for  its 
unmatched  precision  in  reaching  the  people  who  count.  If  you  are  already  using  Forbes  in  the 
United  States,  you  are  entitled  to  run  your  advertising  campaign  in  Forbes  Nihonban  at  a  substan- 
tially reduced  rate.  For  more  information,  contact  your  local  Forbes  Sales  Representative.  Or, 
Christian  Frost,  Forbes  International  Advertising  Liaison  based  in  New  York  or  Shisho  Matsushima, 
Forbes  Nihonban  International  Marketing  Director  in  Tokyo. 


NEW  YORK  Christian  Frost:  Tel  (212)  620-2423  Fax  (212)  620-1857 
TOKYO  Shisho  Matsushima:  Tel  (813)  5349-6715  Fax  (813)  5349-6716 


ON  THE  ROAD  TO 
DEREGULATION 

■  ■■■■■■■■■■■■■■■■■■■■■■■■■■ 

Despite  Its  Slow  Pace, 
Deregulation  Is  Showing  Some  Success 


It's  frequently  said  that  change  is  glacial  in  Japan. 
While  that  has  certainly  been  true  of  deregulation,  some 
progress  has  been  made  since  U.S.  retailer  Toys  'R  Us  fired 
the  opening  shot  of  the  current  reform  movement  in  1992, 
forcing  the  government  to  make  some  revisions  to  the  Large- 
Scale  Retail  Store  Law,  which  greatly  simplified  procedures  for 
gaining  official  approval  for  opening  or  expanding  large  stores. 

Last  year,  for  example,  the  government  exempted  retail 
stores  with  floor  space  of  less  than  1,200  square  yards  from  com- 
plicated and  involved  application  procedures.  The  action  effec- 
tively doubled  the  number  of  new  small  store  openings  in  one 
[year,  with  applications  increasing  by  41%  because  of  the  simpler 
application  process.  More  important,  as  more  stores  have 
ppened,  new  competition  has  forced  the  prices  of  things  like 
beer,  colas  and  meats  down  sharply,  sometimes  as  much  as  50%. 

Another  example  is  the  development  of  a  small  but  rapidly 
expanding  market  for  houses  built  on  leased  land  as  a  result  of 

...  the  overall  sad  state  in  this 
\rea  should  not  blind  us  to  the  fact 
\iat  some  industries  are  beginning 
i)  reap  economic  benefits  from 
^regulation. " 

lhanges  in  land-leasing  regulations.  Revised  land-tax  laws  have 
jilso  forced  "city  farmers"  to  sell  off  or  develop  vacant  land, 
jiringing  new  supplies  into  the  market  and  pushing  land  prices 
jower.  Some  42,000  acres  of  farmland  in  the  Tokyo  area  alone 
have  been  designated  for  housing  and  other  commercial  uses  as  a 

esult  of  changes  in  the  1992  land-tax  law. 

Under  intensive  competitive  pressures  from  U.S.  and 

European  firms,  particularly  Motorola,  Japan's  cellular  phone 
jnarket  has  also  been  opened  up  with  substantial  benefits  for 
both  suppliers  and  consumers. 

"Japanese  consumers  have  been  the  real  winners  because 
I  hey  now  have  more  choices  in  the  types  of  products  and  services 

hat  they  can  select  for  their  cellular  communications,"  says 
ihomas  Jordan,  former  head  of  the  American  Chamber  of 
Commerce  in  Japan  and  now  a  private  business  consultant. 


"Before  the  Motorola  situation,  a  consumer  couldn't 
even  buy  a  telephone,  but  only  lease  it  from  NTT,"  he  says. 
"Nationwide,  there  were  only  about  200,000  subscribers.  Today, 
there  are  more  than  1.4  million  customers  in  a  deregulated 
business  that  is  less  than  one  year  old  and  supporting  about  a 
dozen  Japanese  and  foreign  competitors,  including  Motorola. 
Now  people  can  buy  their  own  phone  and  prices  have  dropped 
in  little  more  than  a  year  from  over  $1,000  for  a  phone  to  $200- 
$300.  At  last  count,  there  were  as  many  as  18  million  cellular 
and  so-called  personal  handy-phones  in  use.  It  really  has  been 
incredible." 

Investment  in  mobile-communications  networks  has  grown 
along  with  usage  of  cellular  phones.  The  industry  originally 
planned  to  invest  $11.8  billion  in  equipment  and  infrastructure 
this  year  but  spending  is  now  projected  at  about  $14-2  billion. 
"An  industry  barely  10  years  old  will  make  almost  three  times 
the  capital  investment  this  year  the  steel  industry  will,"  one 
recent  industry  report  predicted. 

Other  positive  developments  have  included  a  lowering  of 
quantitative  standards  for  obtaining  a  brewing  license,  which  has 
sparked  a  revival  of  local  beer  brewing  around  the  country;  intro- 
duction of  a  discount  service  system  for  airfares,  which  is  finally 
giving  Japanese  consumers  some  of  the  same  discounted  travel 
benefits  enjoyed  by  millions  of  travelers  worldwide;  and  allowing 
supermarkets  and  other  retail  stores  to  stay  open  in  the  evening. 

In  the  housing-construction  industry,  more  imported  lumber 
is  being  used  and  more  three-story  wood-frame  houses  are  being 
built,  thanks  to  deregulation.  And  supermarket  chains  and  others 
are  diversifying  into  gasoline  retailing. 

The  power  industry,  previously  considered  to  be  impervious 
to  change,  is  also  starting  to  bow  to  the  inevitable.  Deregulation 
allowing  non-utilities  to  sell  electricity  to  power  companies  has 
attracted  firms  with  power-generation  capacity  and  expertise, 
such  as  steelmakers  and  chemical  companies.  Such  moves  entail 
new  capital  investment.  But  more  important,  the  market  mecha- 
nism has  begun  to  work  in  an  industry  notorious  for  its  lack  of 
competition. 

"If  we  consider  how  slowly  the  government  is  loosening  its 
regulatory  grip  on  industry  and  that  the  long,  arduous  journey  to 
administrative  and  fiscal  reform  has  barely  begun,  it  is  easy  to  get 
discouraged,"  an  editorial  in  Ni/ion  Kcizai,  Japan's  largest  business 
newspaper,  editorialized  recently.  "However,  the  overall  sad  state 
in  this  area  should  not  blind  us  to  the  fact  that  some  industries 
are  beginning  to  reap  economic  benefits  from  deregulation." 


S-60 


WHY  DO  1M  SCHEDULE  M£€TINGS 
FOR  3:00  IN  TH£  MORNING? 


jet  lagging. 

What  can  he  do?  Head  for  the  I  lotel  Okura  and  enroll  in  our  unique 
Jet  Lag  Plan.  Specially  designed  to  get  jet  laggers  up  on  their  feet  and 
raring  to  go,  it  includes  a  Light  Box  to  help  put  your  body's  clock  back 
on  schedule,  a  Health  Club  workout  and  let  Bath,  Relaxation  Videos,  a 
Body  Sonic  Massage,  your  choice  of  pillows  to  help  you  sleep  better 
(we'll  even  remember  your  favorite  for  your  next  visit),  and  special 
breakfast  and  dinner  suggestions  for  extra  energy. 

The  let  Lag  Plan  is  only  ¥10,000  extra  per  day,  or  free  for  members 
of  the  Okura  Club  International,  our  special  program  for  frequent 
guests.  To  receive  a  free  brochure,  simply  send  your  name  and  address 
to  our  Public  Relations  Office. 

TOKYO 

Hotel  Okura  Tokyo:  2-10-4  Toranomon,  Minato-lm 
Tokyo  105,  lapan  Tel:  3 -3582-6 111  Fax:3-3582-3707 
Hotel  Okura  Offices  Worldwide:  Hong  Kong  Tel:  2895-1717  New  York  Tel:  212-755-0733 
Los  Angeles  Tel:  213-488-1477  London  Tel:  0171-353-4994  Amsterdam  Tel:  020-6761160 
Reservation  Codes:  OC  Internet  access:  http://www.travelweb.com; 
select  "Independent  Hotels  on  TravelWeb." 

The  Hotel  Okura  is  the  flagship  hotel  of  the  Hotel  Okura  Chain,  and  a  member  of 
The  Leading  Hotels  of  the  World  and  UTELL  International. 
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A  New,  Stronger 
Relationship 
in  the  Next  Century 


Deregulation  of  the  Japanese  economy  will  generate  new 
opportunities  for  Japanese  and  American  companies. 
The  next  few  years  will  he  a  pivotal  ones  for  both 
Japan  and  the  U.S.  Both  countries  have  begun  the 
countdown  to  the  next  century  with  recent  national  elections. 
What  new  economic,  political  or  cultural  winds  of  change  these 
elections  might  bring  to  the  long-standing  Japan-U.S.  relation- 
ship remain  to  be  seen.  But  few  observers  expect  any  significant 
alterations  —  at  least  for  the  worse  —  and,  indeed,  most  are 
predicting  a  strengthening  of  the  Japan-U.S.  partnership. 

As  U.S.  Ambassador  Walter  F.  Mondale  noted  in  his 
opening  statement  at  the  beginning  of  this  section,  Japan  and 
the  U.S.  share  a  "special  responsibility"  to  help  shape  the 
powerful  commercial  and  technological  forces  that  are  driving 
global  economic  integration  and  interdependence.  The  next 
few  years,  he  offers,  will  see  increased  cooperation  between 
Japan  and  the  U.S.  in  efforts  to  resolve  troubling  global  prob- 
lems like  environmental  pollution,  poverty  and  disease  and 
social  instability. 

But  most  attention  in  the  years  ahead  will  be  focused  on 
the  pace  of  Japan's  economic  recovery  and  Japan's  role  in  the 
global  economy.  Specifically,  global  interest  will  follow  the  pace 
of  economic  deregulation  in  Japan,  which  is  not  only  considered 
crucial  for  the  nation's  recovery  but  is  expected  to  open  the 
door  to  new  business  opportunities,  not  only  for  American  and 
foreign  firms  interested  in  Japan's  affluent  domestic  market,  but 
for  Japanese  companies  as  well. 

"Deregulation  is  essential  to  sustaining  Japan's  recovering 
economy  and  establishing  a  strong  foundation  for  the  future,"  says 
Jesper  Koll,  head  of  research  for  J. P.  Morgan  Securities  in  Tokyo. 
"Japan's  economic  recovery  is  well  under  way  but  deregulation  — 
and  still  more  deregulation  —  will  be  necessary  to  keep  things 
moving  along  at  a  strong,  upward  pace  and  to  create  the  business 
momentum  needed  for  Japan  to  make  a  forceful  entry  into  the 
new  high-tech,  information  age  of  the  21st  century." 

Many  Japanese  and  foreign  observers  believe  Japan's 
recovery  momentum  will  depend  upon  the  pace  of  reform  of 
the  country's  cost  structure  —  administrative  and  legal  reforms 
designed  to  overhaul  the  nation's  administrative  infrastructure, 
lower  the  costs  of  doing  business  in  Japan,  raise  living  standards 


and  put  Japan  on  par  with  other  global  economies. 

According  to  recent  calculations  published  by  Keidanren, 
Japan's  largest  business  organization,  economic  deregulation  could 
add  as  much  as  $1.77  trillion  and  740,000  jobs  to  the  economy  by 
the  year  2000  if  deregulation  was  used  to  improve  productivity 
and  narrow  the  price  gap.  Real  economic  growth  would  average 
1.7%  annually  over  the  same  period,  Keidanren  said. 

Last  March,  for  example,  the  government  issued  a  revised 
three-year  deregulation  package  with  569  proposals,  a  little  less 
than  half  the  1,091  items  proposed  for  rule  changes  the  year 
before.  Among  the  suggestions  were  calls  to  end  the  govern- 
ment monopoly  on  salt  and  to  allow  for  self-service  gas  stations 
as  well  as  sweeping  changes  in  foreign  exchange  procedures, 
easier  listing  requirements  for  over-the-counter  companies  and 
reductions  in  the  minimum  unit  prices  of  commodity  funds. 

Other  measures  included  greater  access  to  local  telecom- 
munications networks  for  private  telephone  companies,  fewer 
restrictions  on  imported  building  materials  and  reduced  restric- 
tions on  foreign  building  materials  and  easier  approval  for 
mobile  phones. 

Deregulation  has  already  created  new  growth  opportunities 
for  small  and  medium-size  Japanese  companies  in  a  variety  of 
fields,  from  electronics  and  housing  to  retailing,  consumer 
finance  and  fertilizers.  Each  year  more  than  100  new  small 
companies  are  started  that  seem  destined  to  be  tomorrow's  new 
business  leaders  and  the  Blue  Chips  of  the  next  century. 

At  the  same  time,  established  companies  like  Toyota, 
Ricoh,  Canon  and  others  are  investing  millions  of  dollars  in 
new,  in-house  corporate  programs  designed  to  stimulate 
initiative,  breed  creativity  and  generate  a  new  entrepreneurial 
spirit  within  their  staffs.  Toyota  Motor,  for  example,  last  year 
established  a  $500  million  venture  fund  to  provide  capital  to 
employees  who  want  to  start  some  new  type  of  business.  Ricoh 
is  encouraging  small  entrepreneurial  groups,  called  "venture 
project  teams,"  to  pursue  an  array  of  development  goals  and 
business  opportunities. 

So  the  Japanese  economy  and  corporate  cultures  are  under- 
going profound  and  substantive  changes  that  will  create  new 
opportunities  for  American  and  other  foreign  businesses  in  Japan 
and  further  strengthen  Japan's  stature  in  the  global  economy.  B 
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WHO'S  WHERE  IN  THE  STOCK  MARKET 


The  market  put  on  a  rare  performance  in  1996. 

It  rang  up  stunning  gains  for  the  second  straight  yea'r. 


By  Ronald  Boone  Jr. 

Through  mid-December  the  Dow  Industrials  held  a  23% 
gain  for  1996.  This  year's  bull  market,  the  second  in  a 
row,  wasn't  without  its  scares:  There  were  20  trading 
days  in  1996  when  the  industrial  average  lost  50  points 
or  more.  For  the  timid  those  sharp  declines  were  seen  as 
possible  signs  of  a  long  overdue  judgment  day  for  a 
market  that  has  sextupled  in  14  years.  On  average,  the 
1,280  companies  in  the  Forbes  industry  survey  have 
doubled  in  price  in  five  years  (from  Dec.  31,  1991  to 
Dec.  16,  1996). 

Networking  equipment  supplier  3Com  Corp.  of  Santa 
Clara,  Calif.,  has  appreciated  2,428%  since  the  start  of 
1992.  Other  technology  stars,  such  as  Western  Digital, 
up  1,943%,  helped  the  computer  and  communications 
group  score  the  best  five-year  gain,  an  increase  of  302%. 
The  worst-performing  industry  was  electric  utilities, 
which  posted  a  relatively  small  gain  of  only  7%. 

As  against  worries  about  the  market's  lofty  level, 
prospects  for  U.S.  corporations  are  mosdy  positive,  with 
the  s&P  Index  expected  to  turn  in  earnings  of  $46  in 
1997,  up  14%  from  the  estimated  $41  for  1996. 

The  bears  can  derive  very  little  comfort  from  the  fact 
that  this  year's  gains  in  earnings  are  expected  to  be  faster 
than  1996's  estimated  8%  gain  over  1995. 

But  after  five  years  of  being  beaten  up,  the  bears  badly 
need  some  comfort.  H 
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15Va 

0.52 

148 

459 

ACX  Technologies 

78.2* 

193/s 

1.34 

164 

147 

Adams  Res  &  Energy 

200.0 

10'/2 

NA 

142 

782 

Adobe  Systems 

19.1 

39 

2.17 

122 

177 

ADT 

184.2 

20'/. 

1.19 

110 

600 

Advanced  Micro 

52.1 

265/s 

0.84 

122 

103 

Advanta 

255.4 

407/s 

4.64 

152 

1067 

ADVO 

-37.5 

ll5/8 

1.00 

148 

327 

AES 

115.4 

473/4 

1.94 

110 

523 

Aetna 

66.2 

73'/8 

5.68 

166 

223 

Aflac 

155.0 

405/s 

2.79 

169 

5-year 

EPS 

price 

Recent 

1997 

Rank 

Company 

change 

price 

estimate 

Page 

26 

AGCO 

703.6*% 

281/s 

$2.97 

112 

820 

AGL  Resources 

12.6 

205/s 

1.49 

142 

443 

HF  Ahmanson 

82.7 

313/4 

2.79 

152 

1141 

Air  &  Water  Tech 

-73.4 

5'/4 

NA 

110 

92 

Air  Express  Intl 

268.1 

33'/s 

1.99 

182 

453 

Air  Prods  &  Chems 

80.4 

665/8 

3.75 

118 

941 

Airborne  Freight 

-9.3 

22 

1.61 

182 

27 

Airgas 

700.0 

24 

0.93 

118 

873 

AirTouch  Commun 

3.5t 

253/4 

0.54 

122 

NR 

AK  Steel  Holding 

NA 

383/. 

4.75 

174 

518 

Akzo  Nobel 

66.7 

655/s 

6.20 

118 

879 

Alaska  Air  Group 

2.9 

223/8 

2.83 

182 

674 

Albany  International 

38.6 

22 

1.88 

164 

NR 

Albemarle 

NA 

171/4 

1.21 

118 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1991  to  Dec.  16, 1996.  NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company. 
*Four-year  price  change.  t Three-year  price  change.  tDoes  not  reflect  special  cash  dividend  paid  or  distribution  of  stock  in  another  company.  NA:  Not  available. 
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601  Alberto-Culver               51.8%  48  $2.37  134  331  Applied  Industrial  113.5%  27%  $2.24  112 

465  Albertson's                  77.1  34%  2.17  158  25  Applied  Materials  711.2  35%  1.31  122 

521  Alcan  Aluminium           66.3  33%  3.01  174  262  Applied  Power  134.8  383/4  2.77  112 

167  Alco  Standard              187.6  49Vi  2.30  110  997  Apria  Healthcare  -19.8*  19 to  1.80  166 

180  Alex.  Brown  180.0  63  6.42  152  1016  APS  Holding  -22. 5t  15  to  1.87  130 


983  Alexander  &  Alexander  -16.5  17 to  0.99  169  531  Arbor  Drugs  64.5  17  0.83  176 

947  Alexander  &  Baldwin  -9.7  25to  1.60  182  NR  Arcadian  NA  26to  3.42  118 

344  Alleghany  109.8  210%  NA  169  772  Archer  Daniels  21.4  21  1.41  160 

695  Allegheny  Power  34.8  30  2.30  138  1138  Arkansas  Best  -69.4*      4to  0.34  182 

605  Allegheny  Teledyne  51.1  20to  1.59  1  74  1  005  Armco  -20.9        4to  0.50  174 


NR  Allegiance  NA  23to  1.51  166  258  Armstrong  World  Ind  137.2  69to  5.59  130 

669  Allergan  39.8  34to  2.16  166  126  Arrow  Electronics  226.2  51%  4.55  122 

1085  Alliance  Entertain  -41.7*  2%  -0.32  176  837  Arvin  Industries  10.3  24  2.08  130 

240  Alliant  Techsystems  144.3  53to  4.97  109  792  Asarco  17.5  25'/s  1.45  174 

75  Allied  Group  300.4  30to  2.89  169  530  Ashland  46.4  433/>  2.88  142 


141  AlliedSignal                20  5.4  6  7  4.17  1  09,130  1132  AST  Research  -67.2        5to  -1.11  122 

NR  Allmerica  Financial           NA  3 2 to  3.17  169  NR  AT&T  NA      39to  3.68  122 

411  Allstate                      89.4t  55%  4.81  169  964  Atlantic  Energy  -13.4       17%  1.65  138 

577  Alltel                        55.1  30to  2.13  122  765  Atlantic  Richfield  22.7  131  9.32  142 

627  Alumax   47.lt  31%  3.11  174  134  Augat  215.5       28  1  75  112 


395  Alcoa  93.0  62to  5.48  1  74  4  36  Automatic  Data  84.1  41%  1.81  110 

109  AMC  Entertainment  250.0*  147/8  1.30  1  48  6  6  5  AutoZone  40.0  23to  1.33  176 

985  Amdahl  -16.7  13 to  0.80  122  197  Avery  Dennison  167.5  34  1.86  110 

789  Amerada  Hess  18.2  56to  1.93  142  3  49  Avnet  108.8  56to  4.48  122 

NR  Amerco  NA  34  NA  176  232  Avon  Products  148.9  57to  2.71  134 


786  America  West  Airlines  18.2  14  1.57  182  NR  AVX  NA  23to  1.62  112 

252  American  Bankers  140.2  49to  4.50  169  777  Aztar  20.0        6%  0.26  182 

858  American  Brands  6.7  48  3.42  160  1064  J  Baker  -36.0        6  0.80  176 

732  Amer  Business  Prods  28.7  23%  1.87  110  448  Baker  Hughes  81.8  35  1.51  142 

804  American  Electric  16.1  39%  3.19  138  1049  Ball  -31.3t  26to  2.14  164 


212  American  Express  160.4*  53%  4.07  152  46  Bally  Entertainment  419.0*  27to  1.29  182 

658  American  Finl  Group  41.6*  37  3.68  169  812  Baltimore  G&E  14.4  26to  2.31  138 

472  American  General  75.8  39to  3.62  169  717  Banc  One  31.2  41  to  3.61  152 

723  American  Greetings  29.9  26%  2.46  148  682  Bancorp  Hawaii  37.1  41  to  3.54  152 

666  American  Home  Prod  40.0  59to  3.41  166  1015  Bandag  -22.4  46to  3.73  130 


243  American  Intl  Group  143.6  106to  6.70  169  43  Bank  of  Boston  437.0  61%  5.66  152 

456  American  Natl  Ins  79.4      74  6.85  169  65  Bank  of  New  York  322.7  32%  2.71  152 

NR  American  Standard  NA      37%  3.07  112  199  BankAmerica  164.8  95  8.16  152 

270  American  Stores  132.5      39%  2.71  158  713  Bankers  Trust  NY  32.2  84to  7.45  152 

626  American  Water  Work  47.2       19 to  1.37  138  97  BanPonce  262.3  34%  3.00  152 


NR  AmeriSource  Health  NA  42to  2.21  166  415  Banta  88.5  24to  1.94  148 

466  Ameritech  76.8  56to  4.18  122  942  CR  Bard  -9.4  27%  2.04  166 

218  Ames  Dept  Stores  157.1*  4to  NA  176  835  Barnes  &  Noble  10.6t  27to  1.82  176 

615  Ametek  49.5  20%  1.75  112  529  Barnes  Group  65.0  58%  5.25  130 

608  Amgen  50.8  57to  2.77  166  280  Barnett  Banks  128.2  38to  3.18  152 


584  Amoco  54.5  75%  5.04  142  3  38  Barrick  Gold               111.7  29to  0.88  174 

741  AMP  27.5  37%  2.23  122  790  Bassett  Furniture  Ind        18.2  23  1.72  130 

266  Amphenol  133.3  21  1.77  112  1075  Bausch  &  Lomb           -37.9  36  2.45  166 

776  AMR  20.2  84%  9.89  182  898  Baxter  International          0.3  40to  2.36  166 

312  AmSouth  Bancorp  119.2  47to  3.75  152  96    Bay  Networks  263.4  21  to  1.12  122 


1026  Amtran  -25.6t  7to  0.50  182  NR  BDM  International  NA  47to  2.21  109 

28  Analog  Devices  696.4  33%  1.63  1  22  3  74  Bear  Stearns  Cos  102.0  25%  3.08  152 

NR  Andersons  NA  8%  0.98  158  NR  Beazer  Homes  USA  NA  16%  2.16  128 

16  Andrew  887.7  49%  1.83  112  393  Beckman  Instruments  93.8  35%  2.90  166 

706  Anheuser-Busch  Cos  33.3  41  2.44  1  60  2  47  Becton  Dickinson  142.3  41  to  2.40  166 


462  Anixterlntl  77.5  16%  0.99  122  NR  Bell  &  Howell  NA  24%  1.79  110 

788  AnnTaylor  Stores  18.2  17%  0.97  176  748  Bell  Atlantic  26.2  60%  4.67  122 

1114  Antec  -57.51  10%  0.76  122  640  BellSouth  44.9  37to  2.77  122 

256  Aon  138.5  63  4.18  169  318  AH  Belo  118.3  34%  1  16  148 

324  Apache  116.5  34%  1.44  142  515  Bemis  67.7  34%  2.10  164 


825   APL  Limited  12.1       23to        2.89         182  424    Beneficial  86.9      60%        5.99  152 

100    Apogee  Enterprises        258.0       44%        2.24  128  591    Bergen  Brunswig  54.0       27%        1.95  166 

1118   Apple  Computer  -59.9      22%       0.78         122  511    WR  Berkley  68.9       51  to       4.28  169 


Forbes  ■  January  13,  1997  247 


■vnw  g  timjii.  in  mil  oiuuix  iiinnnxi 


5-year  EPS  5-year  EPS 


price 

Recent 

1997 

price 

Recent 

1997 

Rank 

Company 

change 

price 

estimate 

Page 

Rank 

Company 

change 

price 

estimate 

Page 

95 

Berkshire  Hathaway 

263.5% 

32,900 

NA 

169 

403 

Carson  Pine  Scott 

91.2t% 

27 

$2.48 

176 

97fi 

c  /  O 

ucji  Duy 

1  ?Q  R 

X  £.3. 0 

125/8 

$0  86 

176 

1 122 

Partpr.UUallarp 

vdl  ICI*  VVdl  Idle 

-fi9  8 
Oc .  0 

1  S'/i 

1 J  /4 

n  9S 

U.  J  J 

1 34 

X  OH 

i  nfifi 

R c t h  lo ho m  *n too  t 
DClMlellelli  Olcci 

34.8 

9'/8 

0  44 

174 

NR 

Case 

NA 

JO  // 

s  nn 

J.UU 

119 
lie 

R  a;  tHci rnArn 

Dcizucdruori  i 

_1  1 
1.1 

S8'/s 

JO  /fl 

o.u  1 

1  18 

X  X  0 

999 

cc  c 

Urdbcy  b  LlCllCldl  ■Mule 

IJJ.U 

1 73/» 

1  /  /8 

1  31 
1.01 

1  SR 
1 00 

fi^ 

Roworlu  Fntornncpc 
Dcvciiy  ulileipMbt  . 

42.3 

125/8 

0  87 

166 

1 39 
x  07 

AM  Pactlp  fL  Pn 

HIVI  ^dbllC  Ot 

9n7  4 

LU  /  .4 

17V» 

1  /  /B 

9  9d 

C.C4 

1  74 
1  /  H 

NR 

Big  Flower  Press 

NA 

1  73/ 
1/74 

1.30 

148 

119 

f\  _  1  *  1 1  

Caterpillar 

240.7 

7  4  74 

7.15 

112 

844 
OHH 

R  inrl  low  lA/oc to rn  InHc 

Dinuicy  Wcbicrn  *iiuo 

8  8 
0.0 

18Vo 
10/B 

l.  JO 

1  fifi 

X  00 

73 

PHI 

3n3  t% 

983/« 

CO  /4 

9  ifi 

C.1D 

1 1  n 

794 

D  i  rm  i  rut  Y\  ~  in  Qtool 

Dirrningndrn  oieei 

1  7  4 

1  /  .H 

1  7'/!i 
1  /  /fl 

1  in 

1.1U 

1  74 

X  /  H 

1  n94 

lOcH 

PplKtar 
Lcl  1  old' 

94  fit 
— cH.O  I 

1 9V« 
lc/8 

n  c.r 

U.JO 

1  7fi 

I/O 

1  33 

R  1  ^orwirpc 

DJ  OCiVHCo 

217.1 

4 6 78 

2.04 

142 

1096 

PontoriAr  Pnprcru 

tt  1  1  ICI  IUI    L  1  ICI  gJT 

-47.8 

in3/» 

1 U  /fl 

1  Id 

1.14 

1  38 
100 

483 
too 

Rlark  R  Horror 

74  ^ 

/  H. O 

£  D  /fl 

C.U  J 

130 

R9fi 

070 

Centex 

53  9 

OO.C 

04  /fl 

3  98 
O.co 

1  98 

1  CO 

1117 

Blair 

-59.2 

1  o3/ 
18/8 

NA 

176 

927 

Central  &  So  West 

-5.6 

25'/2 

2.29 

138 

1  nna 

1UUO 

notrx  DIULK 

£.  X  .O 

?qi/9 

Lj/l 

1  7i 

1 . 1  4 

1 1  n 

X  X  0 

1 1  n9 

X  X  Oc 

P ontral  Mamo  Pnu/or 
Leiiudi  ividiiic  ruwci 

JU.J 

1 1 3/» 

11/8 

1  d8 

1 .40 

1  38 
100 

948 

RIaoL  Hrno 
DIULK  UlUg 

-9  8 

40  /8 

1  34 

X  OH 

39<i 

Oc  O 

P  ontral  Mpu/c  a  a  norc 
IfCillidl  licWbpdpcib 

1  1  fi  4 
x  10.4 

dl '/» 

41/0 

9  79 

L.I  L 

1  48 
XHO 

29 

Rlnunt  lntprnatinna.1 

UIUUMI  III  ICI  1  lO  IIUI  la  1 

691.0 

3  6  74 

3.12 

112 

922 

Central  Stppl  &  Wire 

vCI  1  LI  CI  1  O  IC  C  1  OL  HIIC 

-4.2 

575 

NA 

174 

439 

HO-/ 

RMP  Wpct 

DJVIL  VVCM 

83.7 

1  L. 

1  ?4 

1  .C4 

1 7fi 

X  /  0 

NR 

Ppntiiru  Aluminum 
HrlllUly  MIUI 1  III IUIII 

NA 

ifi 

ID 

n  93 

U.  JO 

1  74 

X  /  H 

215 

Boatmen's  Bancshs 

158.3 

60  78 

4.03 

152 

604 

Century  Telephone 

51.2 

30/8 

2.51 

122 

in<;8 

1  O  JO 

RaHi  Fuanc  Farmc 
duu  c vdi  1  b  r  d  11 1  to 

-34  fi 

OH.O 

1 L  /4 

1  1 1 

1.11 

X  00 

93 
70 

PpriHian 
Lei  lUldl  1 

9fi7  a 

CO  /  .0 

in 

4U 

9  79 

L.I  c 

1 1  n 

X  xo 

341 

OH  1 

Rao  i  no 
DUclllg 

1 1 1  n 

1  nnV« 

1 UU  /4 

J.C4 

1  D9 
x  07 

5 

c 

Phamnmn  Fntprnricoc 
\*l  Idi  I1IIIU1 1  L.lllcipilbcb 

9  1  7R  R 
c,  X  /  0.0 

10/2 

1  fi9 

1  .UC 

1  98 

XcO 

K39 

DUIbc  LdbLdUe 

44  Q 

HH.  J 

Oc  /4 

U.  JU 

1  fi4 

X  OH 

4Sfi 

HOO 

PhamniAn  Infl 
LMdlllUIUM  lllll 

73  4 

/  O.H 

41/8 

1  71 

1 .  / 1 

1  fi4 

XOH 

NR 

RnrHorc 
DUI  Uci  b 

NA 

3^/7 

1  .uc 

176 

1103 

Pharmino  ^hAnnpe 

\rl  idi  1  1  III  IE  OllUUUCb 

-Rn  fi 
00. 0 

S3/a 
J  /fl 

n  9s 

U.C  J 

1  7fi 
x  /  0 

688 

Borg-Warner  Auto 

36. 2T 

38/8 

4.35 

130 

136 

Charter  One  Finl 

210.3 

3 8 74 

3.90 

152 

10QR 

luju 

Rnro.UUarnor  Cori iritu 
DUIg"  VVdl  1 1 1 1    JCLu!  1  Ij 

-48  9t 

in5/« 

1  u  /e 

U.  JU 

1 1  f) 
x  x  0 

74 

/  H 

Phacp  Manhattan 
\+i  id  be  ividi  11  id  I  Id  1 1 

3nn  fi 
000.0 

SS'/b 

O  J  /o 

8  dd 

0.44 

1  59 
X  oc 

RActAn  FHicnn 

DUb  IUI  1  LU 1  bUI  1 

4  n 

H.U 

/SVi 

£\  J  /4 

C.  0  J 

1  38 
x  00 

714 

/  XH 

PhpmpH 
V*l  icillcu 

39  1 

Oc.  X 

37 

3  nn 

o.uu 

1 1  n 

X  xo 

187 

RnctAn  ^ripntifir 

DU.il.UII  OLlClllllH- 

174.9* 

5 7 78 

2  1 1 
c.  1 1 

166 

780 

PhpcanpaW p 
n  lebdUtdKc 

19  4 

X  7 .H 

CO  // 

1  81 
1.01 

1  fi4 

XOH 

544 

R  Avwator 

fi1  7 

ox./ 

3S3/a 

0  J  /fl 

1  78 

1  .CO 

1  fi4 

X  OH 

449 

HHC 

Phpurnn 

L  1  lc  V  1  UI  1 

83  n 

00.0 

fi3'/s 
uo  /« 

3  9S 
0.00 

149 

14C 

1061 

Boyd  Gaming 

-35. 5t 

0 

8/8 

0.52 

182 

1 136 

Chiquita  Brands  Intl 

-68.8 

12  72 

1.31 

160 

1  1  57 

Rr  aHloPC 

-Q4 

74. 0 

1 
1 

nn 

1  7fi 
X  /  0 

843 

OHO 

Chiron 

9  n 
7.0 

19 

1  j 

0  44 

1  fifi 

X  00 

41  3 

Dilggb  ot  OUdllUU 

aq  9t 

413/. 
41/4 

7fl 

1  1  9 

1  lc 

39 

07 

Phruclor 
L 1 11  y  0  lei 

4M  1 

HO  X .  X 

Oc  /8 

d  9^ 

4.  JO 

1 3n 

X  00 

89fi 

Rr  1  n U or  ! ntorn a 1 ion a  1 
Dl  II  IftCl   1 1  UCI  1  Id  I  IUI  idi 

0  5 
0.0 

1fi3/l 
1 U  /4 

U.  JC 

158 

NR 
i"ir\ 

f  PIprtrnnirQ 
Vyiio  r_ icl  11  ui  1  iL b 

NA 

17  78 

1  35 

1  -OJ 

1 99 

X  cc 

7fi3 

/  DO 

Rrictnl.Muprc        1 1 1  hh 

QMbLUI-IViytrl  b  OLjUtUU 

99  Q 

IflR1/? 
1  uo  // 

U.C4 

1  fifi 

X  00 

fi94 

O  7H 

Phnhh 

3S  1 
00.  X 

S9 

JC 

d  18 
4.10 

1  fi9 
x  07 

309 

British  Airways 

120.0 

9 7 78 

9.15 

182 

315 

Cigna 

118.4 

133'/2 

13.67 

169 

373 

R  r itic  h  Potrnlpi  1  m 
D  1 1 11  bi '  rcuuicuiii 

102.3 

133 

8  63 
o.uo 

142 

1  55 

X  OO 

Pinrinnati  RpII 

LIIILIIIMdLI  DCII 

195.5 

571/, 

2  84 

122 

fi93 

OCO 

Rrnkpn  Hill 
ui  unci  1  mil 

47  3 

H /  .O 

?73/» 

C.C  J 

1 74 

X  /  H 

4nci 

HOO 

Pinrinnati  Pinanpial 
vil ILH II  id  11  r  1  Mai  iu  id  1 

90.8 

uc 

d  23 

4. CO 

1 69 
x  07 

RrAoHun  1  Ininn  f^ac 
DlUUftiyil  LMMUII  Udb 

4C>  7 

HO.  / 

?Ql/9 
Lj/l 

?  1? 
c.  1  c 

149 

14c 

434 

HOH 

Pinrinnati  Milarrnn 

LIllLllllldll    IVIHdUl  UI  1 

RS  1 
00.x 

913/j 

C  1  /4 

2  ni 

C.U  1 

1 1  9 

X  X  c 

589 

Rrnuun.Fnrman 
Dl  UWI  I'lUI  llldl  1 

54  fi 

OH.O 

4c  /8 

9  71 

c.  /  i 

1  so 

luu 

779 

/  /  7 

Llilergy 

19  fi 
X  7 . 0 

39 
oc 

9  S9 

C.  JC 

1  38 
x  00 

1025 

Brown  Group 

-25.6 

18  78 

1.75 

176 

242 

Cintas 

144.0 

61 

2.24 

110 

795 

RrAwumno-Fornc  1  nHc 

Dl  JWIIMIg-rtrl  113  1 1  lUb 

1 7  9 

X  /  .£ 

9t.'/9 

1 

l.JJ 

1 1  f) 

X  X  0 

749 

/  He 

Cipsco 

27.4 

O  J  /£ 

2  63 

138 

493 

Rn  1  nc  vwir  it 
di  ui  ion  11* n 

72.1 

23'/8 

2  13 
c.  1 0 

130 

216 

Pirrnit  Pih/  ^tnrp<; 

157.3 

293/4 

1.96 

176 

NR 

RT  Offirp  PrnHnrtc 

Dl    LMIILC   i  lUUUClb 

NA 

93/8 

U.J  J 

110 

696 

Pirnic  Pirnic 

Dll#U3  LIILUb 

34.5 

3 3  78 

2.01 

182 

644 

Ri irl incrtnn  Pnat 

DUIIIMglUM  LUdl 

44.2 

ll3/8 

0.88 

176 

332 

Pirnic  1  na'ir 

LlflUb  L.UglU 

113.1 

18  74 

1.11 

122 

995 

Burlington  Industries 

-19.6* 

1 1 1/ 

11/4 

1.16 

134 

6 

Cisco  Systems 

1,430.4 

63% 

2.08 

122 

34fi 

OHO 

RurlintxtAn  Qanta  Fp 
DUI  1 II JgiUi l  odl lid  re 

1  DQ  fi 
x  07.0 

8A7/« 

04  /O 

fi  97 

1  89 
X  oc 

1 7 

X  / 

Pitirnrn 

L  1  ML  U"  U 

RSI  8 
00  x  .0 

983/a 

00/4 

8  44 

152 

617 

Rs irl i ncr+An  Rpcai irrpc 

DUI  1 II IKLU1 1  rxtjUUItCo 

49  3 

H  J.O 

Jl  /8 

9  fil 

C.U  1 

142 

816 

Piti7Pnc  1  Itilitipc 

L  1  U  £.ei  lb  UII'IUCj 

13. 5t 

10  78 

0.85 

122 

45 

Rutlpr  Mani if arti irinc 

DU  UCI  IVtdllUldLlUIIMg 

434.7 

37/8 

3.61 

128 

198 

L  1  d y  IUI  1   1  IUI  1  IC  j 

165.5 

13  78 

1.02 

128 

1  90 

XCO 

P ahlotrAn  ^uctomc 
Lduteu  ui  1  oy  b  lei  1  lb 

93Q  5 

00  /^ 

9  97 

L.LI 

1  99 

ICC 

9fi3 
coo 

PIatav 

L  IUI  U  A 

134.2 

99  74 

4.74 

134 

973 

Cablevision  Systems 

-14.6 

29/8 

-14.31 

148 

1131 

CML  Group 

-67.0 

03/ 
3/4 

0.02 

176 

148 

Cabot 

198  1 
x  70.  X 

£4  /fl 

1  97 

1 18 

X  xo 

499 

H7C 

PM^  Fnprov 
L'vio  t-iitigy 

72.1 

31/8 

2.62 

138 

884 

OOH 

PaHhiirv  ^irhuuonnpc 
uduuui y  on  1  Yvcuucb 

1  9 

X .  7 

■?93/j 

9  "in 

C.  JU 

1  fifi 

X  00 

asn 
000 

PKI A  Financial 
lmm  riiidiiLicii 

7  5 
#  .0 

105/8 

11.30 

169 

326 

Pal  FpH  Ranrnrn 
u<ii  rcu  Ddiiuuiu 

115. 6t 

24  74 

9  99 

L.LJ 

152 

392 

LUdjld  1 

94.4 

47/8 

3.38 

142 

1  1  54 

X  X  OH 

PaMnr 

Ld  1  UUI 

9(1  3 

jv.O 

l3/j 

1/4 

fi  sn 

U.  JU 

1  7fi 
X  /  0 

1  1  R9 

X  X  Oc 

Pnactal  Phucirian 
LUdbidi  r  lljoiUdii 

-88  3 
00.0 

3'/i 

0  21 

166 

1128 

Caliber  System 

-66.8 

20/2 

1.62 

182 

254 

Coca-Cola 

139.9 

48/8 

1.64 

160 

93n 

cow 

t  amrn  International 
Ldl  I ILU  I  lllcl  I  Id  uuildl 

1  5f)  4t 
X  ou.H  I 

4  1 

9  17 
c.  1  / 

1 49 
14c 

984 
COH 

Pnra-Pnla  RnHlino 

LUL d-LUId  DUllI II Ig 

1  97  9 

Xc  /  .c 

dfi 

4D 

9  18 

c.  10 

160 

41  ft 
flu 

P amnholl  ^Aiin 

La  1 1 IUUCII  OUU  \J 

88  9 

ou 

3  fil 
j.uo 

1  fin 

X  00 

1  fiS 
x  00 

P nra-Pnla  FntornncP 
LUUd'LUIa  uiucipi  loC 

188  fi 
x  00.0 

443/8 

1.05 

160 

554 

OOH 

PanaHian  Papifir 
vol  IdUldl  1  rdLii  IL 

R9  3 

37.0 

C4  /Z 

189 

IOC 

NR 

Pnoni7ant 

LUgl  1 1  La  1 1 1 

NA 

32'/« 
oc  /e 

1.70 

110 

931 
CO  1 

PananHa io  1  a  Wino 
L-di Idi lUdlgUd  VV II lc 

149  9 

CD  /8 

1  8fi 
1 .00 

1  fin 

X  DU 

NR 

P aIo  Matinnal 
LUIC  IMdUUIlJ1 

NA 

9fi'/i 

CU  /4 

2  06 

176 

407 

Canon 

89.9 

108 

5.57 

110 

953 

Coleman 

-10.5* 

12  74 

1.03 

1  ftft 

loO 

NR 

Panital  Ono  Pmanpial 
L-dUKdl  Wile  rllldlHldl 

NA 

J  J  /4 

9  78 

L.I  O 

1  R9 
1  oc 

43n 

HOO 

P  nloatoPalmnln'O 
LUIgdlc-rdllllUMVc 

8fi  9 

OO.C 

91 
j  1 

d  83 
4.00 

134 

104 

ParHin^l  Hp^lth 
vaiuiiiai  ncaiii1 

254.6 

S75/s 
J  /  /o 

9  fil 
c  .uo 

166 

NR 

Pnllinc  SL  AiUman 
lu  1 1 1 1 1  b  a  Mirviiioii 

NA 

6/2 

0.93 

130 

172 

par|jc|p  Pac 

185.9 

58/4 

4.13 

128 

920 

Pnlfpr  InH  11  stripe; 

LU  1  lei,    1!  lUUoll  ICj 

-3.9* 

18/2 

1.29 

109 

277 

Carnival 

129^5 

30'/8 

2i3 

182 

98 

Columbia  Gas  System 

260!l 

6278 

444 

142 

709 

Carolina  Power  &  Lt 

33.0 

36 

2.79 

138 

118 

Columbia/HCA 

240.8 

385/s 

2.56 

166 

643 

Carpenter  Technology 

44.7 

34 

3.64 

174 

606 

Comcast 

51.1 

16/8 

-0.11 

148 

1124 

Carr-Gottstein  Foods 

-63.9 1 

33/4 

NA 

158 

299 

Comdisco 

122.3 

30/s 

2.31 

110 

Note:  Except  as  indicated,  price  changes  are  from  Dec,  31, 1991  to  Dec.  16, 1996.  NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company. 
_  *Four-year  price  change.  tThree-year  price  change.  tDoes  not  reflect  special  cash  dividend  paid  or  distribution  of  stock  in  another  company.  NA:  Not  available. 
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409 

Comerica 

89.8% 

51 

$4.56 

152 

978 

Dplrhamn<% 

-15.6% 

20'/4 

$0.65 

158 

42 

Commerce  Group  Inc 

438.9 

24'/4 

2.38 

169 

10 

Dpi  1  Cnmniitpr 

1,173.1 

543/s 

3.25 

122 

429 

Commercial  Metals 

86.2 

303/8 

3.19 

174 

929 

Delmarva  Power  &  Lt 

'  -5.9 

20 

L83 

138 

770 

Commonwealth  Energy 

21.7 

237/s 

2.78 

138 

831 

Delta  Air  Lines 

11.5 

733/4 

9.39 

182 

22 

Compaq  Computer 

757.3 

753/s 

5.63 

122 

1130 

Delta  Woodside  Inds 

-66.9 

6'/4 

0.39 

134 

117 

CompUSA 

241.9 

183/b 

0.91 

176 

1020 

Deluxe 

-24.0 

305/8 

2.12 

110 

13 

Computer  Associates 

1,064.7 

587/s 

3.06 

122 

170 

Dpnfcnlv  Intl 

i-/ 1 1  1 I -Jj-'  1  JF  Mill 

187.0 

47 

2.88 

166 

146 

Computer  Sciences 

201.4 

8114 

3.50 

110 

994 

Destec  Energy 

-19.6 

157/s 

0.64 

142 

527 

Computervision 

65.2* 

Wi 

0.96 

122 

1086 

Detroit  Diesel 

-42. 7t 

205/s 

1.21 

130 

378 

Compuware 

101.0* 

513/4 

2.90 

122 

628 

Dexter 

46.8 

313/4 

2.26 

118 

683 

Comsat 

36.7 

23  Vi 

0.72 

122 

NR 

Dial 

NA 

135/s 

0.87 

134 

672 

ConAgra 

38.7 

49!/4 

3.01 

160 

85 

Diphold 

280.3 

543/8 

2.50 

110 

1071 

Cone  Mills 

-37.7* 

87/s 

0.60 

134 

1048 

Digital  Equipment 

-3L2 

38 

L03 

122 

281 

Conrail 

128.1 

963/s 

5.73 

182 

1035 

Dillard  Dept  Stores 

-28.0 

295/s 

2.61 

176 

82 

Conseco 

289.5 

60'/i 

4.99 

169 

61 

Dime  Bancorp 

333.3 

145/8 

1.33 

152 

901 

Consolidated  Edison 

-0.4 

28'/2 

2.91 

138 

849 

Dimon 

7.7* 

21 

1.75 

160 

NR 

Con  Freightways  Corp 

NA 

Th 

NA 

182 

246 

Walt  Disney 

142.4 

693/8 

2  67 

148 

650 

Con  Freightways  Inc 

43.1 

11 

1.81 

182 

996 

Dixie  Yarns 

-19.7 

75/8 

0.80 

134 

750 

Consol  Natural  Gas 

25.9 

54V4 

3.30 

142 

NR 

Dole  Food 

NA 

327/s 

3.03 

160 

706 

Consolidated  Papers 

33.3 

49 

3.53 

164 

50 

Dollar  General 

407.9 

32'/s 

1.55 

176 

130 

Consolidated  Stores 

221.1 

287/s 

1.93 

176 

NR 

Dominick's  Supermkts 

NA 

20'/s 

NA 

158 

266 

Continental  Airlines 

133.3t 

26 '/4 

4.13 

182 

897 

Dominion  Resources 

0.3 

38  Vs 

3.20 

138 

1116 

Continental  Can 

-59.0 

14 

1.05 

164 

211 

Donaldson 

160.5 

33 

1.89 

112 

NR 

Cooper  Cameron 

NA 

663/s 

3.67 

112 

757 

RR  Donnelley  &  Sons 

24.0 

31 

1.96 

148 

1051 

Cooper  Industries 

-31.4t 

39!/« 

3.02 

112 

268 

Dover 

132.94 

485/s 

3.21 

112 

1022 

Cooper  Tire  &  Rubber 

-24.5 

19'/4 

1.64 

130 

624 

Dow  Chemical 

47.2 

7  9  lA 

7.97 

118 

814 

Adolph  Coors 

13.6* 

183/4 

1  19 

160 

745 

Dow  Jones 

26.6 

323/4 

2  03 

148 

1034 

Cordiant 

-28.0 

4'/2 

0.38 

148 

692 

DPL 

35.5 

233/s 

1.78 

138 

351 

CoreStates  Financial 

108.4 

497/s 

4.38 

152 

671 

DQE 

39.0 

283/s 

2.39 

138 

808 

Corning 

14.7 

44 

1.80 

122,  166 

547 

Dress  Barn 

60.8 

147/8 

1.00 

176 

NR 

Corporate  Express 

NA 

25 

1.12 

110 

589 

Dresser  Industries 

54.  Ot 

31 

1.71 

142 

555 

Countrywide  Credit 

59.2 

273/8 

2.73 

152 

974 

Dreyer's  Grand 

-15.1 

29'/2 

1.09 

160 

461 

Coventry 

77.8 

10 

0.67 

166 

1058 

Drug  Emporium 

-34.6 

4'/4 

NA 

176 

NR 

Cox  Communications 

NA 

20 

-0.21 

148 

19 

DSC  Communications 

796.5 

173/s 

0.94 

122 

501 

CPC  International 

70.7 

771/4 

4.52 

160 

957 

DTE  Energy 

-11.2 

307/s 

2  98 

138 

1049 

CPI 

-31.3 

1.6 

1.33 

176 

385 

du  Pont  de  Nemours 

96.5 

915/8 

7.11 

118,  142 

775 

Cracker  Barrel 

20.4 

245/s 

1.40 

158 

736 

Duke  Power 

27.9 

443/4 

3  58 

138 

427 

Crane 

86.5 

293/s 

2.22 

112 

NR 

Dun  &  Bradstreet 

NA 

223/4 

1.79 

148 

985 

Crawford  &  Co 

-16.7 

llVz 

1.40 

169 

455 

Duracell  Intl 

80.1 

62  % 

2.41 

134 

875 

Creative  Technology 

3.2* 

lO'/s 

0.74 

122 

1137 

Duty  Free  Intl 

-69.3 

15'/4 

0.93 

176 

84 

Crestar  Financial 

283.8 

68!/8 

5.72 

152 

1083 

Eagle  Food  Centers 

-40.7 

4 

0.30 

158 

972 

Crompton  &  Knowles 

-14.5 

18'/2 

1.19 

118 

1039 

Eagle  Hardware 

-29.3* 

183/s 

0.90 

176 

1079 

Crown  Central  Pet 

-40.1 

135/8 

1.50 

142 

NR 

Earthgrains 

NA 

50'/2 

2.22 

158 

503 

Crown  Cork  &  Seal 

70.5 

51 

3.15 

164 

735 

Eastern  Enterprises 

28.0 

36 

2.95 

142 

NR 

Crown  Vantage 

NA 

8 

-1.00 

164 

807 

Eastman  Chemical 

15.3t 

543/4 

4.78 

118 

586 

CSX 

54.2 

445/8 

4.34 

182 

460 

Eastman  Kodak 

78. Ot 

79 

5.09 

134 

90 

CUC  International 

269.5 

225/s 

0.90 

176 

356 

Eaton 

106.6 

663/4 

5.15 

130 

524 

Cummins  Engine 

65.9 

45 

3.84 

130 

304 

Echlin 

121.7 

317/s 

2.71 

130 

939 

CVS 

-8.lt 

407/8 

1.90 

176 

109 

Eckerd 

250.0t 

323/s 

1.83 

176 

1158 

Cygne  Designs 

-95.4t 

7/8 

NA 

134 

229 

Ecolab 

151.3 

373/s 

2.00 

110 

894 

Cyprus  Amax  Mineral 

1.1 

23  V» 

1.46 

174 

1159 

Edison  Bros  Stores 

-96.7J 

Wi 

NA 

176 

18 

Cytec  Industries 

808. 7t 

39 

2.29 

118 

980 

Edison  International 

-16.0 

195/8 

1.72 

138 

699 

Daimler-Benz 

34.2t 

65'/. 

3.49 

130 

730 

AG  Edwards 

28.9 

31 

2.96 

152 

1052 

Dairy  Mart 

-31.5 

45/8 

NA 

158 

992 

EG&G 

-19.1 

20'/8 

1.35 

112 

313 

Dana 

118.9 

303/s 

3.08 

130 

631 

El  Paso  Natural  Gas 

46.4* 

453/s 

3.09 

142 

61 

Danaher 

333.3 

437/s 

2.42 

112 

614 

Electrolux  Group 

49.7 

583/. 

NA 

130 

NR 

Darden  Restaurants 

NA 

83/4 

0.70 

158 

649 

Electronic  Data  Sys 

43.3 

451/s 

2.41 

110 

662 

Dart  Group 

40.9 

93 

NA 

176 

7 

EMC 

1,303.6 

29'/4 

1.94 

122 

979 

Data  General 

-15.9 

137/s 

0.99 

122 

NR 

Emcor  Group 

NA 

135/8 

2.85 

110 

404 

Dayton  Hudson 

90.9 

393/8 

2.70 

176 

495 

Emerson  Electric 

71.6 

943/8 

5.05 

112 

975 

Dean  Foods 

-15.2 

257/s 

2.09 

160 

400 

Engelhard 

92.1 

18'/z 

1.27 

174 

428 

Dean  Witter  Discover 

86.3t 

64'/2 

6.40 

152 

912 

Enova 

-2.5 

22 

2.03 

138 

226 

Deere  &  Co 

153.1 

40 '/2 

3.50 

112 

237 

Enron 

145.7 

43 

2.63 

142 

Sources:  Forbes-  Daily  Stock  Price  Database  &  Market  Guide  via  OneSource  Information  Services;  IBES  Express. 
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548 

Enserch 

60.6  % 

217/« 

$0.76 

142 

704 

Foster  Wheeler 

33.5% 

353/s 

$2.55 

128 

Q07 

yo  / 

Entergy 

7  C 
— /.O 

97V0 

Z  /  /8 

Z.  DD 

1  9H 

1  JO 

71  Q 

/  iy 

Foundation  Health 

on  c 
0U.0 

0U/2 

9  7C 
Z./3 

1  cc 
loo 

1 1  n  i 

1101 

Envirodyne  Industries 

-  DU.U1 

c\/n 

MA 

1  CA 
104 

1  1  A  Q 

1 148 

FoxMeyer  Health 

OA  0  + 

9i/. 

M  A 

NA 

lee 

166 

7Q 

Equifax 

'>oc  a 

t  yo.o 

91 1/. 
01/2 

1  /l/l 
1.44 

1  1A 

111) 

7Q  C 

/Oo 

rrL  broup 

1  Q  O 
1  O.Z 

>1 03/ 
4  074 

0  /I  C 

3.4b 

138 

cno 
oUz 

Equitable  Cos 

7  A  C  + 
/U.O 

99?/, 
Zj/8 

9  9G 
Z.OD 

1  CQ 

loy 

O70 
£.10 

Franklin  Resources 

1  on  c 
loU.D 

C  L  1/ 
00  78 

/1  0  0 
4.03 

152 

58 

Equitable  of  Iowa 

336.9 

457/s 

3.98 

169 

532 

Freeport  Copper 

64.3 

27 

1.07 

174 

QA  E 

840 

Equitable  Resources 

O.J 

9Ql/ 

Can 

1.30 

1  A  0 

14^ 

171 
1/1 

Fremont  General 

1  oc  0 

loo.o 

001/ 

zo/4 

0  nc 
o.Ub 

169 

KID 

NK 

Estee  Lauder  Cos 

M  A 
NM 

Al1 ' /,. 

HI  n 

1  /in 
1.4U 

1  0.1 
1 J4 

COO 

Doo 

Frontier 

C  A  O 

o4.z 

OC  }/ 
ZD/8 

1  00 
1.00 

122 

KID 

ttnyi 

MA 
NM 

a 
y 

n  Q7 
U.o/ 

110 
110 

7nc 
/UD 

Fruit  of  the  Loom 

00c 
00. D 

ob/s 

9  /I  Q 
Z.4U 

1  o/i 
134 

KID 

NK 

Everest  Reinsurance 

MA 
NM 

9C3/n 
ZD/8 

0  /I  c 

z.4a 

1  CQ 

loy 

Q07 
0£.l 

UD  CnllAr 

nb  ruiier 

1 1  0 
1 1.0 

4b  A 

0  7Q 
Z./3 

110 
1 18 

343 

Excel  Industries 

110.0 

15/4 

1.72 

130 

NR 

Furniture  Brands  Intl 

NA 

\2'A 

1.00 

130 

i  r\f\A 
1UU4 

Exide 

on  q+ 
-zu.yT 

0  0  1/. 
ZO  /4 

9  7Q 

z./y 

1  on 
1  oU 

DO/ 

Gannett 

C7  1 

D/.  1 

71  I/. 

/I  00 

4.Z0 

148 

C7C 
D/O 

Exxon 

cc  o 
OO.z 

Q/l  l/n 

D.OU 

1  AO 
14^ 

7QQ 

/yy 

bap 

]  C  A 

lb. 4 

0  1  \L 

or/8 

1  oc 
1.03 

1  ~IC 

1/0 

i  noo 
1U  ii 

Fabri-Centers  of  Amer 

o~l  C 
-£.1.0 

1  CVn 

lb/8 

1  9(3 
1.00 

1  7C 
I/O 

1  QC 

loo 

bateway  ^uuu 

1  7C  Q  + 

1  /D.oT 

C/l  1/ 
34/8 

0  0  c 
0.03 

lzz 

OOO 

Fairchild 

1  OA  R 
1^4.  D 

1  AlL 
14/8 

n  n/i 

U.U4 

1  no 
iuy 

COC 
00  0 

C  ATV 
bMI  A 

CO  0 

00. y 

4/  /8 

A  QC 

4.yb 

1  CO 

lDZ 

839 

Family  Dollar  Stores 

9.8 

18/8 

1.23 

176 

367 

Gaylord  Container 

104.0 

6/8 

-0.41 

164 

Tin 
ooU 

Federal  Express 

in  c 
110.0 

/1 1  i/t, 

41/8 

9  9 1 
o.ol 

1  QO 
1  oZ 

CQ7 
DO/ 

Gaylord  Entertain 

c^  0 
04.  £. 

ZU/8 

1  nn 
l.UU 

1  A  O 

148 

OCR 
ZOO 

Federal  Home  Loan 

no  7 
loo.  1 

1  n  7 1  /n 
1U  /  /8 

7  ct; 
/.bo 

1  CO 

lot 

C7^ 
D/4 

GenCorp 

cc  c 
DD.O 

1/72 

1  cc 
1.3b 

1  no 
l(Jy 

Jul 

Federal-Mogul 

CA  7 
04.  / 

ZZ/8 

1  9C 

l.ob 

1  on 
1  oU 

COQ 

DZo 

Genentech 

cc  1 

DD.  J 

CO  1/ 
30/4 

Q  Q  1 

u.yi 

1  cc 

loo 

0  OO 

ovy 

EnAneil    Mill  hUnrt 

reoerai  Natl  rviort 

in  0 
1 1  0.0 

9c7/, 
00/8 

9  on 
Z.oU 

1  CO 
1  DZ 

0  1  0. 

z  iy 

General  Dynamics 

1  CC  7  + 

ID0./1 

CO 

by 

A  A  1 

4.4/ 

1  nn 

iuy 

489 

Federal  Signal 

72.3 

24 '/s 

1.57 

112 

233 

General  Electric 

148.7 

95'/s 

4.93 

109,  112 

C^  0 
D4Z 

Federated  Dept  Strs 

CO  fi* 

0/ .u 

oZ 

9  I^C 
Z.Db 

1  7C 
I/O 

1111 
1111 

General  Host 

cc  1 
-Do.  1 

93/. 

MA 

NA 

1  7C 

1  /o 

017 
0  J.  / 

Ferro 

IOC 

10. D 

9Q  V, 
ZO/4 

9  no 

z.uy 

1  10 
1 10 

AQQ 
400 

General  Instrument 

70  c* 

1  £.0 

99 
ZZ 

1  90 
1.03 

1  OO 

lzz 

£.£.0 

CUD    Infnrn-ttiAr  il 

rnr  international 

i  ci  h 

03/8 

1  79 
1 .1  i 

1  C£ 

loo 

MD 
NK 

General  Mills 

Kl  A 
NM 

b3/4 

9  OQ 
0.00 

1  cn 
loU 

7CC 

/DO 

Fieldcrest  Cannon 

OA  O 

ID/8 

i  /1 7 
1.4/ 

1  on 
loU 

OOO 

oyy 

General  Motors 

00  0 

yz.z 

33/2 

7  A(\ 
/.4U 

1  on 
loU 

354 

Fifth  Third  Bancorp 

106.8 

62  '/z 

3.74 

152 

792 

General  Nutrition  Cos 

17. 5t 

16/4 

1.18 

176 

1  1  /1Q 

Filene's  Basement 

-80.4 

4/8 

n  Q7 
u.o/ 

1  7C 
I/O 

CQO 

oy  z 

General  Re 

CO  0 

oo.y 

1  C.C3/, 
1  JO/4 

1  1  79 

1  CO 

ioy 

7m 
/u  1 

Fina 

90  Q 

oo.y 

40  /8 

MA 

1/10 

OOO 

General  Signal 

C7  1 
01. 1 

A  1  5/n 

41/8 

9  Q7 

z.y/ 

110 

1  l£ 

Q7n 
y /u 

Fingerhut  Cos 

1  A  A 
-14.4 

1  91/. 
1Z/4 

1  90 

i.oy 

1  7C 
I/O 

1  1  A  C 
1 140 

Geneva  Steel 

70  '7 

-/y.  / 

9l/. 
0/4 

n  1  /1 
U.14 

17/1 
1  /4 

MP 
NK 

Finlay  Enterprises 

MA 
NM 

1  C'/r. 

lb/8 

1  0C 

1.03 

1  7C 
I/O 

A  Q7 
40/ 

Genovese  Drug  Stores 

70  7 
/  £./ 

1  7l/. 
1//4 

MA 

1  7C 

1  /o 

210 

Finova  Group 

160.7* 

62 '/i 

4.80 

152 

687 

Genuine  Parts 

36.5 

44/s 

3.01 

130 

1  99 

lzz 

First  American  Finl 

99. 1  1 
/-Oil 

OQ 
03 

/I  9£ 

4.ob 

1  CQ 

ioy 

1  nno 

lUUo 

Genzyme-General 

on  a  + 

993/- 

ZO/8 

1  97 

1  CC 

loo 

1  70 
I/O 

First  Bank  System 

1  Q  1  O 
101. J 

0/  /2 

t;  9q 

3.00 

1  CO 

1  j/ 

1  n  1  a 
1U14 

Geon 

00  0  + 

1  03/ 
10/8 

1  9 1 
l.tl 

1  1  Q 
1 18 

9.  1  7 

nrsi  oranas 

1100 
11O.0 

ZO/8 

1  7R 
1./3 

1 94 

ID4* 

ou  1 

Georgia  Gulf 

1  C  0 
10.  £ 

Zb/8 

9  79 
L.I  i 

1  1  fi 
110 

A  Q/1 
484 

rirst  unicago  ndu 

70  O 

/o.y 

C 1 3/. 
31/4 

/I  09 

4.yo 

1  CO 
1  DZ 

CQO 

ooy 

Georgia-Pacific 

OC  1 

00. 1 

79 

9  7 
0.4/ 

1  CA 

lo4 

357 

First  Data 

106.5* 

35/2 

1.64 

110 

771 

Getty  Petroleum 

21.4 

14/8 

1.23 

176 

10c 

First  Empire  State 

1  70  Q 

1  /y.y 

97Ql/. 

z/y/4 

9Q  9^ 
ZO. 04 

1  CO 
1  OZ 

7no 

/U£ 

Giant  Food 

0  0  7 
00.  / 

OZ/4 

9  1  n 
Z.  1U 

1  CQ 
1DO 

MP 
NK 

First  Mississippi 

MA 
NM 

9Q1/, 
Z3/4 

9  Q/l 

z.y4 

1  10 
110 

y4y 

Giddings  &  Lewis 

Q  0 

-y.y 

1  95/n 
10/8 

1  ni 
1.U1 

110 

1  iz 

/I 1  A 
414 

First  of  America  Bk 

DO  C 

00.  D 

DO/8 

/1 

4.DU 

1  CO 
1  jZ 

OOQ 
ZOO 

biiiette 

y  AC  A 

14D.4 

bo/8 

9  c  1 
z.bl 

10/1 

lo4 

00C 

First  Security 

1/17  0 

14/.  0 

9  1  '/n 
0l/8 

9  79 
L.I  L 

1  CO 
1  OZ 

Q1  A 

y  14 

Glaxo  Wellcome 

0  1 
-0. 1 

OU/4 

1  QQ 
1.03 

1  cc 
loo 

221 

First  Tennessee  Natl 

155.7 

353/s 

3.14 

152 

135 

Glendale  Federal  Bk 

210.5t 

22 '/a 

1.20 

152 

ZD/ 

First  Union 

1  OQ  0 

1  JO.J 

71  U 
/ 1  /2 

C  Q9 

b.yo 

1  CO 
i  5Z 

^07 
40/ 

Golden  Poultry 

QO  Q 

oo.y 

Ql/o 

y/2 

n  aq 

U.40 

1  cn 
loU 

Cirri  1  IC  A 

first  UoM 

A  CO  C* 

4DZ.0 

0Z/8 

9 

z.ou 

1  CO 
1  DZ 

CAQ 
040 

boioen  vvesi  rim 

A  0  0 
40.0 

bz  /2 

^  70 
3./0 

1  CO 
10£ 

0DO 

Firstar 

1  r\C  9 
1UO.Z 

43/4 

A  £7 
4.3/ 

1  CO 
1  jZ 

1  no7 
iuy  / 

Good  Guys 

y17  Q 
-4/.0 

7U 
/  /2 

n  no 
u.uo 

1  7C 
I/O 

1KB 
jDo 

Fiserv 

1  no  /i 

9/1  l/n 
04/8 

l  en 
l.bU 

1  ia 
1 1U 

^00 

400 

□r  booancn 

QC  7 
00./ 

9Q 

oy 

0  /IQ 
Z.40 

1  1  Q 
118 

163 

Fisher  Scientific 

189.5 

44 '/8 

3.00 

110 

867 

Goody's  Family 

4.7 

I81/.1 

1.05 

176 

1 1 

1 1  DO 

Flagstar  Cos 

QO  1 

-vc.  1 

1  '/. 
1  /4 

1  /I  Q 
-1.40 

1  CQ 
1DO 

ylyl  1 
441 

Goodyear 

Q  0  0 
81 Z 

^Q 
43 

/l  Q/l 
4.84 

1  on 
loU 

joU 

Fleet  Finl  Group 

i  nn  n 

1UU.U 

43  /4 

A  QC 

4.0b 

1  CO 
1  JZ 

017 

y  1  / 

Goulds  Pumps 

0  Q 
-0.0 

ZZ/8 

1  Q7 
1.0/ 

110 
lie 

Dy  d 

Fleetwood  Enterprise 

CO  0 
DOZ 

9CV„ 
ZD/8 

9  tQ 

z.3y 

1  on 
1  oU 

1  1  no 
1 1U0 

Govt  Technology  Svcs 

COQ 

-Do. 8 

b/8 

n  07 
U.o/ 

1  1  n 
1 1U 

1 1UD 

Fleming  Cos 

CI  0 

-01.  J 

lb/4 

1  i  n 
1.1U 

1  CQ 
100 

7QO 

/Oo 

PDI  1 

brU 

1  Q  Q 
10.0 

993/, 
OZ/8 

0  OQ 

o.ZU 

1  OQ 

108 

876 

Florida  Progress 

2.9 

321/4 

2.68 

138 

NR 

WR  Grace 

NA 

47/8 

3.48 

118 

A  10 
40Z 

Flowers  Industries 

or  0 

0D.8 

ZU/8 

1  no 

i  cn 
loU 

oD4 

WW  Grainger 

A  0  O 
•*£.£ 

771/, 

//  /8 

A  AQ 
4.40 

1 1  n 
1 1U 

ozy 

Fluor 

AC  C 
40.0 

C/J  1/n 

D4/8 

o.bb 

1  OQ 
IZO 

CQ7 

oy  / 

GranCare 

0>1  0 
04.0 

1  7 1/„ 
1  /  /8 

1  cn 
1.03 

1  cc 
lbO 

DUJ 

rrvib 

C  1  A 

D1.4 

791/. 
/Z/2 

C  CO 

b.33 

1  1  Q 

1  lo 

oc  1 

yDl 

Grand  Metropolitan 

1  n  n 
-1U.U 

zy/8 

9  1^ 

Z.14 

1  cn 
loU 

y44 

Foamex  International 

Q  C  + 

-y.oT 

lD/8 

1  9Q 
1.03 

1  on 

1  OU 

KID 

NK 

Grand  Union 

Kl  A 

NM 

4/4 

MA 

1  CQ 

1DO 

1107 

Food  Lion 

-52.9 

85/s 

0.54 

158 

851 

Granite  Construction 

7.3 

191/? 

2.03 

128 

y  oy 

roouarama  ouperruKts 

1  1  R 
-1 1.0 

1  /I 
14 

MA 
NH 

1  CQ 
1  DO 

QCO 
ODO 

C  rr.t\    A9D   Tn -1 

breai  H&r  lea 

7  n 
/  .u 

jU/8 

9 

Z.43 

1  CO 

100 

70C. 
/  Uu 

Foodbrands  America 

9.9.  9 
00.0 

1  9 
10 

1  09 
l.UZ 

1  cn 
lou 

oon 
yyu 

Great  Lakes  Chemical 

17  4 
-1  /.4 

4/  /4 

A  AQ 
4.40 

1  1  Q 
110 

1  find 

1U04 

rooumaKcr 

_A1  1  * 
—HI,  1 

0/4 

n  t^c 

U.3D 

1  CQ 
1DO 

DDU 

Great  Western  Finl 

cn  a 
ou.4 

9  KQ 

z.by 

1  c.0 
10£ 

NR 

Footstar 

NA 

25 

1.85 

176 

635 

Greif  Brothers 

46.2 

28'/z 

NA 

164 

300 

Ford  Motor 

122.2 

31'/4 

4.08 

130 

366 

Grey  Advertising 

104.1 

249 

NA 

148 

124 

Forest  City  Enterprises 

229.6 

58'/2 

NA 

128 

1120 

Greyhound  Lines 

-60.1 

33/4 

NA 

182 

NR 

Fort  Howard 

NA 

26'/s 

2.34 

134 

402 

Griffon 

91.3 

11 

1.02 

128 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1991  to  Dec. 16, 1996.  NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company. 
*Four-year  price  change,  tjhree-year  price  change.  iDoestiot  reflect  special  cash  dividend  paid  or  distribution  of  stock  in  another  company.  NA:  Not  available,  def:  Deficit. 
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price     Recent  1997 
change     price     estimate  Page 


769 

GTE 

21.7% 

42  Vi 

$3.18 

122 

1140 

ICF  Kaiser  Intl 

-73.2% 

l'/8 

$0.30 

110 

1057 

GTech  Holdings 

-33.4* 

297/s 

2.04 

122 

838 

IES  Industries 

10.1 

30 

2.29 

138 

NR 

Guidant 

NA 

51 

2.49 

166 

350 

Illinois  Central 

108.4 

313/s 

2.60 

182 

800 

Guilford  Mills 

16.3 

257/s 

2.73 

134 

244 

Illinois  Tool  Works 

143.5 

11% 

4.38 

112 

KID 

INK 

Gulfstream  Aerospace 

Kl  A 

OO 

16 

NA 

109 

824 

lllinova 

12.2 

263/8 

0  cc 

2.66 

138 

364 

Halliburton 

104.4$ 

58x/4 

2.91 

142 

NR 

Imation 

NA 

313/s 

1.84 

122 

1092 

Handleman 

-46.4 

83/8 

0.15 

148 

686 

IMC  Global 

36.6 

383/4 

2.81 

118 

251 

MA  Hanna 

140.5 

213/s 

1.44 

118 

846 

Imperial  Chemical  Ind 

8.2t 

5,1  Vs 

4.12 

118 

660 

Hannaford  Bros 

41.2 

32/8 

2.10 

158 

828 

Imperial  Holly 

11.7 

15'/2 

NA 

160 

1 1  oo 
1  loo 

Hanover  Direct 

-O/.b 

3/. 
/4 

U.li 

1  ~IC 

I/O 

121 

Inacom 

TOO  o 

OO  7/ 

00/8 

0  AO 

1  lb 

217 

Harcourt  General 

157.2* 

487/s 

2.97 

148 

874 

Inco 

3.3 

31'/? 

2.08 

174 

737 

John  H  Harland 

27.7 

301/2 

1.93 

110 

8 

Informix 

1,230.7 

227/s 

1.00 

122 

87 

Harley-Davidson 

278.8 

423/8 

2.20 

130 

539 

Ingersoll-Rand 

62.7 

443/4 

3.42 

112 

667 

Harleysville  Group 

40.0 

293/i 

3.44 

169 

335 

Ingles  Markets 

112.2 

13 

1.10 

158 

oo 
jj 

Harman  International 

D4i.y 

0  CA 

6. 34 

i  on 

lou 

NR 

Ingram  Micro 

M  A 

NA 

O/l  1/. 

<:4/4 

MA 

1  oo 

359 

Harnischfeger  Inds 

105.8 

44 

3.82 

112 

963 

Inland  Steel  Inds 

-13.3 

183/4 

1.42 

174 

NR 

Harrah's  Entertain 

NA 

203/i 

1.33 

182 

858 

Integrated  Health  Svc 

6.7 

24 

2.50 

166 

239 

Harris 

145.lt 

65'/8 

5.14 

122 

15 

Intel 

938.8 

127'/4 

7.29 

122 

305 

Harsco 

120.6 

655/s 

5.27 

110 

1113 

Intelligent  Electron 

-56.4J 

75/8 

0.07 

176 

Harte-Hanks  Commun 

1  m  n+ 

1  £Q 

1  A  Q 

coo 

Interface 

A  C  0 

4b.  j 

1  73/„ 
1/78 

1  AQ 

1  O/l 
1  OH 

1009 

Hartford  Steam  Boiler 

-21.7 

45 

3.50 

169 

1080 

Intergraph 

-40.1 

lOVs 

0.42 

122 

1067 

Hartmarx 

-37.5 

5 

0.35 

134 

NR 

Interim  Services 

NA 

35/8 

2.13 

110 

1053 

Harvard  Industries 

-32.lt 

4'/2 

-3.92 

130 

1088 

Interlake 

-43.8 

33/8 

NA 

112 

655 

Hasbro 

42.1 

383/s 

2.69 

134 

360 

Intermet 

105.1 

15'/8 

1.48 

174 

yuy 

Hawaiian  Electric 

-Z.y) 

oc 

O  Q7 
L.Ol 

1  OQ 

1  Jo 

Dlb 

■  By 

IBM 

C~l  A 

o/.u 

1  A  QVn 

1  0  7Q 

1  00 

451 

Hayes  Wheels  Intl 

81.3* 

36/4 

2.20 

130 

710 

Intl  Flavors  &  Krags 

33.0 

451/2 

2.37 

118 

106 

Health  Care  &  Retire 

252.5 

26 

1.46 

166 

585 

Intl  Game  Technology 

54.3 

173/4 

1.07 

122 

425 

Health  Systems  Intl 

86.9 

24'/8 

2.42 

166 

1078 

Intl  Multifoods 

-39.4 

171/2 

1.55 

160 

161 

Healthsource 

191.7 

13'/4 

0.66 

166 

832 

International  Paper 

11.3 

393/s 

2.32 

164 

Sit 

neaitnboutn 

1  r\o  C 

0  J/8 

1  00 
1.00 

1  cc 

loo 

lUiU 

Intl  Specialty  Prods 

OC  A 

1 1  u 

11/2 

1  1Q 

1  lo 

1144 

Hechinger 

-79.2 

2/2 

0.12 

176 

564 

Interpublic  Group 

57.6 

451/s 

2.81 

148 

802 

Heilig-Meyers 

16.2 

143/s 

1.14 

176 

234 

Interstate  Bakeries 

147.6 

447/s 

2.51 

160 

675 

HJ  Heinz 

38.4 

357/s 

2.14 

160 

NR 

ITT 

NA 

413/> 

2.36 

182 

193 

Hercules 

168.7 

45 

3.46 

118 

NR 

ITT  Hartford  Group 

NA 

64 

6.10 

169 

0  ~1C\ 

o/u 

Hershey  Foods 

1  AO  Q 

A  k" 

43 

O  OA 

i  cn 
IbU 

KID 

ITT  Industries 

Kl  A 

NA 

0  1  c 

1  on 
1 JU 

107 

Hewlett-Packard 

251.8 

5014 

2.98 

122 

1139 

IVAX 

-72.8 

101/2 

0.53 

166 

903 

Hillenbrand  Inds 

-0.7 

35 

2.20 

166 

56 

Jabil  Circuit 

341.4t 

32 

1.47 

122 

1135 

Hills  Stores 

-68.7t 

63/s 

NA 

176 

960 

Jacobs  Engineering 

-12.5 

235/8 

1.78 

128 

192 

Hilton  Hotels 

169.1 

27'/4 

1.36 

182 

530 

James  River  Corp  Va 

65. 0t 

33 

1.90 

134 

KID 

NK 

nollinger  intl 

M  A 

NA 

11/4 

U.OO 

1  A  Q 
14o 

II?  1     C  t\ar*  i  1 1tn  C  tnnl 

j&l  specially  oieei 

1  ol/. 

1^/4 

U.3/ 

1  7  A 
1/4 

965 

Holly 

-13.5 

263/s 

2.50 

142 

297 

Jefferson-Pilot 

123.5 

56/8 

4.16 

169 

647 

Home  Depot 

44.0 

48'/2 

2.36 

176 

NR 

Jefferson  Smurfit 

NA 

14'/2 

0.88 

164 

505 

Home  Shopping 

70.2J 

10 

0.44 

176 

1043 

John  Alden  Financial 

-30.0* 

183/s 

1.13 

169 

955 

Homestake  Mining 

-10.9 

14'/4 

0.30 

174 

500 

Johnson  &  Johnson 

70.7 

48/s 

2.47 

134, 166 

517 

HON  Industries 

oo. y 

ool/ 
61  h 

o 

1  1  A 

1 1U 

OC  1 

Zo  1 

Johnson  Controls 

1  OC  A 
1  JO. 4 

Q  /l  3/. 
04/4 

3.  Iv 

i  on 
1  ou 

269 

Honda  Motor 

132.6 

551/. 

3.96 

130 

347 

Jones  Apparel  Group 

109.3 

307/b 

1.73 

134 

361 

Honeywell 

105.0 

663/4 

3.63 

112 

1087 

Jostens 

-43.1 

19/8 

1.50 

176 

458 

Horace  Mann 

78.7 

393/4 

3.53 

169 

NR 

JP  Foodservice 

NA 

245/8 

1.24 

158 

872 

Horizon/CMS  Health 

3.6 

103/4 

1.28 

166 

NR 

K  ill  Communications 

NA 

10 

-0.46 

148 

760 

Hormel  Foods 

1 0  A 

OC3/ 

2b/8 

ICO 
1.30 

1  cn 

C  1  1 
Oil 

Kaman 

50.0 

1  0 

IL 

1  1  7 
1.1/ 

i  nci 
iuy 

NR 

Host  Marriott  Svcs 

NA 

87/s 

0.50 

158 

786 

Kansas  City  P&L 

18.2 

28 

2.04 

138 

105 

Household  Intl 

253.2 

9014 

6.43 

152 

154 

Kansas  City  Southern 

195.8 

443/8 

3.23 

182 

921 

Houston  Industries 

-4.0 

2l'/4 

1.90 

138 

NR 

Kash  n'  Karry  Food 

NA 

257/8 

NA 

158 

1089 

Hovnanian  Enterprises 

-45.2 

53/4 

0.84 

128 

1044 

Kaufman  &  Broad  Home  -30.6 

12'/2 

1.48 

128 

C70 
0/ i 

Hubbell 

cc  c 

03/8 

MA 

119 

oyy 

Kellogg 

0.0 

D3  /8 

0.40 

i  fin 

125 

Hudson  Foods 

226.5 

18/2 

1.36 

160 

791 

Kellwood 

17.9 

193/4 

1.90 

134 

1066 

Huffy 

-37.1 

14 

0.68 

130 

883 

Kelly  Services 

2.2 

253/4 

2.11 

110 

86 

Hughes  Electronics 

279.7 

56 

2.68 

109 

290 

Kennametal 

125.4 

35/2 

3.01 

112 

77 

Hughes  Supply 

298.8 

417/8 

3.52 

128 

454 

Kerr-McGee 

80.3 

695/s 

4.05 

142 

860 

Humana 

6.3t 

18'/s 

1.18 

166 

377 

KeyCorp 

101.0 

493/4 

4.22 

152 

1040 

JB  Hunt  Transport 

-29.4 

141/8 

0.92 

182 

1056 

Keystone  Intl 

-33.3 

19 

1.43 

112 

224 

Huntington  Bancshs 

154.5 

25 

2.00 

152 

479 

Kimball  International 

75.0 

38/2 

NA 

130 

129 

IBP 

221.3 

23'/2 

2.75 

160 

431 

Kimberly-Clark 

85.9 

94'/. 

5.56 

134 

Sources:  Forbes;  Daily  Stock  Price  Database  &  Market  Guide  via  OneSource  Information  Services;  IBES  Express. 
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wnu  <9  nni.ni.  in  int  jiuuix  itihrixli 


5-year 

CDC 
EPb 

price 

Recent 

1997 

Rank 

vvl  1 1  pa  I  iy 

price 

CO  LI  1 1  la  IC 

Papp 

rage 

fil  Q 

rving  vvonu  rroas 

to 

OO  /8 

1  AR 
1HO 

1110 

Kmart 

-56.0 

10'/2 

0.69 

176 

328 

KN  Energy 

115.2 

383/s 

2.47 

142 

659 

Knight-Ridder 

41.4 

373/s 

2.14 

148 

206 

Kohl's 

163.3* 

39'/2 

1.63 

176 

7.0  1 

ftrogcr 

117  7 

HO 

1  9S 

1  SR 

179 

K2 

180.4 

25'/8 

1.78 

130 

762 

La-Z-Boy 

23.0 

293/s 

2.63 

130 

1153 

Laboratory  Corp  Amer 

-89.7 

3 

0.47 

166 

722 

Laclede  Gas 

30.0 

22% 

1.63 

142 

1  Ann  Piirnitnro 

lhuu  rurntiure 

-47  0 

1  17/o 
11/8 

n  9.1 
u.o/ 

i 

556 

Lafarge 

59.2 

19'/2 

2.24 

128 

94 

Lam  Research 

264.5 

303/s 

1.08 

122 

174 

Lancaster  Colony 

185.2 

A2lA 

2.98 

160 

464 

Lands'  End 

77.2 

26'/i 

1.60 

176 

Landstar  System 

fi  9t 
0.£  1 

9  "3Q 

1  ft9 

NR 

Lear 

NA 

333/4 

3.07 

130 

127 

Leggett  &  Piatt 

223.4 

3o5/8 

2.01 

130 

NR 

Lehman  Bros  Holding 

NA 

29'/2 

2.92 

152 

339 

Lennar 

111.6 

253/. 

2.83 

128 

1  7R 
1  /  J 

LcULdUld  INdllUllal 

1R4  7 
104.  / 

9fiV« 

£0  /4 

1  .uo 

1  fiQ 

1143 

Levitz  Furniture 

-78.4t 

35/8 

0.16 

176 

NR 

Lexmark  Intl  Group 

NA 

223/s 

1.93 

110 

618 

LG&E  Energy 

49.2 

235/s 

1.65 

138 

481 

Liberty  Corp 

74.6 

385/8 

3.32 

169 

MR 

Liberty  rtnancial  Los 

MA 

of  /2 

O.JO 

1  fiQ 

1  U7 

463 

Eli  Lilly 

77.2 

74 

3.13 

166 

1065 

Limited 

-36.5 

18'/4 

1.33 

176 

208 

Lincoln  Electric 

161.5 

293/. 

3.18 

112 

444 

Lincoln  National 

82.6 

50 

4.58 

169 

Oj  L 

1  iftr\n   1  nnnctfiac 

i  3t 

1.04 

44  /2 

3  49 
j.4£ 

1  HQ 

784 

Living  Centers  Amer 

18.4* 

253/i 

2.58 

166 

930 

Liz  Claiborne 

-6.2 

395/8 

2.41 

134 

164 

Lockheed  Martin 

188.7 

857/s 

6.23 

109 

764 

Loctite 

22.7 

60% 

3.17 

118 

^0^ 

. 

Loews 

DJ.O 

jU  /4 

1U.UJ 

1  Kfl 

1007 

Long  Island  Lighting 

-21.3 

193/8 

2.16 

138 

758 

Longs  Drug  Stores 

24.0 

24'/4 

1.62 

176 

679 

Longview  Fibre 

38.0 

185/s 

1.08 

164 

494 

Louisiana  Land 

71.8 

54'/s 

1.80 

142 

CC1 
Dj  1 

Louisiana-raciiic 

AO  ft 

U.OJ 

1 

1  DM- 

60 

Lowe's  Cos 

333.7 

37 

1.98 

176 

31 

LSI  Logic 

619.9 

29'/4 

1.42 

122 

1062 

LTV 

-35.7t 

103/8 

0.82 

174 

863 

Lubrizol 

6.2 

30 

2.39 

118 

NR 

1  iirotit  Tofhnnlnoioc 
Lulcl  1 1    |  cv,l  II  lUIUglCo 

40  /8 

9  fl9 

1  00 

1045 

Lukens 

-30.7 

183/8 

0.55 

174 

926 

Lyondell  Petrochem 

-5.5 

213/8 

2.61 

118 

778 

Mac  Frugal's  Bargains 

19.7 

265/s 

1.78 

176 

201 

Magellan  Health  Svcs 

164.1* 

21  to 

1.74 

166 

3  JO 

MaonoToL 
ividgl ic  left 

119 

1  97/o 
1£  /8 

U.Oj 

1  1  0 

LLC 

887 

Mallinckrodt 

1.7 

44 

2.85 

166 

NR 

Manor  Care 

NA 

245/s 

1.75 

166 

314 

Manpower 

118.6 

32 '/. 

2.12 

110 

848 

Mapco 

7.8 

327/8 

2.42 

142 

IV!  d  1  n  IV  1 1 IU  U  Ml  Ic  b 

1  90  ^ 

9n7/0 

I  .oo 

1  1  9 
1  1  c 

440 

Marriott  Intl 

83. 2t 

531/8 

2.61 

182 

749 

Marsh  &  McLennan 

26.1 

1025/8 

6.89 

169 

1028 

Marsh  Supermarkets 

-25.8 

12'/4 

1.21 

158 

471 

Marshall  &  llsley 

75.9 

321/. 

2.33 

152 

298 

Marshall  Industries 

123.1 

29 

2.82 

122 

NR 

Martin  Marietta  Mats 

NA 

23'/4 

1.90 

128 

1112 

Marvel  Entertainment 

-56.3 

2'/2 

-0.45 

148 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31. 1991  to  Dec- 16, 1996.  NR:  Not  ranked 
*Four-year  price  change.  tThree-year  price  change.  iDoesnot  reflect  special  cash  dividend  paid 


5*yc3r 

FPS 

price 

Recent 

1997 

Rank 

Company 

change 

price 

estimate 

Page 

634 

Masco 

46.3% 

343/s 

$2.17 

128 

116 

MascoTech 

242.1 

1-634 

L59 

130 

642 

Matsushita  Electric 

44.7 

1685/8 

6.37 

130 

214 

Mattel 

158.7 

29'/4 

1.70 

134 

553 

Maxxam 

60.0 

47 

NA 

174 

485 

May  Dept  Stores 

73.8J 

45Vs 

3  22 

176 

739 

Maytag 

27.6 

195/8 

1.80 

130 

52 

MBNA 

384.7 

25s/s 

1.66 

152 

969 

McCormick  &  Co 

-14.2 

225/8 

1.32 

160 

924 

McDermott  Intl 

-5.1 

16'/4 

0.81 

112 

253 

McDonald's 

140.1 

45'/8 

2.55 

158 

48 

McDonnell  Douglas 

411.9 

62!/2 

4.20 

109 

571 

McGraw-Hill  Cos 

56.4 

447/« 

2.81 

148 

340 

MCI  Communication 

111.6 

32 

1.92 

122 

NR 

McKesson 

NA 

533/< 

3.41 

166 

296 

MCN 

123.6 

27l/i 

1  80 

142 

54 

MDC  Holdings 

353.3 

81/2 

0.95 

128 

545 

Mead 

61.6 

553/4 

4.00 

164 

478 

Media  General 

75.2 

30 

1.72 

148 

NR 

MedPartners 

NA 

20'/s 

1.13 

166 

202 

Medtronic 

163.8 

62 

2  71 

166 

153 

Mellon  Bank 

196.2 

687/8 

5.71 

152 

NR 

MEMC  Electronic  Mats 

NA 

23 

1.85 

122 

386 

Mercantile  Bancorp 

96.3 

491/4 

4.22 

152 

746 

Mercantile  Stores 

26.4 

481/2 

4.02 

176 

684 

Merck 

36.7 

75'/s 

3  65 

166 

115 

Mercury  General 

243.4 

523/s 

4.27 

169 

89 

Meredith 

274.2 

503/. 

2.32 

148 

1146 

Merisel 

-80.1 

l7/8 

0.09 

122 

205 

Merrill  Lynch 

163.4 

IVA 

6.95 

152 

728 

Fred  Meyer 

29.4 

345/8 

2  46 

176 

114 

MGIC  Investment 

244.3 

717/8 

5.08 

152 

131 

MGM  Grand 

220.9 

361/2 

2.14 

182 

987 

Michael  Foods 

-16.8 

123/8 

1.00 

160 

1054 

Michaels  Stores 

-32.6 

llVi 

0.83 

176 

156 

MicroAge 

194.9 

215/8 

1 26 

176 

11 

Micron  Technology 

1,130.1 

343/4 

0.86 

122 

67 

Microsoft 

313.9 

763/4 

2.06 

122 

132 

Mid  Atlantic  Medical 

219.5 

12'/4 

0.52 

166 

1018 

MidAmerican  Energy 

-23.1 

153/8 

1.45 

138 

202 

Herman  Miller 

163.8 

461/2 

3.12 

110 

506 

Minn  Mining  &  Mfg 

70.lt 

81 

4.11 

110 

79 

Mirage 

296.4 

22 

1.15 

182 

700 

Mitchell  Energy 

34.1 

21to 

1.44 

142 

475 

Mobil 

75.5 

119'/8 

7.85 

142 

365 

Modine  Manufacturing 

104.1 

243/i 

2.60 

130 

572 

Mohawk  Industries 

56.2* 

72lA 

1.71 

130 

348 

Molex 

109.0 

38'A 

1.66 

122 

189 

Monsanto 

173.5 

37l/s 

1.77 

118 

1027 

Montana  Power 

-25.7 

21 

2.00 

138 

943 

Moore  Corp 

-9.4 

19'/4 

1.46 

110 

677 

JP  Morgan  &  Co 

38.1 

943/4 

7.85 

152 

491 

Morgan  Stanley 

72.2 

547/s 

5.34 

152 

334 

Morton  International 

112.3 

41  ft 

2.62 

118 

123 

Motorola 

230.3 

537/s 

2.48 

122 

21 

Mueller  Industries 

779.4 

373/8 

3.43 

128 

602 

Murphy  Oil 

51.5 

5ito 

2.42 

142 

1150 

Musicland  Stores 

-85.9* 

i5/8 

NA 

176 

878 

Nacco  Industries 

2.9 

487/s 

5.25 

112 

981 

Nalco  Chemical 

-16.2 

347/8 

2.11 

118 

774 

Nash  Finch 

20.6 

20to 

NA 

158 

272 

National  City 

130.9 

43 

3.61 

152 

520 

National  Fuel  Gas 

66.3 

403/4 

2.80 

142 

because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company, 
or  distribution  of  stock  in  another  company.  NA:  Not  available. 
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83 

Natl  Semiconductor 

286.5% 

25'/8 

$1.54 

122 

457 

Owens  Corning 

78.8% 

40 

$5  15 

128 

599 

National  Service 

52.4 

35'/4 

2.28 

112 

550 

Owens-Illinois 

60.4 

191/4 

1.73 

164 

997 

National  Steel 

-19.8t 

95/s 

0.58 

174 

3 

Oxford  Health  Plans 

1,988.0 

56'/8 

1.72 

166 

285 

NationsBank 

127.1 

921/4 

8.58 

152 

798 

Oxford  Industries 

16.4 

185/s 

1.45 

134 

1 123 

Navistar  Intl 

-63.8 

nl/ 
9/2 

0.75 

130 

541 

Paccar 

62.4 

68I/2 

5.20 

130 

956 

NCH 

-11.1 

58'/4 

NA 

118 

836 

Pacific  Enterprises 

10.5 

29 

2.29 

142 

744 

NEC 

26.9 

SIVa 

1.40 

122 

1046 

Pacific  G&E 

-30.8 

221/2 

2.07 

138 

245 

Neiman  Marcus  Group 

142.9 

293/. 

1.75 

176 

NR 

Pacific  Telesis 

NA 

351/s 

2.41 

122 

621 

Nellcor  Puritan 

47.8 

225/s 

1.33 

166 

66 

PacifiCare  Health 

320.3 

83 

5.06 

166 

882 

New  England  Electric 

2.3 

327/8 

3.31 

138 

1001 

PacifiCorp 

-19.9 

201/8 

1.67 

138 

1031 

New  York  State  E&G 

-26.7 

2llA 

2.63 

138 

513 

PaineWebber  Group 

68.5 

261/4 

2  88 

152 

590 

New  York  Times 

54.0 

363/s 

1.98 

148 

734 

Pall 

28.4 

26!/s 

1.39 

166 

711 

Newell  Co 

32.8 

303/s 

1.85 

130 

1106 

Pamida  Holdings 

-52.8 

fh 

NA 

176 

670 

Newmont  Mining 

39.5 

45'/s 

1.49 

174 

184 

PanEnergy 

177.2 

425/8 

2.58 

142 

207 

News  Corp 

162.7 

20'/4 

1.49 

148 

925 

Paragon  Trade  Brands 

-5.5t 

If  A 

2.81 

134 

NR 

NGC 

NA 

213/4 

1.04 

142 

408 

Parker  Hannifin 

89.8 

383/4 

3.36 

112 

1094 

Niagara  Mohawk  Pwr 

-46.9 

9'/2 

1.21 

138 

546 

Patterson  Dental 

61.0* 

273/s 

1.72 

166 

593 

Nicor 

53.8 

35 

2.41 

142 

1155 

Payless  Cashways 

-91.0t 

\Vi 

0.08 

176 

159 

NIKE 

192.9 

53 

3.05 

134 

NR 

Payless  ShoeSource 

NA 

37'/4 

3.05 

176 

611 

Nine  West  Group 

50.0t 

44'/« 

2.99 

134 

916 

PECO  Energy 

-3.4 

25 

2.67 

138 

616 

Nipsco  Industries 

49.5 

38  Vi 

2.95 

138 

1147 

Penn  Traffic 

-82.4 

45/s 

-2.15 

158 

685 

Nissan  Motor 

36.6 

14 

0.47 

130 

450 

JC  Penney 

81.4 

497/8 

3.97 

176 

768 

NorAm  Energy 

22.0 

15'/4 

0.81 

142 

923 

Pennzoil 

-4.4 

537/s 

2.61 

142 

767 

Nordson 

22.3 

561/4 

3.33 

112 

369 

Pentair 

103.1 

271/. 

2.06 

112 

834 

Nordstrom 

10.8 

397/8 

2.53 

176 

738 

Peoples  Energy 

27.7 

34 

2.50 

142 

645 

Norfolk  Southern 

44.0 

851/2 

6.64 

182 

410 

Pep  Boys 

89.6 

341/s 

1.99 

176 

NR 

Norrell 

NA 

243/8 

1.22 

110 

496 

PepsiCo 

71.2 

29 

1.50 

158,  160 

20 

Nortek 

780.0 

161/2 

NA 

128 

1029 

Perini 

-26.1 

8'/2 

1.00 

128 

1099 

Northeast  Utilities 

-48.7 

121/8 

1.14 

138 

412 

Perkin-Elmer 

89.3 

571/2 

2.71 

166 

857 

No  States  Power 

6.7 

457/s 

3.81 

138 

1077 

Perrigo 

-38.7 

9/8 

0.60 

166 

716 

Northern  Telecom 

31.7 

59>/4 

3.00 

122 

1091 

Petroleum  Heat  &  Pwr 

-45.9* 

53/4 

-0.36 

142 

381 

Northern  Trust 

98.5 

33 

2.47 

152 

241 

Petsmart 

144.3t 

221/4 

0.61 

176 

140 

Northrop  Grumman 

206.7 

801/2 

5.81 

109 

396 

Pfizer 

92.6 

807/8 

3.50 

166 

NR 

Northwest  Airlines 

NA 

353/4 

5.56 

182 

NR 

Pharmacia  &  Upjohn 

NA 

371/4 

2.27 

166 

1104 

Northwestern  Steel 

-51. 3t 

Al/ 
4/8 

0.38 

174 

371 

Phelps  Dodge 

102.6 

677/8 

6.07 

174 

275 

Norwest 

130.1 

42 

3.50 

152 

209 

PHH 

161.3 

425/s 

2.85 

110 

1125 

NovaCare 

-66.2 

93/4 

0.57 

166 

691 

Philip  Morris  Cos 

36.0 

1091/s 

8.90 

160 

1127 

Novell 

-66.7 

10 

0.82 

122 

301 

Philips  Electronics 

122.1 

387/s 

3.20 

130 

283 

Nucor 

127.7 

507/s 

3.39 

174 

470 

Phillips  Petroleum 

76.0 

421/4 

3.18 

142 

830 

NVR 

11. 5t 

10?/8 

2.10 

128 

988 

Phillips-Van  Heusen 

-17.2 

137/8 

0.89 

134 

823 

Nynex 

12.4 

453/8 

3.85 

122 

1119 

Physician  Corp  Amer 

-60.0t 

10 

0.75 

166 

68 

Oakwood  Homes 

313.4 

2l'/8 

1.72 

128 

652 

Piedmont  Natural  Gas 

42.3 

233/4 

1.73 

142 

766 

Occidental  Petroleum 

22.4 

217/8 

1.83 

142 

307 

Pier  1  Imports 

120.5 

153/4 

1.16 

176 

562 

Office  Depot 

58.2 

173/4 

1.05 

176 

731 

Pilgrim's  Pride 

28.8 

83/s 

0.75 

160 

NR 

OfficeMax 

NA 

123/4 

0.79 

176 

1019 

Pinkerton's 

-23.1 

24'/2 

1.64 

1 10 

927 

Ogden 

-5.6 

191/8 

1.49 

110 

474 

Pinnacle  West 

75.5 

301/2 

2.42 

138 

663 

Ohio  Casualty 

40.4 

343/. 

3.03 

169 

1012 

Pioneer  Electronic 

-22.1 

215/8 

0.25 

130 

852 

Ohio  Edison 

7.3 

22 

2.15 

138 

81 

Pioneer  Financial  Svs 

292.0 

241/2 

2.36 

169 

933 

Oklahoma  G&E 

-7.1 

407/s 

3.19 

138 

191 

Pioneer  Hi-Bred  Intl 

169.7 

663/4 

3.00 

160 

342 

Old  Kent  Financial 

110.8 

ill/ 

44/8 

3.77 

152 

88 

Pioneer-Standard  Elec 

275.0 

121/2 

1.40 

122 

322 

Old  Republic  Intl 

117.6 

253/> 

2.58 

169 

467 

Pitney  Bowes 

76.6 

553/4 

3.45 

110 

391 

Olin 

94.4 

391/4 

3.28 

118 

NR 

Pittston  Brink's 

NA 

247/s 

1.79 

110 

724 

Olsten 

29.7 

141/s 

1.30 

110 

NR 

Pittston  Burlington 

NA 

187/s 

2.05 

182 

185 

Omnicom  Group 

176.1 

44 

2.56 

148 

1090 

Pittston  Minerals 

-45.3t 

13 

1.84 

142 

558 

Oneok 

58.5 

263/i 

2.05 

142 

306 

Pitt  way 

120. 6t 

50 

2.75 

110 

9 

Oracle 

1,221.0 

425/s 

1.69 

122 

690 

Ply  Gem  Industries 

36.0 

123/4 

1.21 

128 

940 

Orange  &  Rockland 

-8.4 

353/s 

3.21 

138 

570 

PNC  Bank 

56.5 

367/s 

3.29 

152 

1017 

Oregon  Steel  Mills 

-22.8 

161/2 

1.17 

174 

NR 

Polaris  Industries 

NA 

231/4 

2.33 

130 

160 

Orion  Capital 

192.7 

591/4 

5.82 

169 

583 

Polaroid 

54.5 

411/8 

3.17 

134 

255 

OrNda  HealthCorp 

138.8 

291/4 

1.98 

166 

899 

Pope  &  Talbot 

0.0 

153/s 

0.62 

164 

968 

Oryx  Energy 

-14.1 

22 

1.32 

142 

220 

Portland  General 

156.7 

403/4 

1 62 

138 

950 

Outboard  Marine 

-9.9 

157/s 

0.93 

130 

826 

Potlatch 

11.8 

423/4 

2.45 

164 

822 

Owens  &  Minor 

12.5 

10'/8 

0.62 

166 

913 

Potomac  Electric 

-3.0 

241/4 

1.87 

138 

Sources:  Forbes;  Daily  Stock  Price  Database  &  Market  Guide  via  OneSource  Information  Services;  IBES  Express. 
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962 

PP&L  Resources 

-13.1% 

22'/8 

$2.06 

138 

397 

Royal  Dutch  Petroleum 

92.3% 

165'/s 

$9.77 

142 

288 

PPG  Industries 

J25.7 

57 

4.45 

118 

681 

RPM  - 

37.8 

17 

1.09 

118 

193 

ridAdii 

158.7* 

45 

?  fid 

L  .UU 

118 

ddR 
ttj 

RT7 

R?  5 

0  J  /8 

H.OU 

1  74 

NR 

Premark  Intl 

NA 

23  Vt 

1.65 

112 

1070 

Rubbermaid 

-37.6 

23 '/s 

1.31 

130 

1073 

Price/Costco 

-37.8 

23l/8 

1.43 

176 

476 

Ruddick 

75.4 

133/s 

1.07 

158 

295 

Procter  &  Gamble 

124.2 

105'/4 

4.81 

134 

991 

Russell 

-17.5 

293/8 

2.33 

134 

112 

Proffit's 

248.9 

39'/i 

2.78 

176 

664 

Ryder  System 

40.lt 

283/8 

2.32 

182 

99 

Prnprp^sivp 

259.0 

64  Vs 

4.41 

169 

861 

Rvknff  -  ^pvtnn 

w j nui  1   O " A [ U 1 1 

6  3 

U.J 

15Vs 

0  51 

158 

69 

Protective  Life 

310!4 

39'/4 

3^44 

169 

1081 

Ryland  Group 

-40.3 

13'/8 

1.17 

128 

316 

Provident  Cos 

118.3 

50/4 

3.59 

169 

549 

Safeco 

60.5 

391/s 

3.30 

169 

538 

Providian 

63.5 

52 

4.99 

169 

12 

Safeguard  Scientifics 

1,115.1 

295/s 

0.67 

110 

657 

Public  Service  Colo 

41.7 

38l/i 

2.94 

138 

1063 

Safety-Kleen 

-35.9 

16'/2 

1.15 

110 

398 

Puhlir  Sprvirp  NM 

92.3 

18/^4 

1 78 

138 

59 

PW9V 

333.8 

JO// 

2  28 

L  LO 

1 

1  JO 

935 

Pub  Svc  Enterprise 

-7.2 

27'/4 

2  64 

138 

856 

St  Jude  Medical 

6^8 

39'/? 

2.05 

166 

961 

Puget  Sound  P&L 

-13.0 

233/« 

2.00 

138 

563 

St  Paul  Cos 

57.8 

57'/2 

5.62 

169 

743 

Pulte 

27.1 

297/g 

2.52 

128 

NR 

Saks  Holdings 

NA 

315/8 

1.69 

176 

893 

Quaker  Oats 

1.2 

37'/s 

1.59 

160 

753 

Sallie  Mae 

24.7 

921/4 

7.34 

152 

756 

On^Lpr  ^tatp 
vxuanci  Jloic 

24.0 

16'/8 

0  95 

142 

637 

^^Inmnn 

jciiui  llvl  1 

45  7 

44Vs 

4.83 

152 

855 

Quality  Food  Centers 

7^0 

34 '/2 

L92 

158 

NR 

Samsonite 

NA 

36'/4 

NA 

130 

813 

Quanex 

14.1 

263/s 

2.59 

174 

829 

Sanyo  Electric 

11.6 

227/s 

NA 

130 

248 

Quantum 

141.8 

27'/2 

2.99 

122 

754 

Sara  Lee 

24.4 

36 

2.04 

160 

482 

Questar 

74.3 

37'/4 

2.53 

142 

977 

Savannah  Foods 

-15.4 

133/4 

NA 

160 

NR 

Quorum  Hpalth  Groun 

NA 

275/8 

1.66 

166 

578 

SRT  f*nmmuniratifin<; 

55.1 

50'/8 

3.72 

122 

NR 

Ralcorp  Moldings 

NA 

19 

L04 

160 

805 

Scana 

15^8 

255/8 

2^06 

138 

727 

Ralston  Purina 

29.5$ 

73 

3.77 

160 

661 

RP  Scherer 

41.1 

433/s 

2.74 

166 

303 

Raychem 

121.8 

81'/4 

5.06 

122 

390 

Schering-Plough 

94.7 

64 

3.73 

166 

401 

Raymond  James  Finl 

92.1 

26'/4 

3.00 

152 

557 

Schlumberger 

59.1 

991/4 

4.05 

142 

NR 

Ravnnipr 

itaf  ui  lid 

NA 

38 

2  70 

164 

376 

101.5* 

661/4 

3  85 

148 

287 

Raytheon 

126.8 

47'/8 

374 

109 

733 

Schuller 

28^6 

lO'/s 

0^82 

128 

497 



Read-Rite 

71.2 

251/4 

1.32 

122 

907 

A  Schulman 

-1.3 

223/s 

1.42 

118 

999 

Reader's  Digest  Assn 

-19.9 

38/4 

2.29 

148 

57 

Charles  Schwab 

337.0 

29/2 

1.49 

152 

721 

Reebok  International 

30.2 

431/8 

2.58 

134 

30 

SCI  Systems 

625.0 

47'/8 

3.15 

122 

421 

RppinrK  Financial 

l  \  v  C  1  <-'  i  1  J    1  1 1  IQI  l\*  IC1 1 

87.3 

50'/8 

4.35 

152 

158 

ipnt  if  ir- Atlanta 

JLICIIUIIl.  r.  1 1  d  1 1  t/J 

193.1 

16 

0.81 

122 

566 

Reinsurance  Group  Am 

57i5t 

43'/? 

3J0 

169 

854 

Scotts 

7^0* 

19 

L23 

134 

336 

Reliance  Group 

112.1 

83/4 

1.00 

169 

NR 

EW  Scripps 

NA 

34Vs 

1.72 

148 

108 

ReliaStar  Financial 

251.0 

545/8 

5.12 

169 

337 

Seaboard 

111.9 

250 

NA 

160 

NR 

Republic  Engineered 

NA 

1  7/ 
1/8 

-0.84 

174 

24 

Seagate  Technology 

716.3 

371/4 

2.96 

122 

490 

Rpnuhlir  Npw  Ynrk 

iicuuuiii<  iicvi  luin 

72.3 

803/i 

7.53 

152 

693 

Qpaaram 

Jtagl  dill 

35.1 

38'/2 

1  05 

148,  160 

91 

Revco  DS 

268^5* 

335/8 

172 

176 

102 

Sealed  Air 

255^8 

40'/4 

1  88 

'  164 

NR 

Revlon 

NA 

293/s 

1.16 

134 

NR 

Sears,  Roebuck 

NA 

45'/8 

3.48 

176 

162 

Rexel 

190.0* 

14'/2 

1.16 

112 

375 

Seaway  Food  Town 

101.9 

26/4 

2.25 

158 

1115 

Rexene 

-58.9 

133/8 

1.80 

118 

286 

Selective  Insurance 

126.9 

38 

4.28 

169 

40 

Rpvnnlrk,  ft  RpvnnlHs 

HCj  1  IU1U  J  Ot  l\UjllUIU3 

449.5 

25'/2 

1.34 

110 

908 

^pnsnrmatir  Flprtrnn 

0  c  1 1  jui  1 1  Id  1 1  ^ICI.IIUII 

-2.0 

183/8 

0.54 

110 

888 

Reynolds  Metals 

L6 

557/s 

4^07 

174 

931 

Sequa 

-6^5 

39'/s 

NA 

109 

560 

Rhone-Poulenc 

58.4 

3l'/8 

2.12 

118 

143 

Service  Corp  Intl 

204.2 

273/s 

1.25 

134 

811 

Rhone-Poulenc  Rorer 

14.5 

74  Vs 

4.05 

166 

982 

Service  Merchandise 

-16.3 

6 

0.65 

176 

44 

Richfood  Holdings 

435.7 

25 

1.47 

158 

278 

Shared  Medical  Sys 

129.2 

49 

2.27 

110 

113 

Pjcpr  FnnrR 

245.9 

32 

2.36 

158 

698 

^haw  lnrlu<;trip^ 
ji  id  w  iiiuuoiiico 

34.3 

11 74 

0.89 

130 

449 

Rite  Aid 

8L4 

39 

242 

176 

389 

Sherwin-Williams 

94^9 

52!/e 

299 

118 

1082 

RJR  Nabisco 

-40.7 

31'/8 

2.94 

160 

1134 

Shoney's 

-68.0 

73/4 

0.75 

158 

NR 

Roadway  Express 

NA 

UV4 

1.43 

182 

806 

ShopKo  Stores 

15.5 

14'/8 

1.54 

176 

989 

Rochester  G&E 

-17.2 

19 '/4 

2.32 

138 

819 

Sigma-Aldrich 

12.7 

297/8 

1.65 

118 

NR 

Rnrk-Tpnn 

NA 

191/? 

1  75 

164 

NR 

^lonpf  RanUino 

•Jlgllcl  LJoimlllg 

NA 

293/8 

2.39 

152 

264 

Rockwell 

133.8 

64 

3.57 

112 

279 

Silicon  Graphics 

128.7 

257/8 

L17 

122 

438 

Rohm  &  Maas 

83.9 

80 

5.95 

118 

718 

SKF  Group 

30.6 

217/8 

NA 

112 

JOO 

Rnhr 
r\UIII 

-7  7 

1  Q'/> 

1  no 

oKy  1  lilc 

RR  d 

£4/4 

NA 

1  ?R 

1  CO 

911 

Rollins 

-2.4 

18Vs 

0.92 

110 

508 

Smart  &  Final 

69.7 

21'/2 

1.39 

176 

NR 

Rose's  Stores 

NA 

l7/8 

NA 

176 

149 

AO  Smith 

198.1 

291/. 

3.47 

130 

144 

Ross  Stores 

203.5 

493/s 

3.22 

176 

49 

Smith  International 

'  411.3 

395/8 

1.92 

142 

NR 

Rouge  Steel 

NA 

21'/4 

1.79 

174 

333 

Smithfield  Foods 

112.3 

355/s 

2.78 

160 

588 

Rouse 

54.1 

28'/2 

NA 

152 

569 

SmithKline  Beecham 

57.1 

665/2 

3.41 

166 

213 

Royal  Ahold 

160.3 

597/s 

2.97 

158 

976 

Smith's  Food  &  Drug 

-15.2 

29'/4 

1.52 

158 

932 

Royal  Caribbean 

-6.5t 

25 

2.56 

182 

1109 

JM  Smucker 

-54.0 

NA 

160 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1991  to  Dec.  16, 1996.  NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company. 
*Four-year  price  change.  tThree-year  price  change.  JDoes  not  reflect  special  cash  dividend  paid  or  distribution  of  stock  in  another  company.  NA:  Not  available,  def:  Deficit. 


254 


Forbes  ■  January  13,  1997 


5-year  EPS  5-year  EPS 

price     Recent     1997  price     Recent  1997 

Rank  Company  change     price     estimate      Page  Rank   Company  change     price     estimate  Page 


522 

Snap-on 

66.2% 

357/s 

$2.42 

130 

877 

Temple-Inland 

2.9% 

53 

$3.11 

164 

32 

Solectron 

566.1 

577/8 

2.76 

122 

715 

Tenet  Healthcare 

31.9 

22!/4 

1.72 

166 

138 

Sonat 

207.6 

503/4 

2.48 

142 

656 

Tenneco 

41.8 

44'/2 

3.33  130, 

164 

561 

Sonoco  Products 

58.3 

26 

1.98 

164 

166 

Teradyne 

188.2 

227/8 

1.17 

122 

A  1  Q 

Sony 

Q.7  7 

bo 

o  or. 
2.03 

130 

1036 

Terex 

o  o  o 

-Zo.o 

9/4 

MA 

NA 

1  1  o 

112 

302 

Southdown 

122.0 

30'/4 

3.32 

128 

168 

Terra  Industries 

187.2 

14 

1.81 

118 

751 

Southern  Co 

25.1 

21>/2 

1.80 

138 

137 

Tesoro  Petroleum 

208.3 

137/8 

1.52 

142 

236 

Southern  National 

146.8 

34'/. 

2.98 

152 

565 

Texaco 

57.6 

96'/2 

6.10 

142 

781 

So  New  Eng  Telecom 

19.4 

373/i 

3.25 

122 

196 

Texas  Industries 

167.7 

537/s 

NA 

174 

CC7 
DO  / 

Southland 

4U.U 

L  /8 

n  93 
U.Zo 

1  CO 

70 

Texas  Instruments 

one  7 

0  1  Q 

o.lo 

1  00 

izz 

353 

SouthTrust 

107.0 

34'/2 

2.97 

152 

915 

Texas  Utilities 

-3.3 

40 

3.37 

138 

382 

Southwest  Airlines 

97.8 

22'/2 

1.73 

182 

282 

Textron 

128.1 

903/s 

6.46 

109 

469 

Southwest  Gas 

76.5 

183/4 

1.21 

142 

310 

Thermo  Electron 

119.9 

303/8 

1.59 

110 

886 

Southwestern  PS 

1.8 

343/4 

2.62 

138 

151 

Thiokol 

196.7 

45'/4 

3.19 

109 

/  /o 

Spiegel 

on  c 

Q 
0 

fi  07 

I/O 

cno 
59o 

Til  n  ...  r.  n      0  D.U» 

Thomas  &  Betts 

CO  c 

40/8 

O  7/1 

Z./4 

1  1  o 

1 1 1 

NR 

Sports  Authority 

NA 

215/s 

1.17 

176 

512 

Thor  Industries 

68.5 

25 

2.25 

130 

712 

Springs  Industries 

32.5 

413/4 

4.33 

130 

1067 

Thorn  Apple  Valley 

-37.5 

13/8 

2.00 

160 

NR 

Sprint 

NA 

387/8 

2.83 

122 

1 

3Com 

2,428.4 

71/8 

2.99 

122 

188 

SPX 

174.3 

36 

2.48 

130 

NR 

360°  Commun 

NA 

227/8 

0.91 

122 

Standard  Commercial 

OQ  Q 

on 

o  no 

i  cn 
lot) 

1  A1 

1U1 

Tidewater 

OC7  0 

4^/8 

O  DC 
Z.O0 

1  A  0 

678 

Standard  Motor  Prods 

38.0 

135/s 

1.74 

130 

610 

Tiffany 

50.3 

34 

1.81 

176 

747 

Standard  Products 

26.3 

24'/8 

2.33 

130 

673 

TIG  Holdings 

38.6t 

317/s 

2.86 

169 

319 

Standard  Register 

118.0 

30'/. 

2.45 

110 

71 

Timberland 

306.8 

37/8 

NA 

134 

204 

Standex  International 

163.8 

30'/2 

2.47 

110 

480 

Time  Warner  Cos 

74.9 

38!/4 

-0.56 

148 

lUoo 

Stanhome 

-zy.  i 

oci/. 

0  CO 

1  "3A 

lo4 

hi  o 

NK 

Times  Mirror 

M  A 

□  U/4 

Z.UO 

1  A  Q 

720 

Stanley  Works 

30.3 

26/s 

2.06 

112 

406 

Timken 

90.5 

451/4 

4.78 

112 

128 

Staples 

222.6 

18 

0.86 

176 

225 

TJX  Cos 

154.1 

427/s 

2.63 

176 

388 

State  Street  Boston 

95.7 

627/8 

3.98 

152 

498 

Toll  Brothers 

71.1 

19/4 

2.00 

128 

1010 

Stewart  &  Stevenson 

-21.8 

25'/2 

1.82 

112 

729 

Torchmark 

28.9 

493/4 

4.76 

169 

QAH 

o4/ 

btone  &  Webster 

7  O 

30l/. 

INA 

1  OQ 

Toro 

loU.  o 

1A  V. 

o  1 1; 

0.1  J 

1  oU 

1074 

Stone  Container 

-37.9 

153/. 

-0.60 

164 

150 

Tosco 

197.6 

76  '/4 

4.74 

142 

821 

Storage  Technology 

12.5 

447/s 

3.54 

122 

271 

Toyota  Motor 

131.4 

551/4 

1.91 

130 

1100 

Stratus  Computer 

^8.7 

25'/2 

2.32 

122 

910 

Toys  'R'  Us 

-2.3 

32 

2.07 

176 

810 

Stryker 

14.5 

285/s 

1.29 

166 

41 

Tracor 

440.6* 

215/s 

1.56 

109 

1  CO 

loo 

Summit  Bancorp 

1  Q7  O 
it)  1 .1 

A  0 

0  GO 
J. bo 

1  CO 

i  1  cn 
1 10U 

Trans  World  Airlines 

07  1  + 

-y / . i t 

73/, 
/  /4 

n  oc; 
U.z  o 

1  ao 

1  OZ 

1013 

Sun  Co 

-22.1 

233/4 

1.45 

142 

1121 

Trans  World  Entertain 

-61.8 

77/8 

0.73 

176 

1042 

Sun  Healthcare  Group 

-29.9t 

ll3/4 

1.60 

166 

383 

Transamerica 

97.5 

783/. 

7.21 

169 

70 

Sun  Microsystems 

308.8 

29 

1.69 

122 

387 

Transatlantic  Holding 

96.1 

761/4 

6.97 

169 

1129 

Sun  TV  &  Appliances 

-66.8 

0.22 

176 

63 

Travelers  Group 

327. 9t 

42/8 

3.62 

169 

JO 

SunAmerica 

A  HI  A 

4/0.*+ 

373/, 

O  Al 
LAI 

1  CQ 
103 

0.7 

Tredegar  Industries 

471  8 
4/  l.o 

Jo/8 

o  on 

1  P.A 

680 

Sunbeam 

37.9* 

24'/s 

1.35 

130 

109 

Triarc  Cos 

250.0 

ll3/8 

0.46 

158 

323 

Sundstrand 

117.6 

40'/4 

2.69 

109 

422 

Tribune 

87.2 

763/4 

4.27 

148 

1002 

Sunrise  Medical 

-20.4 

15'/8 

0.85 

166 

200 

TriMas 

164.3 

23 '/s 

1.74 

112 

259 

SunTrust  Banks 

136.4 

47'/8 

3.01 

152 

362 

Trinity  Industries 

104.7 

36 

3.32 

112 

07  1 
871 

Supervalu 

0  7 

S.I 

ool/. 

ZO/4 

O  Q/I 
Z.04 

1  CO 

100 

/ICQ 
408 

Trinova 

7K  K 
/0.0 

0./1V0 

04/8 

O.jl 

119 

507 

Sybase 

69.9 

175/8 

0.45 

122 

320 

TRW 

117.9 

453/4 

3.84 

130 

676 

Sysco 

38.3 

32'/4 

1.74 

158 

885 

Tultex 

1.9 

67/s 

0.65 

134 

880 

Talbots 

2.8t 

27'/4 

2.25 

176 

NR 

Tupperware 

NA 

515/s 

3.09 

130 

1076 

Tambrands 

-38.5 

41 

2.53 

134 

611 

Turner 

50.0 

93/8 

NA 

128 

~7C  1 

761 

Tandem  Computers 

li.i 

1  0?/„ 
13  78 

n  o  yi 

1  OO 

ice 

1  ftoo 

zuin  Leniury  inos 

97  C 
— £.1.0 

1  J/8 

1 

1.0  J 

1  £Q 

ioy 

622 

Tandy 

47.6 

42/8 

3.08 

176 

152 

Tyco  International 

196.7 

51 

2.49 

112 

967 

TBC 

-14.1 

77/8 

0.84 

130 

1047 

Tyco  Toys 

-30.9 

ll3/4 

0.26 

134 

53 

Tech  Data 

353.6 

313/4 

1.54 

122 

552 

Tyson  Foods 

60.2 

32/4 

1.53 

160 

818 

TECO  Energy 

13.2 

235/8 

1.76 

138 

NR 

U  S  West  Commun 

NA 

31 

2.55 

122 

345 

Tecumseh  Products 

109.7 

54'/4 

5.77 

112 

NR 

U  S  West  Media 

NA 

185/8 

-0.40 

148 

47 

Tejas  Gas 

414.1 

43Vs 

2.28 

142 

1000 

UAL 

-19.9J 

583/s 

7.89 

182 

250 

Tektronix 

141.1 

475/8 

3.93 

122 

NR 

UCAR  International 

NA 

325/s 

3.43 

112 

NR 

Tele-Com-Liberty 

NA 

273/8 

0.15 

148 

868 

UGI 

4.3 

21 

1.30 

142 

NR 

Tele-Com-TCI 

NA 

125/8 

-0.40 

148 

23 

UICI 

719.0 

263/4 

1.88 

169 

597 

Teleflex 

53.0 

50i/2 

3.60 

109 

537 

Ultramar  Diamond 

63.6* 

307/s 

NA 

142 

881 

Tele  &  Data  Systems 

2.5 

363/s 

1.23 

122 

540 

UNC 

62.5 

93/4 

0.67 

109 

Sources:  Forbes;  Daily. Stock  Price  Database  &  Market  Guide  via  OneSource  in  formation  Services;  IBES  Express. 
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5-year  EPS  5-year  EPS 


price 

Recent 

1997 

price 

Recent 

1997 

Rank 

Company 

change 

price 

estimate 

Page 

Rank 

Company 

change 

price 

estimate 

Page 

1055 

Unicom 

-32.9% 

263/i 

$3.03 

138 

814 

Wabash  National 

13.6% 

183/4 

$0.89 

130 

uniti 

aa  n 

44. U 

it  /4 

i  7/1 
1./4 

1  3d 
LjH 

d93 
4Z0 

Wachovia 

07  1 

0/.  1 

34/8 

yl  1  yl 
4.14 

1  c  ° 

Ibz 

Unilever  NV 

fid  Q 

34. y 

1  C  d  Vo 

Q  79 

y./z 

1  Kfl 
1DU 

3ad 

004 

Wackenhut 

07  1 

y /.  i 

1  7lA 
1//2 

U.00 

i  in 
1 1  u 

Union  Camp 

9  & 
-0.0 

HI  /i 

9  1  A 
Z.14 

1  Cd 
ID'f 

i  nnfi 

1  uud 

wai-ivian  oiores 

9 1  n 

—£.l.\i 

Li  A 

1  C9 

1.33 

1  7C 

1  /o 

O/l  Q 

z^y 

Union  Carbide 

141  A  * 
141.4 

4U/8 

/I  71 
4./1 

llo 

000 

Walgreen 

i  nd  fi 
1U4.D 

30/8 

1  7 1 
i./l 

1  7C 

1  /o 

904 

Union  Electric 

-1.0 

38'/4 

3.08 

138 

176 

Wallace  Computer  Svcs 

184.5 

34  '/z 

2.01 

110 

KID 
INK 

Union  Pacific 

MA 
INM 

JD  /8 

4.U/ 

1  B9 

1  OZ 

MR 
INrv 

Walter  Industries 

MA 
INM 

1  9V= 
1Z/8 

NA 

1  oa 
izO 

KID 

INK 

Union  Pacific  Res 

MA 
INM 

9Q 

1  dfl 
1.4U 

1  d9 

7Q7 

/y  / 

Wang  Laboratories 

1  fi  o  + 

io. yT 

1  Q'/n 

iy/8 

U.UO 

1  99 
1ZZ 

QdA 

Union  Texas  Petrol 

fi  fi 
D.D 

913/<! 

Li  /8 

1  Ad 
1 .44 

1  d9 
14t 

9Q9 

zy  z 

Warnaco  Group 

1  9fi  1 
1Z3. 1 

9Q 
ZO 

1  Q7 
1.5/ 

1  9d 
104 

1QC 

iyo 

unionoanuai 

1  C7  Q 

id/ .y 

3Z/4 

k  1  n 

0. 1U 

1  R9 
1  3Z 

a  1  a 
410 

Warner-Lambert 

B7  a 
o/.o 

79?/« 
1  L/i 

o.Ub 

i  ac 
loo 

509 

Unisys 

69.7 

7 

0.49 

122 

725 

Washington  Gas  Light 

29.7 

223/s 

1.72 

142 

00-7 

ZZ/ 

uniteo  neaitnLare 

1  fi9  3 
1  3Z.  3 

fil 
4/ 

9  /in 

Z.4U 

1  cc 

1DD 

1  an 
10U 

Washington  Mutual 

1  an  n 
10U.U 

^  9 
4Z 

9  7fi 
3./U 

1  C  9 
13Z 

A  9  fi 
4o3 

Uo  oancorp 

3d  A 
04.  4 

yl  1 1/. 
41/4 

Q  Q7 
0.3/ 

1  R9 
13z 

end 
3U4 

Washington  Post 

7ft  o 
/U.O 

331/4 

91  10 

zi.iy 

1  AO 

140 

ODD 

IIC  P^n 

uo  can 

d  Ot 
4.0T 

lu/4 

1  OR 
1.33 

1  CLA 
1D4 

Q71 

y  / 1 

Watts  Industries 

1  A  A 

-14.4 

99l/. 
ZZ/4 

1  79 
1. 13 

llz 

3d 
04 

uo  nome 

4oy.o 

Z4 

0.0/ 

1  9a 

aaa 
ooy 

uei  weDD 

1  R 

1.3 

1  C&/« 

lb/8 

9  91 

z.zl 

i  9a 
lzo 

NR 

US  Industries 

NA 

313/4 

2.16 

130 

954 

Weirton  Steel 

-10.7 

3'/8 

0.06 

174 

MR 
INK 

IIC  Off  iozi  Dr/irliirtc 

Uo  UfTICc  rrOuUClS 

MA 
INM 

OU/4 

1  K1 
1.01 

1 1  n 
1 1  u 

7dn 

/4U 

Weis  Markets 

97  fi 
Z/.O 

393/« 
3Z/8 

9  1  fi 
Z.1U 

1  fia 
130 

D 

Uo  KODOtiCS 

1  fi37  fi 

0  3  /2 

3. 33 

1 99 
1  zz 

1  n9 1 
1  uz  1 

Wellman 

9d  d 
-Z4.4 

1  7 
1/ 

1  97 
l.LI 

1 1  a 
1 10 

1 1  9fi 

1  1  ZO 

US  Surgical 

fifi  d 
—00.4 

071/. 
J/  /4 

1  7  n 

1  cc 

1DO 

1  nd  i 

1U4 1 

weiiroint  neaitn 

9Q  C  +  + 

993/. 
3Z/4 

9 

z.ys 

1  fifi 
loo 

KID 
INK 

United  Stationers 

MA 
INM 

zu 

MA 
INH 

1  in 
1  1  u 

33 

Wells  Fargo 

9  K9  fi 
03Z.0 

ZOZ/2 

1  Q  9  1 

lo.zl 

1  C9 
13Z 

260 

United  Technologies 

135.9 

64 

3.93 

109 

420 

Wendy's  International 

87.3 

18'/2 

1.42 

158 

*5  CM 

United  Wisconsin  Svcs 

Q3  7 
30.  / 

Zj/2 

1  0.1 

1.31 

1DD 

fi9C 
300 

Werner  Enterprises 

C9  a 
00.  D 

1  &3/. 
13/4 

1  9C 
1.Z3 

1  Ol 

15Z 

C.n7 
DU/ 

Unitrin 

fil  n 
D  1  .U 

J4 

1  79 

1  ao. 
iDy 

KID 
INK 

Western  Atlas 

M  A 
INM 

03/8 

9  Q1 

z.ol 

1  A  9 

14z 

Qdd 
y44 

Universal 

— J  .0 

jU/4 

9 

z.3y 

1  fin 

1  DU 

4 

Western  Digital 

1  Qd  9  Q 

i,y4z.y 

R3Vo 
33/8 

3  CO 
3.03 

iZZ 

Qdfi 

y4o 

Universal  Foods 

Q  7 

-y.  / 

JD 

9 

Z.34 

1  cn 

1DU 

y  dz 

Western  Gas  Resources 

1  n  1 
-1U.  1 

1  Va 

1//8 

fi  CO 

u.oy 

1  A  9 

14Z 

796 

Universal  Forest  Prod 

17. Ot 

12'/8 

1.14 

128 

NR 

Western  National 

NA 

183/4 

1.78 

169 

fid 
04 

Universal  Health 

393  A 
3Z3  0 

zy/8 

1  an 
i.yu 

1  fifi 

1DD 

Bdn 

04U 

Western  Resources 

Q  7 

y./ 

0 1  /8 

9  7fi 
Z./U 

1  9a 
loo 

fi9fi 

DZ  C 

1  1  nf\f*  n  1 

unocai 

fit;  9 

Dj.Z 

jo/8 

9  98 
Z.Zo 

1  d9 
iH£. 

on9 
yut 

Westinghouse 

n  7 

— u.  / 

1  7Vo 
1  /  /8 

fi  3C 
U.33 

119  Ida 

llz,  140 

d77 

1 1 M II  Ml 
UlNUlVI 

/  3.0 

71 
/ 1 

yi  on 
4.yu 

1  fiQ 
IDy 

fiOd 

3y4 

WestPoint  Stevens 

C9  9  + 

30.0T 

9Q3/. 
ZO/4 

9  1  yl 
Z.14 

1  9d 

104 

ddfi 
440 

1  1 Q  A \r  firm  in 

UoAIr  biOUp 

H9  fi 
0Z.3 

99  Vo 
LL/% 

9  ^9 
Z.3Z 

1  a9 

1  OZ 

a7n 
o/u 

Westvaco 

d  n 
4.U 

973/n 
LI  /i 

9  1  Q 

z.lo 

1  fid 
104 

190 

USF&G 

172.4 

193/4 

1.59 

169 

534 

Weyerhaeuser 

64.1 

45'/s 

2.73 

164 

dfi  1 

USFreightways 

01  51 
51 .0 

Z  j/8 

1  03 

1  a9 

1  OZ 

an9 
OUO 

Whirlpool 

i  fi  i 

10. 1 

43/8 

Q  9C 
3.Z0 

i  9n 
loU 

ano 
ouy 

Uou 

Id  fi  + 

14. 3T 

00/2 

y!  nyi 
4.U4 

i  9a 
1  zo 

A  OO 

4yy 

Whitman 

7 1  n 
/  l.u 

99?/, 
LL/% 

1  CC 
1 .30 

i  cn 
1  bu 

fiflQ 

ouy 

UoLITc 

fin  d 

3U.4 

^9 
JZ 

1  /17 
3.4/ 

1  fiQ 

iDy 

fi7d 
3/4 

Whole  Foods  Market 

fit;  fi* 
33. D 

993/. 
ZZ/4 

MA 
INM 

1  fia 
130 

OOy 

1  ICT  1  nr 

uoi  inc 

1  fi 

00/4 

9  79 

L.I  L 

1  fin 

1DU 

7fi9 

WMA 

9C  n 
zd.u 

q3/, 
8/4 

n  79 
U./3 

1  7d 
1/4 

919 

USX-Delhi 

-3.8* 

15'/8 

0.90 

142 

1142 

Wickes  Lumber 

-78. 3t 

3'/8 

NA 

176 

one. 

1  ICY  Marathon 

uoA-iviarainon 

1  n 
-1  .u 

9/1 

Z4  /4 

1  C9 
1.0Z 

1  d9 
LHt. 

fid  1 

04 1 

Wicor 

aa  a 
44.0 

33/8 

9  70 

z./y 

1  d9 
14Z 

04  1 

1  ICY  1  IC  Cfool 

uoa-uo  oieei 

Q  1 
y .  1 

9Q?/n 
Z3/8 

9 

3.3U 

1  7d 
1 IH 

Oil 

Willamette  Inds 

1  1  Q  9 

i  iy.o 

03/4 

9  Qd 

3.y4 

1  fid 
104 

J  JO 

1  If  WiCnm  1  Iniforl 

uiiiiuorp  uniicQ 

7  c 

—  /  .3 

ZD/8 

9  9K 
Z.ZO 

1  d9 

1  73 
1/0 

wiuiams  los 

i  ac  3 

103.0 

3Cl/ 
30/2 

9  A(\ 
Z.4U 

1  d9 
14Z 

QQ3 

Valassis  Commun 

1  Q  9* 

18/8 

1.34 

IdB 
140 

an 
ou 

Williams-Sonoma 

9Q9  Q 

zyz.y 

90l/. 
Z3/4 

1  fifi 
l.UU 

1  7C 

1  /o 

934 

Valero  Energy 

-7.1 

21  % 

1.89 

142 

518 

Winn-Dixie  Stores 

66.7 

3l'/4 

181 

158 

S33 

vami 

11  1  + 
XI. 1+ 

D/4 

MA 
IMA 

11a 
1 15 

ao9 
oyz 

Wisconsin  Energy 

1  9 
1.0 

ZO/2 

9  1  C 
Z.lo 

i  9a 
100 

MR 
INK 

Valspar 

MA 
INA 

33/8 

9  QC 
Z.00 

11a 
1 15 

fi9  K 

witco 

A  7  9 
4/.Z 

9 1 
3l 

1  C 1 

i.ol 

1 1  a 
1 10 

1  P179 

1U/  £ 

value  Lily  uept 

"57  7 

1  93/„ 
1Z/8 

u.y4 

1  7C 
I/O 

79C 
/ZD 

WLK  roods 

9Q  7 

1  93/ 
lZ/4 

fi  91 

1  cn 
loU 

RQfi 

VdlUc  ncailn 

n  0 
u.y 

1  Q 

iy 

1  c  1 
i.ol 

1  fifi 
1DD 

1  m  1 
lull 

WMX  Technologies 

99  n 

JZ/8 

9  1  fi 
Z.1U 

i  i  n 
1 1U 

183 

Varian  Associates 

177.7 

48'/i 

3.62 

122 

426 

Wolverine  Tube 

86. 7t 

367/s 

3.51 

174 

7(10 

Vencor 

33  fi 
00. D 

JZ/4 

9  0 1 

L.Ll 

1  fie 
loo 

OBd 

yo4 

Woolworth 

1  fi  fi 
-10.3 

991/ 
LL/% 

1  fiQ 

1  7C 
I/O 

1  1  CI 
1131 

veniure  oiores 

as  7 
-00.  / 

J/4 

U.3U 

1  7fi 
1  /D 

KID 
INK 

\Mr\r\A    f^ftl/v.  QrA.i> 

vvoriu  l  0 1  or  rress 

MA 
INM 

1  Ql/n 
10/8 

1  CQ 
1.00 

Ida 

140 

fid  3 
OHO 

vr 

fil  B 
Dl.o 

04 /8 

4.y3 

1  9d 
104 

R  1 

31 

woriauom 

3Q7  9 

oy /.z 

933/. 
CO  A 

fi  9d 
U.Z4 

1  99 
IZZ 

DCC 
ODD 

Viacom 

3.3 

JD/8 

n  7 1 
U./ 1 

Ida 
140 

7fiQ 

/sy 

Worthington  Inds 

99  fi 
Z0.3 

1  Ol/. 

iy/4 

1  9y1 
1.Z4 

1  7d 
1/4 

NR 

Viad 

NA 

157/s 

0.98 

110 

966 

WPL  Holdings 

-13.7 

28'/4 

2.40 

138 

9  fi 

Viking  Office  Prods 

d  Q  C  d 

/D/4 

n  on 

u.yu 

1  in 
1 1U 

/b 

Wrr  broup 

JUU.U 

371/. 
61/2 

Z.Ub 

Ida 
140 

Rd9 
04Z 

Village  Super  Market 

Q  1 

y.i 

Q 

MA 

1  CO 
l  DO 

■3  CO 

1Alm    lAfvInlmf  1. 

Wm  Wrigley  Jr 

lU/.b 

cc7/i 
3D/8 

i  cn 
IbU 

1  fi.7 

Vishay  Intertech 

1  Qd  9 

lytv 

ZU/4 

1  C 1 

i.ol 

1  00 

1  A  0 

Wyle  Electronics 

one  n 

ZUD.V 

OCS/2 

J.  JO 

1  99 
IZZ 

1  dfi 

J.  HO 

l/i  C 1    let r- r\ n /\ i f\ en  1 

VL01  iccnnoiogy 

9ni  a 

9^ 

LO 

1  99 
l.zz 

1  00 

OQQ 

Xerox 

1  OC  £ 
I  Z  J.  D 

DI  /2 

O./D 

1 1  n 
1  1  u 

14 

Volt  Info  Sciences 

985.7 

38 

NA 

110 

1093 

Yellow 

-46.5 

14'/4 

1.03 

182 

417 

Volvo 

87.9 

213/s 

NA 

130 

355 

York  International 

106.8 

53'/2 

3.77 

112 

291 

Vons  Cos 

125.3 

53'/2 

2.46 

158 

294 

Zale 

124.3t 

203/4 

1.36 

176 

514 

Vulcan  Materials 

68.4 

605/s 

5.12 

128 

NR 

Zeigler  Coal  Holding 

NA 

213/4 

2.22 

142 

473 

VWR  Scientific  Prods 

75.6 

17'/8 

1.19 

110 

510 

Zenith  Electronics 

69.5 

12'/2 

NA 

130 

636 

Waban 

45.8 

257/s 

2.53 

176 

580 

Zenith  National  Ins 

54.8 

2678 

2.20 

169 

Note:  Except  as  indicated,  price  changes  are  from  Dec.  31, 1991  to  Dec  16, 1996.  NR:  Not  ranked  because  of  merger,  spinoff,  reorganization,  new  issue  or  conversion  to  stock  company. 
*Four-year  price  change.  tThree-year  price  change.  tDoes-not  reflect  special  cash  dividend  paid  or  distribution  of  stock  in  another  company.  NA:  Not  available. 

Sources:  Forbes;  Daily  Stock  Price  Database  &  Market  Guide  via  OneSource  Information  Services,-  IBES  Express. 
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WHO'S  WHERE  IH  THE  IHDUSTRY  GROUPS 

Health  care  had  the  best  long-term 
profitability;  aerospace  and  defense, 
the  best  12-month  results. 

This  year  Forbes  used  five-year  return  on  capital — instead 
of  return  on  equity — as  our  primary  ranking  measure. 
Return  on  capital  reflects  how  a  company  produced  prof- 
its not  only  for  stockholders,  but  also  for  bondholders. 

No  big  surprise  here:  The  industry  with  the  best  five- 
year  profitability  is  health  care,  in  which  giants  like 
Columbia  are  consolidating  to  compete  with  HMOs  and 
managed  care.  But  look  who's  in  second  place:  Nothing 
glamorous  like  entertainment — but  chemicals.  Price  spikes 
in  1994  and  1995  helped  the  sector  scratch  out  a  12.3% 
five-year  return.  Close  behind:  financial  services,  consumer 
nondurables  and  insurance. 


Aerospace  and  defense  is  the  top  12  month-performer, 
with  a  14.4%  return  on  capital.  The  $13.3  billion  planned 
merger  of  Boeing  and  McDonnell  Douglas  could  push  up 
this  group  in  the  five-year  rankings. 

-Robert  J.  Sherwood 


Net     Profit  Debt/ 

Profitability  Growth  Sales  income  margin  capital 

Return  on  capital  Sales  Earnings 

Return 

on 
equity 


5-year 

latest 

latest 

5-year 

latest 

5 -year 

latest 

latest 

latest 

latest 

Industry 

average 

12  mos 

12  mos 

3  VGf  3§6 

1 2  mos 

1  9  mnc 
XC  lilUb 

latact 

fniimhpr  of  rnmn^nipt) 
\i  till  1 IUCI  Ul  L L 1 1 1  [Jd 1 1 1 cl  I 

% 

% 

% 

rank 

/o 

/o 

ranK 

0/ 

/o 

/O 

f  Will 

/o 

/o 

Health  (85) 

1 

14.1 

9.7 

12.2 

2 

15.3 

12.8 

10 

-4.0 

13.6 

2,147 

72 

4.7 

27.1 

Drugs  (26) 

14.3 

9.6 

12.1 

13.2 

11.1 

5.9 

-6.3 

7,107 

281 

6.4 

21.5 

Health  care  services  (36) 

10.9 

8.6 

9.8 

28.0 

21.8 

-16.9 

16.5 

1,693 

47 

2.7 

41.7 

Medical  supplies  (23) 

13.9 

12.9 

15.8 

10.1 

9.4 

4.4 

17.5 

1,171 

81 

7  1 

19.2 

Chemicals  (52) 

2 

12.3 

14.2 

18.4 

16 

5.5 

2.7 

6 

4.5 

5.2 

1,815 

145 

6.2 

27.3 

Diversified  (13) 

12.3 

15.4 

21.5 

1.7 

2.7 

7.3 

7.3 

5,997 

615 

9.0 

22.6 

Specialized  (39) 

12.8 

13.5 

17.4 

6.2 

2.9 

4.3 

3.4 

1,357 

90 

6  1 

30.3 

Financial  services  (84) 

3 

12.2 

10.8 

16.4 

13 

6.2 

12.8 

1 

14.0 

13.0 

2,857 

317 

11.9 

38.8 

Multinational  banks  (8) 

9.4 

9.2 

14.4 

-2.4 

10.7 

20.9 

7.5 

12,834 

1,353 

10.7 

50.2 

Regional  banks  (42) 

12.7 

12.3 

16.2 

5.4 

10.7 

13.5 

9.3 

2,215 

279 

13.0 

26.2 

Thrift  institutions  (7) 

6.4 

7.5 

7.3 

-6.1 

4.7 

-3.0 

-18.7 

1,802 

115 

5.3 

16.2 

Brokerage  &  commodity  (10) 

12.6 

12.4 

21.1 

14.7 

21.9 

15.1 

72.8 

5,369 

345 

9.2 

62.1 

Lease  &  finance  (17) 

8.7 

10.1 

21.6 

18.8 

18.4 

20.0 

21.5 

1,650 

265 

11.5 

67.9 

Consumer  nondurables  (51) 

4 

12.2 

9.8 

9.9 

6 

8.6 

3.0 

14 

-14.6 

11.4 

1,590 

54 

3.7 

29.9 

Personal  products  (22) 

13.0 

12.9 

15.6 

6.2 

5.3 

7.9 

16.9 

2,172 

136 

6.0 

27.0 

Apparel  &  shoes  (16) 

10.8 

7.9 

9.3 

12.7 

0.1 

NM 

10.6 

1,275 

26 

2.8 

32.0 

Textiles  (8) 

6.1 

5.5 

1.9 

6.1 

1.7 

NM 

-19.2 

876 

29 

2.2 

50.0 

Photography  &  toys  (5) 

12.6 

11.5 

12.1 

9.1 

5.2 

15.6 

12.8 

2.919 

186 

6.4 

21.3 

Insurance  (67) 

5 

12.1 

11.3 

13.6 

12 

6.3 

8.5 

4 

7.9 

13.3 

1,792 

131 

7.9 

18.0 

Diversified  (12) 

12.9 

10.9 

14.2 

4.9 

1.1 

8.4 

23.9 

3,561 

345 

7.6 

15.5 

Life  &  health  (23) 

12.9 

9.9 

10.9 

6.1 

9.8 

12.5 

11.8 

1,792 

173 

7.9 

18.5 

Property  &  casualty  (28) 

11.3 

11.6 

13.6 

6.6 

8.3 

2.2 

7.8 

1,494 

88 

7.8 

16.8 

Insurance  services  (4) 

16.2 

14.8 

16  6 

6.0 

4.1 

4.3 

18.3 

2,506 

219 

8.5 

16.4 

Capital  goods  (63) 

6 

11.8 

14.4 

18.2 

10 

7.3 

7.9 

2 

9.3 

9.3 

1,745 

90 

5.5 

27.5 

Electrical  equipment  (15) 

11.4 

12.2 

16.0 

8.5 

9.8 

7.3 

13.9 

2,014 

101 

5.3 

20.6 

Heavy  equipment  (13) 

12.0 

13.3 

19.2 

8.6 

8.5 

10.8 

1.4 

2,568 

114 

4.9 

39.5 

Other  industrial  equipment  (35) 

11.3 

14.9 

18  2 

6.5 

6.3 

12.3 

9.8 

1,435 

70 

5.7 

23.8 

Computers  &  communications  (105) 

7 

11.7 

12.4 

15.1 

1 

18.5 

12.4 

11 

-5.6 

5.3 

2,390 

129 

6.0 

21.1 

Major  systems  (22) 

7.4 

9.8 

116 

9.6 

9.7 

NM 

10.7 

4,208 

80 

3.4 

15.4 

Peripherals  &  equipment  (44) 

17.9 

14.1 

15.8 

27.9 

16.7 

18.3 

0.0 

2,014 

116 

3.9 

17.4 

Software  (10) 

19.8 

11.9 

11.5 

27.4 

17.3 

NM 

22.2 

1,064 

89 

9.3 

0.0 

Telecommunications  (29) 

9.5 

10.4 

17.2 

12.5 

10.3 

-5.6 

5.3 

4,182 

287 

9.1 

34.0 

Aerospace  &  defense  (26) 

8 

11.0 

14.7 

17.4 

20 

1.1 

6.1 

15 

-21.0 

26.7 

1,532 

119 

4.6 

49.3 

Business  services  &  supplies  (71) 

9 

10.7 

10.4 

13.4 

4 

9.4 

13.0 

7 

-1.8 

12.4 

1,453 

56 

3.1 

28.9 

Business  services  (28) 

11.1 

12.2 

13.6 

12.6 

16.8 

-15.3 

12  9 

1,677 

49 

2.6 

22.9 

Business  supplies  (27) 

12.5 

12.0 

14.8 

8.6 

10.6 

3.9 

11.5 

1,346 

59 

4.3 

28.4 

Industrial  services  (11) 

9.1 

9.6 

13.5 

7.9 

6.2 

6.8 

19.3 

1,448 

59 

5.9 

36.8 

Environmental  &  waste  (5) 

8.1 

7.4 

8.3 

10.7 

13.0 

NM 

-800 

2,788 

5 

0.3 

48.3 

NM:  Not  meaningful.  For  further  explanation,  see  page  93. 
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Profitability 
Return  on  capital 


Growth 
Sales 


Return 

on 
equity 


Earnings 


Net     Profit  Debt/ 
Sales  income  margin  capital 


5-year 

latest 

latest 

5-year 

latest 

5-year 

latest 

latest 

latest 

latest 

Industry 

average 

12  mos 

12  mos 

average 

12  mos 

average 

Yd.  mos 

1 1  mos 

12  mos 

12-mos 

latest 

(number  of  companies) 

rank 

/o 

/o 

/o 

rank 

/o 

/o 

rank 

/o 

/o 

(  C  mill 

Ct>mil) 

0/ 
70 

0/ 
70 

Consumer  durables  (83) 

10 

10.5 

10.7 

13.0 

7 

8.4 

4.8 

8 

-2.2 

4.9 

2,126 

65 

3.0 

33.4 

Automobiles  &  trucks  (10) 

6.4 

8.2 

11.3 

7.4 

3.3 

NM 

-18.5 

56,727 

1.568 

2.8 

44.4 

Automotive  parts  (34) 

1  0  1 

lO  Q 

LC.O 

1  A  7 

14. J 

9.4 

7.2 

7.1 

7.7 

1,611 

70 

2.9 

34.8 

Appliances  (13) 

7  £ 

3.0 

b.o 

0  c 
AO 

0  0 

NM 

19.6 

4,900 

129 

1.9 

30.8 

Home  furnishings  (17) 

y.b 

o.U 

i  n  (- 
lU.b 

0  0 

0.9 

5.2 

8.4 

-1.4 

1,542 

52 

4.3 

38.0 

Recreation  equipment  (9) 

10.1 

12.7 

14.8 

11.5 

4.5 

21.9 

-2.6 

1,177 

19 

3.2 

28.4 

Entertainment  &  information  (50) 

1  1 
1  1 

1U.  1 

O.U 

in  a 
1U.U 

y 

7.6 

10.9 

5 

6.0 

-4.5 

1,926 

57 

3.3 

35.8 

Broadcasting  &  cable  (10) 

A  7 
4./ 

4.  J 

Q  A 

y.4 

14.0 

1  7  A 
1  /.4 

NM 

26.8 

2,043 

100 

2.5 

47.3 

Movies  (5) 

7  Jl 

1 A 

7  o 

Oil 

0  0 

y.s 

12.1 

-21.1 

-93.2 

8,726 

23 

2.2 

35.5 

Publishing  (29) 

11.0 

9.9 

11.2 

5.8 

8.2 

6.2 

1.0 

1,507 

58 

4.6 

32.3 

Advertising  (6) 

12.3 

11.6 

10.6 

6.9 

10.2 

-5.7 

18.6 

2,437 

35 

2.7 

32.4 

Food  drink  &  tobacco  (60) 

1  0 

1Z 

1U.  1 

q  a 
y.o 

14. U 

i  r 

Id 

C  "7 
0.  / 

D.b 

1  c 
10 

NM 

-4.3 

3,067 

95 

2.8 

36.2 

Food  processors  (41) 

Q  Q 

JO 

Q  1 

O.J 

1  1  Q 

n. y 

D.O 

7  0 

1.3 

1ft  Q 

-lu.y 

2,528 

46 

2.6 

35.3 

Beverages  (11) 

i  n  7 

O.J 

1  7  0 

1  1  c 
1  l.b 

C  1 

b.l 

A  C 

4.0 

0  A 

-3.4 

7,446 

162 

4.2 

34.4 

Tobacco  (8) 

1  1  c 
11.  b 

1  7  1 
I  J.l 

1  Q  Q 
lo.O 

3  0 
0.0 

4.5 

NM 

45.2 

4,595 

450 

6.1 

39.8 

Food  distributors  (53) 

13 

9.8 

8.6 

10.8 

17 

4.9 

4.8 

12 

-8.2 

8.1 

2,143 

21 

1.4 

46.5 

Supermarkets  &  convenience  (32) 

9.5 

8.7 

11.7 

3.8 

4.9 

-7.6 

9.5 

2,234 

22 

1.4 

46.3 

Food  wholesalers  (9) 

7.9 

7.2 

9.5 

7.5 

5.6 

-9.8 

7.3 

3,094 

20 

0.6 

48.6 

Restaurant  chains  (12) 

in  c 
1Z.0 

0  A 

0.4 

\L.L 

8.3 

3.9 

-12.2 

-3.6 

1,214 

34 

3.0 

39.4 

Retailing  (115) 

14 

9.2 

7.9 

9.6 

3 

10.6 

8.4 

16 

NM 

-3.8 

1,715 

26 

1.8 

32.8 

Department  stores  (10) 

9.4 

8.6 

10.2 

4.6 

8.2 

NM 

3.8 

4,629 

147 

3.4 

37.7 

Apparel  ( lo) 

11.8 

8.5 

11.1 

10.2 

6.2 

NM 

11.1 

1,562 

23 

1.7 

17.3 

Consumer  electronics  (9) 

y.o 

C  A 

0.4 

7  0 

/.y 

3o. b 

15.5 

NM 

-33.9 

3,624 

17 

0.5 

23.9 

urug  &  aiscount  \li ) 

Q  1 

y.i 

0  C 

O.J 

i  n  n 
1U.U 

7  0 

1 .6 

0  A 

0.4 

-13.6 

-0.1 

2,112 

32 

1.7 

37.9 

Home  improvement  (8) 

i  n  i 
1 U .  1 

7  0 
1 .3 

0  0 

9.8 

ICC 

14.4 

NM 

10.7 

2,435 

13 

1.6 

36.6 

Home  shopping  (8) 

11.3 

7.6 

8.6 

8.8 

-1.2 

NM 

-1.2 

1,566 

30 

1.5 

35.4 

Specialty  retailers  (35) 

8.4 

7.5 

9.4 

12.2 

10.3 

NM 

-41.6 

959 

20 

1.9 

37.1 

Motalc  MAI 

O.D 

Q  7 

y.  / 

Q  Q 

1  A 
14 

£  Q 

D.O 

J./ 

lb 

INM 

~5\j.  1 

1   CO  1 

i,bol 

CO 
00 

0  Q 

on  1 

Steel  (28) 

8.4 

9.9 

10.4 

6.5 

-0.1 

NM 

-47.5 

1,156 

35 

2.9 

33.4 

Nonferrous  metals  (18) 

8.5 

9.6 

9.5 

3.4 

7.7 

NM 

-7.7 

2,952 

216 

5.5 

26.1 

construction  KQc) 

lb 

o.U 

1 1  o 
1 1  -i 

1  O  Q 

i^.y 

5 

8.7 

12.7 

3 

8.8 

18.0 

1,105 

25 

2.3 

39.2 

Commercial  builders  (10) 

O.l 

Q  Q 
0.0 

IU.j 

0  7 
0./ 

IOC 

NM 

1  a  n 
14. U 

1,206 

00 

O  0 

1.3 

30.2 

Residential  builders  (17) 

O.D 

9.2 

12.2 

16.9 

18.3 

22.2 

18.8 

1,100 

26 

2.3 

43.8 

Cement  &  gypsum  (5) 

C  A 

b.4 

\L.L 

1  7  C 

l/.b 

C  0 

b.i 

C  Q 

0.0 

NM 

1  C  7 
1  3.1 

1  coo 
1,300 

75 

i  n  c 
1U.D 

on  7 

uiner  materials  uuj 

O  7 
0./ 

1  0  c 

1  A  C 

14.0 

C  7 
J./ 

C  0 

b.o 

oc  n 
db.U 

26.3 

945 

21 

2.1 

38.3 

Forest  products  &  packaging  (37) 

17 

7.7 

7.8 

10.2 

11 

6.8 

^1.2 

16 

NM 

-24.6 

1,890 

77 

5.0 

40.0 

raper  &  lumper  uoj 

7  0 

C  Q 
0.0 

0  0 

9.y 

c  c 
D.b 

A  A 

-4.4 

NM 

-46.2 

2,817 

193 

A  Q 

4.y 

35.0 

Packaging  (19) 

O  O 

0.3 

0  0 

y.y 

1  0  1 

7  0 

0  A 

-o.U 

NM 

9.6 

922 

51 

c  n 
D.U 

42.7 

Energy  (82) 

18 

7.1 

8.4 

12.8 

19 

3.3 

15.6 

16 

NM 

23.1 

1,888 

97 

4.7 

36.9 

International  oils  (7) 

8.6 

10.9 

13.2 

-3.4 

12.4 

3.4 

-2.3 

64,298 

2,447 

4.5 

16.1 

Other  energy  (31) 

5.4 

6.7 

9.4 

-1.8 

10.1 

NM 

17.2 

1,863 

99 

2;9 

39.1 

Oilfield  services  (9) 

7.5 

11.6 

12.6 

6.3 

16.9 

NM 

31.8 

2,433 

116 

5.4 

21.7 

Gas  producers  &  pipeliners  (10) 

7.5 

6.9 

9.6 

5.7 

42.9 

11.5 

—7.3 

2,648 

91 

2.5 

43.7 

Gas  distributors  (13) 

7.6 

8.6 

14.3 

5.7 

19.4 

6.0 

33.7 

1,199 

76 

6.8 

39.4 

Integrated  gas  (12) 

5.4 

8.0 

12.7 

5.3 

24.4 

NM 

24.1 

1,906 

75 

4.4 

37.9 

Travel  &  transport  (50) 

19 

7.0 

8.7 

11.2 

8 

7.7 

8.8 

13 

-9.8 

3.8 

2,251 

111 

3.1 

40.1 

Airlines  (12) 

3.7 

8.9 

3.6 

5.8 

9.0 

NM 

35.5 

7,084 

296 

3.5 

57.4 

Airfreight  (5) 

8.6 

10.2 

12.1 

12.7 

8.7 

28.4 

10.6 

2,435 

36 

2.3 

32.7 

Hotels  &  gaming  (12) 

8.7 

10.0 

14.0 

11.1 

12.5 

11.5 

21.5 

1,361 

131 

9.3 

51.3 

Railroads  (8) 

7.4 

7.9 

14.5 

3.9 

2.3 

-3.1 

7.4 

5,305 

388 

8.4 

34.2 

Trucking  &  shipping  (13) 

6.8 

5.0 

6.9 

10.0 

8.2 

-11.5 

-26.3 

1,660 

23 

1.3 

32.2 

Electric  utilities  (67) 

20 

6.5 

6.2 

11.6 

18 

4.2 

4.9 

9 

-2.8 

1.8 

2,248 

211 

9.6 

36.5 

Northeast  (21) 

6.4 

6.0 

10.9 

5.1 

5.6 

-2.8 

-0.4 

2,335 

184 

9.0 

36.5 

North  central  (20) 

6.5 

6.5 

12.0 

3.6 

3.9 

-1.2 

3.4 

1,853 

180 

9.9 

36.7 

Southeast (9) 

6.6 

6.9 

13.1 

5.1 

5.7 

4.2 

3.2 

3,114 

377 

11.3 

34.8 

South  central  (6) 

6.9 

6.8 

13.2 

4.5 

10.7 

NM 

-4.5 

4,613 

379 

9.6 

37.8 

Western  (11) 

6.3 

6.2 

11.6 

2.6 

0.4 

-4.9 

1.8 

1,785 

189 

9.1 

36.6 

All-industry  medians 

9.8 

9.6 

13.0 

7.2 

8.1 

^1.9 

6.4 

1,860 

86 

4.6 

32.2 

:  Not  meaningful.  For  further  explanation,  see  page  93. 
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(continued  from  p.  25) 


oniy  to  boot.  But  times  have  changed.  In  1950  there 
were  16  workers  paying  taxes  to  support  one  Social  Secu- 
rity recipient.  Today  there  are  only  3.3  workers  per  recip- 
ient. By  2030  there  will  be  only  2  workers  per  recipient. 
And  economic  growth  is  sluggish,  one-third  to  one-half 
the  dynamism  of  the  1960s  and  the  1980s.  The  Social 
Security  Administration  has  warned  that  the  system  is  in 
dire  jeopardy  and  will  go  bankrupt  by  2029  at  the  latest, 
and  perhaps  as  early  as  2016. 

Washington -style  "reform"  of  Social  Security  has  always 
meant  raising  taxes,  and  the  last  reform  in  1983  gradually 
raised  the  retirement  age,  as  well.  But  this  won't  work  any- 
more. Right  now  this  tax  is  $6,200  for  a  family  making 
$50,000  (that  includes  the  employer  contribution  of 
$3,100  that  counts  as  part  of  an  employee's  compensation, 
but  is  never  seen).  Even  the  most  optimistic  scenarios 
require  massive  payroll  tax  hikes  in  the  next  century.  Factor 
in  the  cost  of  Medicare,  and  total  payroll  taxes  would  need 
to  triple,  devastating  die  American  economy.  That  $50,000 
family  could  face  $18,000  in  payroll  taxes  alone. 

The  latest  version  of  this  type  of  approach  is  jiggering 
"technical  calculations"  of  the  Consumer  Price  Index  to 
prevent  seniors  from  collecting  hundreds  of  billions  in 
cost-of-living  adjustments  over  the  next  few  years.  This 
kind  of  change  is  both  inadequate  and  unfair.  Remember 
the  big  picture.  Last  year  congressional  Republicans  got 
hung  up  on  co-pays  and  deductibles  for  Medicare — and 
the  Medical  Savings  Accounts  were  virtually  emasculated. 


Worse  than  tinkering,  however,  would  be  a  government 
takeover  of  the  stock  market  under  die  guise  of  Social  Secu- 
rity reform.  A  forthcoming  recommendation  by  some 
members  of  a  Clinton  Administration  commission  would 
take  the  current  Social  Security  trust  funds  and  have  the 
federal  government  invest  them  in  stocks  and  bonds.  That 
would  give  Washington  enormous,  unprecedented  and 
unwarranted  control  of  the  private  economy.  If  you 
thought  the  Clinton  health  care  plan  threatened  individual 
liberties  and  the  private  economy,  that  was  peanuts  com- 
pared to  this.  Does  anyone  really  think  the  government 
would  take  a  passive,  hands-off  approach  if  it  controlled  a 
big  block  of  stock,  in,  say,  General  Motors? 

Too  many  in  Washington  believe  life  is  a  zero-sum 
game.  That  is,  after  all,  how  politics  works.  One  person 
wins  an  election  while  another  loses.  One  person  gains  a 
coveted  committee  assignment,  another  gets  passed  over. 
No  wonder  so  many  fear  that  reforming  Social  Security 
will  benefit  some  and  hurt  others.  Life,  however,  need  not 
be  a  zero-sum  game.  Everyone  can  move  forward.  The 
exciting  dynamic  of  the  free-market  system  is  that  a  grow- 
ing economy  allows  everyone  to  have  a  chance  to  get 
ahead.  Our  own  history  is  proof  of  that. 

Why  not,  then,  phase  in  a  market-based  retirement 
system  controlled  by  you,  not  Washington?  While  we  still 
have  time,  we  must  build  public  trust  and  support  for  fun- 
damental, positive  change. 

We  must  retain  the  current  Social  Security  system  for 


The  key,  unintended  catalyst  for 
Security  Act  was  an  elderly,  out-of-work  California 
physician,  who  started  one  of  the  most  remarkable 
grass-roots  movements  in  American  history.  Egged  on 
by  President  Roosevelt,  fearful  congressional  Demo- 
crats passed  an  epochal  bill  to  help  sidetrack  the  grow- 
ing political  might  of  one  Dr.  Francis  Townsend. 

Older  Americans  had  been  particularly  hard  hit  by  the 
Depression,  a  time  when  there  was 
no  national  safety  net.  In  those  days, 
financial  distress  was  often  consid- 
ered the  result  of  a  character  flaw. 
Thus  older  Americans  were  reeling 
from  not  only  empty  wallets  and 
pocketbooks  but  also  a  deep  sense  of 
shame  and  wounded  pride. 

Townsend's  solution  to  the  De- 
pression: a  national  old-age  pension 
scheme.  Everyone  aged  60  and  above 
would  receive  $200  a  month.  That 
would  be  the  equivalent  of  increasing 
almost  eightfold  the  payment  of 
today's  typical  Social  Security  benefit.  Under  Townsend's 
plan,  recipients  had  to  spend  their  monthly  payment 
within  30  days.  The  multiplier  effect  of  such  fast  spend- 
ing, Townsend  said,  would  usher  in  an  era  of  great  pros- 
perity. Townsend  proposed  financing  his  plan  by  applying 
a  sales  tax  to  all  business  transactions.  He  reassured  older 


BACKHANDED  GODFATHER 

the  1935  Social    Americans  by  emphasizing  that  this  was  not  welfare,  but 
proper  payment  for  a  lifetime  of  hard  work. 

Support  for  Townsend's  program  spread  like  wildfire, 
but  economists  were  aghast.  One,  who  later  became  a 
U.S.  Senator,  calculated  that  Townsend's  sales  taxes 
would  equal  about  half  the  income  of  working  people. 
President  Roosevelt  felt  the  movement  to  be  a  major 
political  threat.  His  congressional  allies  launched  fero- 
  cious  attacks  against  Townsend, 


Dr.  Francis  Townsend:  Pols  pilloried  his 
pension  plan;  we  got  Social  Security  instead. 


holding  two  devastating  hearings 
during  which  the  naive  doctor  was 
raked  over  the  coals.  The  most  dam- 
aging charges  were  that  Townsend 
and  cohorts  were  living  high  on  the 
hog  from  donations  to  his  move- 
ment and  from  sales  of  pamphlets 
and  paraphernalia. 

In  1936  Townsend  threw  in  his 
lot  with  an  anti- Roosevelt  third 
party  of  non-Republican  malcon- 
tents. That  party's  presidential  can- 
didate received  barely  2%  of  the  pop- 
ular vote.  The  Townsend  movement  fizzled. 

If  Congress  doesn't  enact  fundamental  reforms,  what 
those  1930s  economists  said  about  the  Townsend  plan 
will  apply  to  Social  Security  in  the  next  century:  hugely 
expensive,  sustainable  only  by  a  level  of  taxation  that 
would  ruin  the  economy.  W®. 
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those  on  it.  Washington  should  not  change  their  benefit 
formulas.  Taxes  should  not  be  boosted  yet  again.  And 
Washington  should  not  monkey  around  with  the  Con- 
sumer Price  Index.  Similarly,  we  should  keep  the  current 
system  for  those  entering  it  in  the  next  12  to  15  years. 
People  have  made  real-life  decisions  based  on  the  current 
system,  and  we  must  honor  the  commitments  we  made  to 
these  generations.  Promises  made  must  be  promises  kept. 

But  we  must  create  a  new  Social  Security  system  for 
younger  Americans.  The  new  system  would  deposit  part  or 
all  of  a  young  person's  payroll  taxes  into  a  personal  savings 
account,  similar  to  an  Individual  Retirement  Account  (IRA) 
or  a  40 1  ( k )  plan.  The  account  would  belong  to  the 
worker — not  to  Washington  politicians.  Individuals  would 
decide  where  to  invest  their  money.  They  could  invest  in 
stocks,  bonds,  mutual  funds,  bank  CDs — but  obviously  not 
in  racehorses  or  wild  schemes. 
Each  worker  would  get  a  month- 
ly statement,  but  he  could  not 
withdraw  his  money  until  reach- 
ing a  certain  age.  The  federal 
government  would  guarantee  a 
minimum  safety  net  for  protec- 
tion. Over  the  long  haul,  the 
returns  on  this  invested  income 
would  far  outpace  the  meager 
returns  available  from  the  cur- 
rent system.  For  example,  the 
average  worker  retiring  today 
receives  a  lifetime  return  of  only 
about  2.2%  on  the  taxes  he  or  she  has  paid  into  the  system, 
and  workers  retiring  20  years  from  now  will  actually  get 
back  less  from  Social  Security  than  they  paid  into  the 
system.  Contrast  this  with  the  historic  9%  to  10%  annual 
returns  workers  earn  on  their  stock  market  investments. 

The  new  system  would  be  phased  in.  There  would  be  cer- 
tain transition  costs.  But  we  mustn't  let  the  current  system 
poison  the  future.  The  advantages  of  an  IRA-type  approach 
are  overpowering.  Instead  of  a  busted  or  crippled  system 
when  they  retire  in  the  next  century,  young  people  would 
have  a  real  retirement  fund.  They  would  have  control  of  their 
own  money,  and  they  would  have  more  of  it  when  they  retire. 
The  U.S.  economy  would  be  stronger.  We  would  no  longer 
have  debates  about  retirement  ages — above  a  certain  age,  say 
60,  you  could  make  your  own  choice  as  to  when  you  would 
retire.  In  fact,  you  could  deposit  more  of  your  earnings  into 
your  retirement  account  to  help  finance  an  early  retirement. 
There  would  also  be  no  more  debates  about  how  to  measure 
inflation.  If  you  didn't  draw  down  your  nest  egg,  you  could 
leave  it  to  your  heirs  or  to  a  charity.  Instead  of  a  bitter  inter- 
generational  war,  everyone  could  move  forward  together. 

Criticisms  of  this  type  of  change  really  don't  hold  up: 
■  If  younger  people  are  not  paying  into  the  current  trust 
fund,  how  will  we  pay  current  beneficiaries?  Not  a  prob- 
lem. Thanks  to  baby  boomers,  the  system  is  generating 
annual  surpluses  of  $25  billion  to  $50  billion  a  year,  which 
will  continue  for  a  decade  or  more.  We  have  a  unique  win- 
dow of  opportunity.  The  Social  Security  Trust  Fund  also 
has,  on  paper,  an  additional  surplus  from  recent  years  of 
about  $500  billion.  If  these  phantom  IOUs  were  con- 


verted into  real  bonds,  the  money  could  be  used  to  help 
finance  the  transition  over  the  next  decade  and  a  half. 

Social  Security  actuaries  assume  our  economy  will  grow 
at  most,  in  real  terms,  an  average  of  2.5%.  An  extra  0.5% 
or  0.75%  ofa  percent  of  real  growth  would  provide  huge 
additional  sums  in  the  next  century.  Such  growth  is  easily 
achievable  if  we  remove  tax  and  regulatory  barriers.  After 
all,  we  have  had  average  real  growth  rates  of  3%  to  3.5% 
in  the  last  200  years.  An  IRA-type  of  system  would  make 
the  economy  more  vibrant  by  generating  more  capital  for 
risk-takers.  Under  some  proposals,  bonds  would  be  issued 
to  pay  remaining  transition  costs,  which  could  total  $500 
billion  or  more  over  the  next  15  to  20  years.  Then,  with 
the  resulting  savings  from  the  new  system,  the  bonds 
could  start  to  be  amortized.  Any  way  you  slice  it,  such 
interim  costs  would  be  infinitely  less  than  the  horrific 

obligations  we  face  if  we  keep 
1  the  current  system. 
^  ■  The  American  people  cannot  be 

jjlc|lr  s  trusted  to  invest  their  own  money. 
Wwg^p*  5  By  that  standard,  we  shouldn't  be 
■I  Iwi  <S  -  trusted  to  handle  our  paychecks, 
ffllf  ( — )  s  to  choose  our  own  leaders,  to 
Pr_  pick  our  own  careers,  spouses, 

t  f"~  s  etc.  Tens  of  millions  of  Americans 
'M*&>*  g  already  own  mutual  funds.  Tens 
\  of  millions  more  have  savings 
accounts.  One  wonderful  advan- 
tage of  an  IRA  system  is  that 
young  people  will  be  asking 
questions  about  economics,  taxes  and  financial  markets  that 
they  wouldn't  have  asked  otherwise.  They  will  learn  and  will 
thus  have  less  tolerance  for  Washington's  fiscal  shenanigans, 
as  they  will  readily  see  how  such  games  affect  their  nest  eggs. 

■  Using  Social  Security  surpluses  for  such  a  transition  will 
boost  the  budget  deficit.  Right  now,  Washington  counts 
those  Social  Security  Security  surpluses  as  revenue.  But  the 
financial  markets  are  not  fooled  and  the  national  debt 
would  not  be  affected.  Our  Treasury  Department  current- 
ly borrows  those  surpluses  to  help  finance  its  shortfalls.  In 
fiscal  1995,  for  example,  the  reported  budget  deficit  was 
$160  billion.  Yet  the  actual  debt  went  up  $290  billion. 

■  Wall  Street  would  make  money.  By  that  criterion,  we 
should  nationalize  banks  and  mutual  funds  companies. 
The  key  is,  will  America  be  better  off  with  this  kind  of 
change?  The  answer  is,  obviously,  yes. 

■  The  stock  market  won't  rise  forever.  When  it  falls,  lib- 
erals claim,  people  will  realize  the  folly  of  an  IRA-type 
system.  But  despite  the  market's  ups  and  downs,  returns 
on  private  investments  have  historically  far  outpaced 
what  Social  Security  is  now  yielding. 

■  What  about  people  in  their  40s  and  early  50s — are  they 
stuck  with  the  old  system?  No.  Various  proposals  are 
being  formulated  that  would  allow  them  to  stay  in,  get 
out  or  go  for  some  sort  of  hybrid. 

Social  Security  reform  need  not  be  a  partisan  issue. 
Everyone  has  an  interest  in  insuring  that  a  secure  retire- 
ment plan  is  in  place.  Rather  than  demagoguery,  now  is 
the  time  for  educating  our  citizenry  about  the  opportu- 
nity to  make  positive  changes.  ■ 
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If  I  could  pick  only  one 


Our  annual  stock-picking  contest  offers 

12  names  as  potential  market-beaters  in  1997. 


By  John  H.  Christy, 
Shlomo  Z.  Reifman 
and  Robert  J.  Sherwood 

Score  one  for  the  bulls.  Each 
year  at  this  time  we  ask  12  analysts  to 
pick  their  favorite  stock  for  the 
coming  year.  The  12  stocks  picked 
for  1996  gained  an  average  of  30%, 
nearly  double  the  gain  of  the  s&P 
500.  The  standout  winner  among 
last  year's  bulls  is  Van  Brady,  money 
manager  at  Presidio  Management, 
which  handles  $120  million  in 
mostly  hedge  funds  in  San  Francisco. 
Brady's  1996  pick,  fpa  Medical  Man- 
agement, rose  242%. 

The  rules  of  our  contest  are 
simple.  An  analyst  gets  a  shot,  and  if 
he  beats  the  market,  he's  invited  back 
the  next  year;  if  not,  he  or  she  is  off 
the  panel. 

Van  Brady's  the  current  hero  of 
our  pick-only-one  contest.  His  picks 
have  beaten  the  market  for  eight 
years  running.  (There's  only  1 
chance  in  256  that  random  guessing 
could  deliver  such  consistency. )  Had 
you  bought  every  one  of  Brady's 
picks  beginning  in  1989  and  sold 
them  at  the  end  of  each  year,  you 
would  have  a  cumulative  gain  ( before 
trading  costs  and  taxes)  of  43,000% 
by  now. 

Brady,  66,  and  his  twin  brother, 
William,  pursued  sales  careers  at  IBM 
for  14  years,  then  quit  to  run  money. 
Van  Brady  doesn't  shrink  from  paying 
a  high  multiple  of  earnings  to  get  a 
company  with  a  high  growth  rate. 

For  1997  he  picks  Advance  Para- 
digm, a  Dallas  firm  that  helps  insur- 
ers reduce  spending  on  prescription 
drugs.  The  firm  went  public  only  two 
months  ago  at  9  and  recently  traded 
at  11%.  Brady  expects  its  profits  to 
nearly  double  in  calendar  1997,  to  60 
cents  a  share. 

Celebrity  fund  manager  Mario 


Gabelli  scored  a  67%  gain  with 
Nortek  last  year.  Gabelli's  no  slouch, 
either.  He  has  been  on  our  panel 
twice  now.  This  time  around  he's  bet- 
ting on  Aztar,  which  owns  casinos  in 
Las  Vegas  and  Atlantic  City.  "The 


one  thing  they  have  is  location,  loca- 
tion, location.  What  they're  missing 
is  management,  management,  man- 
agement," says  Gabelli.  His  conclu- 
sion? "Aztar  is  ripe  for  a  takeover." 
Lesa  Sroufe,  director  of  research  at 
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STATISTICAL  SPOTLIGHT 
The  bets  for  1997 


Recent 


Name/affiliation 

Stock 

Ticker 

price 

The  optimists  . .  • 

Andrew  Abrams/Abrams  Inves  Partuers/CWH  Assoc 

Nobel  Ed  Dynamics 

rvtui 

i  rw 

John  Bevilacqua/The  Ohio  Co  (Cardinal  Fund) 

Playtex  Products_ 

DVY 

riA 

73/ 
l/t 

Van  Brady/Presidio  Management 

Muvance  rarauigrn 

Muvr 

1 1V 

11/4 

Edward  Cronin  Jr/Manciiester  Capital  Management 

LUKOII  nOlQing  ^AUK) 

1 1  funv 

AO 

Harold  Ehrlich/Warburg  Pincus 

TAH  Honor  Intl  ^flnRl 

THW 

i  nvv 

1  Vi 
1  OA 

Mario  Gabelli/Gabelli  Asset  Management 

Aztar 

AZR 

Gerald  Jordan/Hellman,  Jordan  Management 

Homestake  Mining 

HM 

MX 

Vivian  Lewis/Global  Investing 

AFP  Provida  SA  (ADR) 

PVD 

18 

William  Nasgovitz/Heartland  Advisors 

Lawyers  Title 

LTI 

19^ 

Richard  Schmidt/Stellar  Asset  Management 

ATC  Comm  Group 

ATCT 

12% 

Brett  Sneed/Bull  &  Bear  Group 

Computervision 

CVN 

9% 

Lesa  Sroufe/Ragen  MacKenzie 

LI  V 

1  TW 

LI  V 

1 1 
11 

. . .  the  naysayers 

Bradford  Ebner/Salus  Capital  Management 

Coca-Cola 

KO 

m 

Joseph  Parnes/Technomart  Investment  Advisors 

Presstek 

PRST 

74J$ 

William  Fleckenstein/Fleckenstein  Capl  Management 

Gateway  2000 

GATE 

5914 

Michael  Murphy/Overpriced  Stock  Service 

IP  Timberlands  LP 

IPT 

12 

Mitchell  Kopin/Cranshire  Capital  LP 

Organogenesis 

ORG 

l\% 

Prices  as  of  Dec.  18,  1996 


If  you  could  make  only  one  bet  for  1997,  what  would  it  be? 
We  asked  17  money  experts  this  question. 
The  last  five  entries  are  short-sale  picks. 

The  score  for  1996 


% 


Name/affiliation 

Stock 

change 

The  bulls  were  victorious  . . . 

Van  Brady/Presidio  Management 

FPA  Medical  Management 

242% 

Mario  Gabelli/Gabelli  Asset  Management 

Nortek 

67 

Andrew  Abrams/Abrams  Investment  Partners/CWH  Associates 

Hirsch  International 

65 

Lesa  Sroufe/Ragen  MacKenzie 

Dress  Barn 

55 

Brett  Sneed/Bull  &  Bear  Group 

AmeriCredit 

53 

Edward  Cronin  Jr/Manchester  Capital  Management 

Aladdin  Knowledge  Systems 

20 

Jim  Bogin/GT  Global 

John  Keells  Holdings 

14 

Michael  Price/Heine  Securities 

US  West  Media  Group 

-3 

Lawrence  Auriana/Kaufmann  Fund 

Neopath 

-31 

Steven  Abernathy/Cowen  &  Co 

Value  Health 

-33 

Philip  Smith/Alphi  Investment  Management 

IntegraMed  America* 

-35 

David  Saks/Gruntal  &  Co 

Royce  Laboratories 

-44 

...  the  bears  were  not 

Bradford  Ebner/Salus  Capital  Management 

Netscape  Communications 

-31 

Michael  Murphy/Overpriced  Stock  Service 

America  Online 

-29 

John  Rogers  Jr/Ariel  Capital  Management 

Cabletron  Systems 

-6 

Malcom  Lowenthal/Schroder  Wertheim 

Organogenesis 

-A 

Alan  Gaines/Gaines  Berland 

Chesapeake  Energy 

163 

Performance  from  Dec.  6,  1995  to  Dec.  16,  1996.  *Name  changed  from  IVF  America. 


The  12  stocks  from  last  year's  bullish  analysts 

rose  an  average  of  30%,  beating  the  16%  price 

gain  on  the  S&P  500  (Dec.  6, 1995  to  Dec.  16, 1996). 

Last  year's  bears  bombed:  Their  stocks  climbed  more  than  the  market. 


Ragcn  MacKenzie,  a  Seattle-based 
brokerage,  returns  with  LTV  Corp., 
the  integrated  steel  producer  that 
emerged  from  bankruptcy  in  1993. 
At  a  recent  price  of  1 1 ,  LTV  sells  for 
80%  of  book  value  and  11  times 
Sroufe's  1997  earnings  forecast. 

Bull  &  Bear  Group's  Brett  Sneed 
picks  Computervision,  a  maker  of 
computer-aided-design  software  that 
was  one  of  the  great  highfliers  in  the 
late  1970s  but  then  fell  on  hard 
times.  Sneed  thinks  Computervision 
is  heading  for  a  turnaround. 

Edward  Cronin,  managing  general 
partner  at  Manchester  (Vt.)  Capital 
Management,  suggests  Lukoil  Hold- 
ing. The  Russian  firm  controls  15%  of 
that  country's  oil  and  gas  wells. 
"Russian  equities  may  be  volatile,  but 
this  blue  chip  company  is  worth  the 
risk,"  says  Cronin. 

Nobel  Education  Dynamics,  oper- 
ator of  108  private  preschools,  ele- 
mentary learning  centers  and  schools 
for  lower-income  families,  is  Andrew 
Abrams'  pick.  He  thinks  Nobel  will 
earn  44  cents  a  share  on  revenues  of 
$72  million  in  1997. 

Vivian  Lewis,  editor  of  Global 
Investing  newsletter,  likes  Admin- 
istradora  de  Fondos  de  Pensiones 
Provida  of  Chile,  a  manager  of  pen- 
sion funds. 

Harold  Ehrlich,  a  managing  direc- 
tor at  Warburg  Pincus,  recommends 
Swiss  watchmaker  and  distributor  TAG 
Heuer  International. 

Crude  oil  is  up  39%  from  a  year 
ago.  That  makes  Gerald  Jordan,  pres- 
ident of  Hellman,  Jordan  Manage- 
ment, smell  inflation.  Jordan  likes 
Homestake  Mining,  a  San  Francisco- 
based  gold  miner.  He's  looking  for  a 
49%  gain  in  12  months. 

Richard  Schmidt,  of  Stellar  Asset 
Management  in  Naples,  Fla.,  pro- 
motes ATC  Communications  Group 
(formerly  nrp  Inc.).  The  tiny  $94 
million  (sales)  company  provides  call 
processing  and  teleservices  to  clients 
like  AT&T  and  Visa  International. 

John  Bevilacqua  manages  the  $240 
million  Cardinal  Fund.  He  picks  Play- 
tex Products,  second  in  the  tampon 
market  to  Tambrands.  Bevilacqua 
thinks  that  an  increase  in  internation- 
al sales — especially  in  developing 
nations — will  help  Playtex  earn  50 
cents  a  share  in  1997,  a  35%  increase 
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over  his  1996  estimate. 

William  Nasgovitz  manages  Heart- 
land Advisors'  Value  Plus  Fund.  His 
pick  for  1997  is  Richmond,  Va. -based 
Lawyers  Title.  Insurance  companies 
should  benefit  from  lower  interest 
rates  next  year,  says  Nasgovitz.  He 
also  notes  that  the  stock  is  selling  at 
85%  of  tangible  book  value  and  a 
cheap  6  times  trailing  earnings. 

We  don't  just  do  longs.  There's  a 
short-selling  contest,  too.  Nineteen- 
ninety-six  wasn't  a  great  year  for  the 
shorts,  and  the  five  bears  on  our  panel 
lost  money.  Instead  of  going  down, 
their  picks  rose  an  average  19%. 

This  year's  shorts  include  Presstek, 
a  maker  of  color  printing  systems  that 
short-sellers  have  been  after  for  a 
long  time  (Forbes,  June  17,  1996). 
The  stock  is  off  from  May's  high  of 
200  to  a  recent  7414,  but  Joseph 
Parnes,  president  of  Technomart 
Investment  Advisors  in  Baltimore, 
says  the  bloodshed  is  just  beginning. 

Bradford  Ebner,  president  of  Salus 
Capital  Management,  was  right  last 
year  when  he  said  Netscape  was 
absurdly  valued.  Ebner  is  a  brave 
man.  His  short  for  1997  is  Coca- 
Cola.  "Why  purchase  Coca-Cola  at 
30  times  earnings,"  he  asks,  "when 
other  large-capitalization  companies, 
such  as  IBM,  sell  for  much  less?" 
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Michael  Murphy,  editor  of  the 
Overpriced  Stock  Service  newsletter, 
returns  after  a  successful  short  of 
America  Online  in  1996.  This  time 
he  recommends  shorting  IP  Timber- 
lands,  a  limited  partnership  formed 
by  International  Paper.  While  the 
stock  sports  a  hefty  16.7%  dividend 
yield,  Murphy  warns  that  the  payout 
will  drop  drastically  in  1999  as  the 
limited  partners'  share  of  cash  flow 
drops  from  95%  to  4%. 

William  Fleckenstein,  who  runs 
portfolios  from  a  Seattle-based  firm 
bearing  his  name,  says  that  investors 
should  short  mail-order  PC  vendor 
Gateway  2000.  The  home  PC  market 
is  saturated,  says  Fleckenstein,  just 
when  the  Japanese  are  moving  to 
invade  the  market. 

One  of  last  year's  moderately  suc- 
cessful shorts  was  Organogenesis,  off 
4%.  Sponsor  Malcolm  Lowenthal 
isn't  around  to  take  another  shot,  but 
newcomer  Mitchell  Kopin  of  North 
Brook,  IU.'s  Cranshire  Capital  thinks 
that  Lowenthal  was  on  to  something 
good.  Kopin  says  Organogenesis  has 
too  much  riding  on  quick  federal 
approval  of  its  Apligraf  (formerly 
Graftskin)  artificial  skin.  "Apligraf  is 
still  waiting  for  approval  and  faces 
stiff  competition  even  if  it  is 
approved,"  warns  Kopin.  BBS 


Gold 
Ame 


Because  it  has  historically  moved  in 
the  opposite  direction  of  stocks  and 
bonds,  gold  is  a  vital  asset  to  hold  in  con- 
junction with  paper  investments  in  order 
to  reduce  risk  and  volatility. 

In  the  U.S.,  more  investors  choose 
the  American  Eagle  gold  bullion  coin 
than  any  other  bullion  coin  in  the  world. 
American  Eagles  are  the  only  bullion 
coins  backed  by  the  U.S.  Government  for 
weight  and  content.  Guaranteed. 

Blanchard  and  Company  is  one  of 
America's  largest  and  most  respected 
precious  metals  dealers.  We  sell 
American  Eagles  at  just  1%  above  our 
cost.  Call  1  800  880  4653  to  order. 

1-800-880-4653 

Please  Ask  For  Extension  700 
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ala  Island. 


Vacation  in  a  private  paradise,  as  tropical  and  secluded 
as  any  undiscovered  island.  Visit  Laucala,  a  Forbes 
Magazine  South  Pacific  Property  in  the  Fiji  Isles. 

This  pristine  paradise  offers  the  world's  finest 
scuba  diving  and  snorkeling.  Windsurf.  Sail. 
Play  tennis.  Waterski.  Go  deep-sea  fishing  on 
board  the  island's  private  fishing  boat.  Relax  by 
the  pool.  Do  it  all.  Or  do  nothing  at  all. 

Laucala  is  the  ultimate  vacation  experience  — 
the  finest  amenities  without  the  formalities.  All 
this  for  just  $2, 100  pp  for  8  days  and  7  nights 
(plus  Fiji  tax).  And  that  includes  everything.  With 
its  own  private  ninway  and  daily  scheduled  com- 
mercial flight,  Laucala  is  the  perfect  getaway. 

For  more  information, 
call  1-800-F0RBES-5. 


FORBES 
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THE  FUNDS 

Tax  bombs 

Investing  in  a  well-performing  mutual  fund 
can  give  you  a  terrible  tax  headache/ 


By  Thomas  Easton 

The  directors  of  the  Jensen  Portfo- 
lio should  have  been  opening  cham- 
pagne at  their  Dec.  11  board  meet- 
ing. The  little  fund  (assets,  $13 
million)  was  up  24%  since  Jan.  1.  But 
the  talk  on  this  bleak  morning  was  of 
a  problem  that  comes  with  success: 
an  equity  portfolio  rich  in  unrealized 
gains  and  poor  in  losers  that  could  be 
sold  to  offset  realized  capital  gains. 

"For  an  investment  manager,  losses 
are  a  valuable  commodity,  and  ours 
are  just  about  gone,"  lamented  Val 
Jensen. 

If  you  are  about  to  buy  into  a  suc- 
cessful stock  fund,  you — like 
Jensen — should  think  long  and  hard 
about  this  problem.  You  could  be 
buying  into  a  tax  liability. 

Say  a  $200  million  portfolio 
includes  $100  million  of  unrealized 
gains.  If  the  fund  manager  sells  all 
these  stocks,  either  to  buy  others  or 
simply  to  raise  cash,  he  has  $100  mil- 
lion of  capital  gains  to  account  for. 
The  tax  law  requires  that  these  prof- 
its be  distributed  to  shareholders.  As 
a  shareholder,  you  have  to  put  your 
proportionate  share  of  the  gains  on 
your  tax  return.  This  is  true  whether 
or  not  you  reinvest  the  distribution  in 
the  fund,  and  whether  or  not  you 
were  in  the  fund  long  enough  to 
enjoy  the  gains. 

To  continue  our  hypothetical  case: 
Say  you  invested  $10,000  in  the  fund 
just  before  the  capital  gain  distribu- 
tion was  made  and  that  you  take  the 
payout  in  cash.  After  the  distribution, 
you  still  have  your  fund  shares,  which 
are  now  worth  $5,000,  and  you  have 
a  check  for  $5,000,  on  which  you  are 
going  to  have  to  pay  a  few  thousand 
dollars  in  taxes  come  next  April. 

Unfair,  isn't  it?  You're  breaking 
even  so  far,  but  the  IRS  wants  to  tax 
you  on  $5,000  of  "profit." 

What  do  you  do?  There  are  several 


preventive  measures  and  one  cure. 

The  cure  first:  Just  quit  the  fund. 
Then  you  would  report  a  $5,000 
capital  loss  on  fund  shares,  which 
would  just  offset  the  $5,000  capital 
gain  from  the  distribution.  There's 
no  net  cost  to  you. 

You  may  not  find  the  cure  entirely 
satisfying.  After  all,  you  didn't  buy 
this  fund  just  so  you  could  sell  it  a 
short  while  later.  You  may  have  paid 
a  load  to  get  in.  And  if  you  want  to 
come  back  after  establishing  your 

Where  taxes  lurk 


Fund 


Unrealized  Turnover 


gains* 

Salomon  Bros  Opportunity 

57% 

8% 

Parkstone  Mid  Cap  Inv  A 

55 

49 

Parkstone  Small  Cap  Inv  A 

55 

67 

Sequoia 

55 

15 

State  Bond  Common  Stock 

55 

2 

Pilgrim  America  MagnaCap  A 

53 

15 

State  Farm  Growth 

52 

3 

Mairs  &  Power  Growth 

50 

4 

Sentinel  Common  Stock  A 

50 

22 

Legg  Mason  Value  Primary 

49 

20 

Nicholas  II 

49 

20 

Reynolds  Blue  Chip  Growth 

49 

49 

Fortis  Growth  A 

48 

27 

Fortis  Advant  Capital  Appr  A 

47 

21 

Fortis  Capital  A 

47 

14 

Pennsylvania  Mutual 

47 

10 

Stein  Roe  Growth  Stock 

47 

39 

Evergreen  Aggressive  Growth  A 

46 

31 

Sit  Mid  Cap  Growth 

45 

50 

Stagecoach  Corporate  Stock  A 

45 

6 

Figures  are  based  on  most  recent  fiscal  year  available. 
Unrealized  long-  and  short-term  gains,  net  of  unrealized 
losses  divided  by  net  assets. 
Source:  Mormngstar,  Inc. 

Funds  with  big  unrealized  gains. 


paper  loss  for  tax  purposes,  the  IRS 
will  make  you  wait  31  days. 

Now  for  preventive  measures. 

One  is  to  avoid  funds  with  large 
unrealized  gains  on  the  balance  sheet. 
In  the  table  we  show  20.  The  trouble 
with  this  approach  is  that  it  excludes 
from  consideration  some  excellent 
funds.  This  late  in  a  bull  market, 
you'd  expect  a  well-managed  fund  to 
be  sitting  on  some  big  profits.  Capi- 
tal gains  compose  45%  or  more  of  the 
net  asset  value  of  such  funds  as 
Salomon  Brothers  Opportunity,  Pil- 
grim America  MagnaCap  and 
Nicholas  II. 

A  second  preventive  measure: 
Look  for  a  fund  with  low  turnover  in 
its  portfolio,  meaning  one  that's  run 
by  a  manager  who  likes  to  buy  and 
hold  rather  than  trade. 

Alas,  there's  a  weakness  in  this 
defensive  measure,  too.  The  buy-and- 
hold  manager  could  have  his  hand 
forced.  Vanguard's  popular  S&P  index 
fund,  for  example,  has  unrealized 
gains  equal  to  24%  of  assets  and  a 
very  low  historical  turnover.  But  what 
if  the  market  takes  a  dip  and  itchy 
investors  redeem  en  masse?  Then,  at 
a  certain  point,  the  manager  would 
have  no  choice  but  to  start  selling 
winning  positions. 

And  what  if  there's  a  change  in 
ownership?  The  $76  million  State 
Bond  Common  Stock  Fund  was, 
until  recently,  made  to  order  for  a 
conservative,  tax-adverse  investor:  not 
a  down  year  since  1984,  market-like 
performance  and  a  history  of  low  tax- 
able distributions.  Annual  turnover 
was  just  2%. 

"We  bought  and  held  and  let  com- 
panies do  their  thing,"  says  Keith 
Martens,  portfolio  manager  most  of 
the  past  12  years.  But  Martens' 
bosses  sold  control  of  the  operation 
this  fall,  and  by  the  time  the  deal  was 
concluded  in  mid- December,  almost 
20%  of  the  gains  were  realized  and 
passed  along  to  shareholders.  The 
fund  was  then  merged  into  higher- 
turnover  Federated  Growth  Strate- 
gies Fund. 

The  third  preventive  measure:  Put 
stock  funds  in  a  tax-deferred  account, 
such  as  your  IRA  or  401(k),  and  rein- 
vest distributions.  Then  you  don't 
care  what  distributions  are  paid  or 
when  they  are  paid.  H 
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The  new  value  man 
at  Windsor 

After  a  quarter  of  a  century  as  understudy 
to  the  great  John  Neff,  Windsor  Fund's 
Charles  Freeman  has  done  very  well  in 
his  first  solo  year. 


By  James  M.  Clash 

Charles  Freeman  isn't  well-known 
on  Wall  Street,  but  he  will  be.  Taking 
over  a  year  ago  from  a  famous 
investor,  John  Neff,  Freeman  has 
been  running  Vanguard  Windsor, 
one  of  the  nation's  ten  largest  stock 
funds,  and  doing  a  fine  job  of  it. 

How  did  Freeman  get  this  impor- 
tant position?  The  day  after  getting 
an  M.B.A.  from  Wharton  in  1969, 
Freeman  joined  the  Wellington  Man- 
agement Co.  as  an  assistant  to  a  rela- 
tively unknown  fund  manager  named 
John  Neff. 

Neff  was  not  then  a  name  in  the 
fund  industry,  but  it  was  to  become 
one.  During  the  31  years  that  Neff 
ran  Windsor,  from  June  30,  1964 
through  Dec.  31,  1995,  the  fund 
chalked  up  a  compound  annual 
13.8%  return.  How  good  is  that? 
Plenty  good.  Had  you  invested 
$10,000  in  the  S&P  over  that  time  it 
would  have  grown  to  $248,000;  the 
same  investment  in  Windsor,  to  more 
than  double  that— $587,000. 

Freeman  moved  out  of  Neff's 
shadow  with  the  latter's  retirement 
last  January.  A  year  later,  Freeman, 
now  53,  is  still  squinting  his  eyes  in 
the  limelight.  He  granted  an  inter- 
view only  reluctantly  and  refused  to 
be  photographed.  But  despite  his 
long  relationship  with  Neff,  Freeman 
is  very  much  his  own  man.  Five  min- 
utes into  our  talk,  he  suddenly  bris- 
tles, "Is  this  about  me  and  John  Neff, 
or  about  me  and  the  Windsor  Fund?" 

For  the  record,  it's  about  whether 
Freeman  will  operate  in  Neff's  style. 
Neff's  trademark  in  running  the  now 
$17  billion  fund  was  concentrated 


bets  on  large 
companies  trading 
at  below-market 
multiples.  When  a 
sector  like  autos,  banking 
or  oil  was  out  of  favor,  Neff  would 
buy  in,  then  hold  on  stubbornly.  A 
classic  example  is  Citicorp.  Six  years 
ago  the  stock  was  hovering  just 
above  8  as  investors  wondered 
whether  billions  of  dollars  in  sick  real 
estate  loans  would  sink  the  bank. 
Neff  and  Freeman  looked  beyond 
the  bad  loans  to  Citicorp's  two  major 
sources  of  cash:  one,  U.S.  credit 
cards,  and  the  other,  the  growing 
number  of  branches  in  developing 
countries. 

Today,  Citicorp  trades  at  104. 
Freeman  has  trimmed  holdings  a  bit 
this  year  as  he  feels  the  stock  is 
becoming  more  fully  valued,  but  he 
still  owns  $728  million  worth,  4.3% 
of  the  fund's  assets. 

For  the  most  part,  Freeman  is  fol- 
lowing in  Neff's  footsteps.  The  fund 
is  still  a  value  investor,  with  the  aver- 
age Windsor  stock  trading  at  10 
times  1997  projected  earnings,  versus 
17  for  the  s&P. 

And  it's  still  concentrated:  Wind- 
sor's top  ten  stocks  account  for  more 
than  a  third  of  the  portfolio,  about 
the  same  as  under  Neff. 

Freeman  has  initiated  some  changes. 
He  has  cut  Windsor's  cash  position  in 
half,  to  10%.  "We'll  deliver  a  hill  plate 
of  equity  to  the  shareholder  because  I 
think  that's  what  the  shareholder 
wants,"  says  Freeman.  He  plans  to 
scale  cash  back  to  5%  by  summer,  beef- 
ing up  current  positions,  like  AT&T  and 


Conti- 
nental Airlines. 

One  apparent  change  in 
styles  at  Windsor  is  Freeman's  will- 
ingness to  buy  technology  stocks,  a 
sector  Neff  traditionally  avoided. 
Windsor  now  has  12%,  or  $2  billion, 
in  technology,  including  Compaq 
(3.2%  of  the  portfolio),  Seagate  Tech- 
nology and  Nokia.  But  note  this 
about  Freeman's  technology  picks: 
They  aren't  the  real  highfliers. 
Compaq  trades  at  17  times  leading 
earnings.  There  is  no  Netscape  (p/e, 
270)  or  Ascend  Communications 
(p/e,  68)  in  the  Freeman  portfolio. 

How's  all  this  working  out  for 
Windsor  shareholders?  Pretty  well, 
with  a  26%  total  return  for  Jan.  1  to 
Dec.  20,  1996.  That's  two  points 
ahead  of  the  s&P,  coincidentally  near 
John  Neff's  lifetime  margin  of  a  3- 
point  spread  over  the  market. 

Our  conclusion  is  that  Freeman, 
like  Neff,  is  a  very  plausible  bet  for  a 
value  investor. 

Windsor  has  been  closed  to  new 
investors  since  1989,  but  you  can  get 
in  the  back  door  by  buying  either 
share  class  of  Vanguard  Gemini  II 
Fund,  a  closed-end  fund  trading  on 
the  New  York  Stock  Exchange  near 
net  asset  value.  When  the  fund  liqui- 
dates on  Jan.  31,  you  have  the  option 
of  taking  your  payout  in  shares  of 
Windsor.  H 
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STREETWALKER 


Radio  active 

Premiere  Radio  Networks 
(prni,  Nasdaq)  is  the  fourth 
largest  independent  provider  of  pro 
gramming  to  radio  stations  in 
the  U.S.  Its  stoek,  at  a 
recent  11^,  has 
gone  nowhere  in 
the  market  rally. 
Buy  it  before 
someone  buys 
the  company, 
says  Mont- 
gomery Securi- 
ties" Gordon  Hodge 

The  Los  Angeles, 
Calif.-based  company  produces  37 
programs  reaching  5,300  station 
affiliates  and  controls  90%  of  the 
radio  comedy  heard  nationwide. 
Revenues,  at  $27.5  million  last  year, 
have  grown  at  a  compound  annual 
rate  of  25%  since  1990;  operating 
profits  have  risen  33%  in  the  same 
period.  It  has  no  debt,  and  the  stock 
trades  at  a  favorable  multiple  com- 
pared to  its  biggest  competitor, 
Westwood  One.  Although  Pre- 
miere's 29%  cash  flow  margin  beats 
Westwood's  23%,  Premiere  stock 
trades  at  27  times  earnings,  and 
Westwood's  at  35. 

Wall  Street  may  overlook  this 


Sweet-talkin'  guys 

Biospherics  Inc.  (binc, 
^    Nasdaq)  is  a  Beltsville,  Md. 
company  ($13.4  million  in  sales 
over  the  last  12  months)  that  dis- 
penses health  care  information  by 
phone  and  writes  medical  reports 
for  the  government.  So  why  is  the 
stock,  at  a  recent  7lA,  trading  at  125 
times  trailing  12-month  profits? 

Hype  and  hope  for  a  natural, 
noncaloric  sugar  substitute — called 
Sugaree — that  the  company's  been 
"developing"  for  15  years,  binc 
brags  that  the  substance  even  slows 
aging.  Bullish  analyst  reports,  paid 
for  by  the  company,  propelled  the 
shares  from  a  split-adjusted  4%  to  9lA 
in  1996. 

Short  the  stock.  Investors  will 
sour  on  Biospherics  when  they  real- 
ize that  Sugaree  isn't  up  to  the  com- 
pany's claims.  Even  if  the  FDA  okays 


company,  but  Michael  Milken  and 
media  giant  Rupert  Murdoch 

haven't.  They  control  34% 
of  Premiere  through 
investment  vehicle 
Archon  Commu- 
nications. Pre- 
miere's man- 
agement 
controls  anoth- 
er 25%. 
Premiere 
recently  picked 
up  two  popular 
talk  shows  hosted  by 
lim  Rome  and  Michael 
Reagan.  It  acquired  Cutler  Pro- 
ductions— the  nation's  number  two 
comedy  producer — for  $8.5  million. 
Cutler  should  add  $1.5  million  to 
Premiere's  cash  flow  in  1997. 

Last  fall's  launch  of  Melrose  Place 
Minute,  a  quickie  update  on  the  Fox 
TV  show's  latest  drama,  is  attracting 
listeners.  Fox  Television  President 
David  Evans  sits  on  Premiere's 
board,  so  more  Fox-related  pro- 
gramming is  planned. 

Hodge  says  Metro  Networks  and 
ABC  Radio  are  possible  Premiere 
suitors;  management  has  hinted  it's 
on  the  lookout  for  buyers.  A  takeout 
could  bring  $18  a  share,  a  70%  gain. 

-Stephen  S.  Johnson 


binc  to  produce  Sugaree — a  big  it1 
its  cost  to  consumers  would  be  at 
best  five  times  the  price  of  sugar. 
Meanwhile,  Johnson  &  Johnson 
and  Hoechst  are  working  on  their 
own,  cheaper,  sweeteners.  Mon- 
santo is  perfecting  its  NutraSweet 
sugar  substitute. 

Biospherics  shares  are  easy  to 
borrow;  the  few  independent 
analysts  who  follow  the  company 
think  its  stock  is  worth  $2  on  cur- 
rent business.  -Caroline  Waxler 

Dog  has  its  day 

Greyhound  Lines  (bus, 
Amex),  the  $700  million 
(sales)  bus  company,  may  have  seen 
the  last  of  its  dog  days.  At  a  recent 
3%,  the  stock  is  trading  at  9  times 
1997  expected  earnings.  One 
money  manager  thinks  the  shares 


could  double  within  a  year. 

Greyhound  went  bankrupt  in 
1990,  emerged  in  October  1991, 
but  was  hemorrhaging  money  by 
1994,  losing  $116  million,  or  $7.58 
a  share,  bus  is  expected  to  lose  5 
cents  a  share  in  1996.  The  stock 
traded  as  high  as  $22.75  in  1993. 

Company  blunders  included 
spending  three  times  what  the  com- 
pany had  planned  on  a  failed  airline- 
like ticketing  and  reservations 
system.  Greyhound  learned  that 
riders  rarely  call  in  advance  and 
don't  use  credit  cards  to  buy  tickets. 
When  customers  did  call,  manage- 
ment didn't  have  phones  properly 
staffed.  Many  who  reserved  no- 
money-down  seats  were  no-shows. 

Ancient  history,  says  analyst  Mart 
Bailey  at  San  Francisco's  Shemano 
Group,  an  investment  research  firm. 
New  management  led  by  Craig 
Lentzsch  of  Motor  Coach  Industries 
came  in  two  years  ago  and  convert- 
ed $89  million  of  Greyhound's 
$295  million  debt  to  equity. 

Greyhound  will  benefit  from 
Amtrak  cutbacks;  it  already  moved 
29  of  its  terminals  to  train  stations 
to  pick  up  that  traffic.  Greyhound 
now  matches  its  schedules  with 
regional  carriers'  to  give  customers 
better  connections.  The  company 
had  its  best  Thanksgiving  in  seven 
years,  with  ticket  sales  up  8% 
over  1995. 

Greyhound  will 


get  an  even  bigger  boost 
this  month  as  it  begins  direct  trips 
from  the  U.S.  interior  deep  into 
Mexico  as  the  only  legal  carrier  out- 
side of  Texas  on  the  route.  Most  of 
this  estimated  $200  million  market 
comes  from  Mexico,  where  98%  of 
the  population  rides  buses  between 
cities.  Bailey  sees  Greyhound  earn- 
ing 40  cents  a  share  in  1997,  more 
than  $1  in  1998.  Buy  it.    -CW.  ■ 
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BY  ERIC  S.  HARDY 


Sick  of  gyrating  stocks?  One  way  to 
reduce  volatility  in  a  portfolio  is  to 
buy  convertible  securities.  The  value 
of  convertibles  is  determined  by  a 
blend  of  factors  relating  to  both  the 
stock  and  the  bond  markets.  Con- 
vertibles generally  underperform 
straight  equities  in  bull  markets  (they 
were  up  about  18%  on  average  in 
1996,  several  points  less  than  the 
Dow  industrials),  but  should  outper- 
form equities  when  the  stock  market 
turns  sour  once  again. 

Merrill  Lynch's  manager  of  global 
convertible  research,  Anne  Cox,  likes, 
among  others,  the  Unocal  6.25% 
convertible  preferred.  Priced  at 
$55.25,  the  preferred  was  recently 
trading  at  16.5%  above  its  conversion 
value  of  $47.43.  This  prices  the  pre- 
ferred at  a  relatively  attractive  con- 
version premium  to  the  stock. 


Special  focus 


According  to  ibes  consensus  forecasts, 
these  firms  should  post  at  least  20% 
annual  profit  growth  over  the  next  five 
years.  But  their  balance  sheets  are  weak: 
Value  Line  ranks  these  stocks  near  the 
bottom  of  its  financial  rating  system.  If 
you  think  money  will  grow  tighter,  better 
think  twice  before  buying  these  stocks. 

Future  prospects  better  than  current  finances 


Company 

Recent 
price 

EPS 

5-yr 
growth* 

J  Baker 

57/8 

41% 

Chico's  FAS 

53/8 

23 

Ezcorp 

6*/8 

25 

First  Team  Sports 

f/i 

23 

Huntco 

U3A 

32 

Northwestern  Steel  &  Wire 

46/8 

23 

Staff  Builders 

i/z 

27 

SubMicron  Systems 

5X/8 

sol 

Sources:  Value  Line  and  IBES  Inc.  via  OneSource 
Information  Services.  'Estimated. 

The  overall  market 


4400 
4000 
3600 
3200 
2800 


The  Barra  All-US  price  index  as  of  12/18/96 

Market  value:  $8,164.2  billion 
P/E:  19.9 

P/E  minus  negative  EPS:  18.2 
Price/book:  2.9 
Yield:  1.7% 


12-month  cioseup 
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Cioseup  on  the  markets 


Index  or  investment 
Barra  All-US  Index 
S&P/Barra  Growth  index 
S&P/Barra  Value  index- 
Dow  Jones  industrials 
S&P  500 
NYSE 
Nasdaq 

PSE  Tech  100 3 
EAFE4 

CRB  futures  index5  6 
Gold'  (Comex  spot) 
Yen6  (per  $US) 
Oil5  (W  Texas  Intermediate) 


2-week  change 


-1.9' 
-1.9 
-1.7 
-1.2 
-1.8 
-2.0 
-0.9 
-1.7 
-1.6 
1.8 
-0.2 
0.5 
5.6 


1  year  ago 

18.6% 
22.3 
19.2 
25.4 
20.7 
19.0 
25.4 
25.9 

4.8 

0.1 
-4.8 
11.8 
38.7 


%  change  from 

5-year  high 

-3.0% 


-3.7 
-3.1 
-3.1 
-3.4 
-3.4 
-2.3 
-3.3 
-3.8 
-6.2 
-10.9 
-8.3 
0.0 


The  best  and  worst  performing  stocks 


2-week 

1996 

2-week 

1996 

Best 

Price 

change 

EPS7 

Worst 

Price 

change 

EPS' 

Eljer  Industries 

23  '/2 

90% 

NA 

Casino  Data  Systems 

77/s 

-44% 

$0.53 

Retirement  Care  Associates 

9  Vb 

55 

NA 

Galoob  Toys 

17  Vz 

-42 

1.33  j 

Binks  Sanies 

39  5/8 

38 

NA 

Eltron  International 

193/8 

-36 

1.35 

Boston  Technology 

251/, 

37 

$0.49 

Regis 

IS1/* 

-36 

1.05* 

Protein  Design  Labs 

33  3/4 

35 

-0.99 

Acclaim  Entertainment 

33/4 

-32 

-1.33  | 

The  best  and  worst  performing  industry  factors5 


Best 

2-week 
change 

Change 
since 
12/31/95 

Worst 

2-week 
change 

Change 
since 
12/31/95 

Tobacco 

8.3% 

23.3% 

Misc  mining  metals 

-7.4% 

-4.1% 

Aerospace 

3.3 

30.2 

Consumer  durables 

HUH 

12.0 

Oil  refining,  distributing 

1.6 

21.1 

Motor  vehicles 

-6.9 

0.9 

International  oil 

1.3 

15.5 

Retail 

-6.4 

20.3 

Financial  services 

1.0 

39.3 

Pollution  control 

-5.9 

16.7 

:Note:  Data  for  period  ending  12/18/96.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on 
U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings 
growth.  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  pnce-to-earnings  ratios.  3A  price-weighted  index  of  100  widely  followed  U.S. 
[technology  stocks.  Base  value  =  50  (adjusted),  12/31/82.  "A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  'Index  of  21 
commodity  futures.  6Source:  Knight-Ridder  Financial  Publishing.  'Estimate.  Source:  IBES  Express.  8Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics. 
Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  "1997  estimate.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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COMMODITIES  REVIEW 


CRB  spot  indexes 


CRB  futures  indexes 


360 


315 


270 


225 


Raw  industrials 


1992 


1993 


1994 


1995 


1996 


BY  ERIC  S.  HARDY 


Sharp  increases  in  grain  prices  were  the  dominant  factor 
in  the  commodities  markets  during  the  first  half  of  1996, 
but  energy  (see  lower  left)  is  where  the  action  is  these  days. 
Merrill  Lynch's  futures  research  director,  William  O'Neill, 
explains  that  low  inventories  of  petroleum  products  and 
higher-than-expected  demand  were  enough  to  nullify 
increased  production  in  Iraq — which  resumed  selling  oil 
on  the  world  market  in  late  1996.  Nonetheless,  the  over- 
all CRB  Futures  index  should  end  1996  at  about  the  same 
level  as  it  started  the  year. 

Equity  investors  are  holding  a  year-to-date  return  of 
around  18%  (dividends  included),  but  those  that  are 


310 


270 


230 


1992 


1993 


1994 


1995 


1996 


invested  in  the  Goldman,  Sachs  commodity  index  have 
done  a  lot  better.  The  index,  which  is  heavily  weighted  in 
energy-related  commodities,  is  up  41.8%  this  year.  Gold- 
man's director  of  commodities  research,  Steven  Strongin, 
thinks  the  commodity  index  will  go  still  higher  in  1997. 
One  factor,  according  to  Strongin,  is  strong  global 
demand  that  exists  for  commodities  in  Asia,  Latin  Amer- 
ica and  the  U.S. 

Other  commodities  markets  are  quiet:  Grain  prices 
have  been  trending  down  for  several  months.  A  bushel  of 
corn,  for  example,  is  32%  cheaper  than  it  was  three 
months  ago.  O'Neill  points  out  that  precious  metals  are 
trading  near  their  52 -week  lows — another  indication  that 
inflation  is  under  control. 


Commodity  spotlight 


March  heating  oil  futures  (cents  per  gallon) 

70 
65 
60 


55 
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1/96 
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6/96 


12/96 


CRB  cash  and  futures  prices 


Spot  indexes 

Futures  indexes 

Index' 

Value 

3-mo  change 

Index' 

Value 

3-mo  change 

All  commodities 

285.17 

-8% 

CRB  index 

245.58 

1% 

Raw  industrials 

331.77 

-4 

Precious  metals 

252.65 

"   "5  1 

Foodstuffs 

228.98 

-14 

Grains 

217.69 

-13 

Metals 

288.09 

-1 

Industrials 

267.32 

3 

Textiles 

269.35 

Livestock  &  meats 

258.04 

°  1 

Spot  prices 

Futures  prices 

Commodity 

Price 

3-mo  change 

Commodity 

Price 

3-mo  change 

Copper  scrap  (pound) 

$0.81 

14% 

Mar  Chi  wheat  (bushel) 

$3.96 

-4% 

Corn  (bushel) 

2.73 

-32 

Mar  copper  (pound) 

0.97 

13 

Print  cloth  (sq  yard) 

0.91 

0 

Mar  cotton  (pound) 

0.76 

-1 

Soybean  oil  (pound) 

0.22 

-8 

Feb  crude  oil  (barrel) 

24.50 

18 

Steel  scrap  (short  ton) 

116.50 

-15 

Apr  platinum  (troy  oz) 

372.00 

-6 

Prices  for  crude  oil,  natural  gas  and 
most  refined  oil  products  have  shot 
up  in  the  fourth  quarter,  as  reflected 
in  the  spot  and  futures  markets.  But 
PNC  Bank's  chief  economist,  Stuart 
Hoffman,  doubts  that  this  will  spark 
a  new  round  of  inflation.  He  predicts 
that  gains  in  the  Consumer  Price  In- 
dex will  not  exceed  3%  in  1997. 

Note:  All  prices  as  of  12/16/96.  'Composed  of  13  raw  industrial  commodities.  Composed  of  the  13  raw  industrial  commodities  plus  10  foodstuffs.  3Gold,  platinum  and  silver. 
'Composed  of  17  commodities.  'Base  for  spot  and  futures  indexes  (1967=100).  Source:  Commodity  Research  Bureau. 
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iEW  FROM  FORBES 

alf  Price  No-Risk  Charter 
ubscription  Opportunity 
or  Forbes  Readers: 


The  Cutting-Edge  Investment  Letter  Devoted  To 
The  New  Information  Technology 


George  Gilder,  the  smartest  technology  futurist 
on  Earth,  tells  you  how  to  cash  in  on  the  greatest 
wealth-building  opportunity  of  all  time! 

Did  you  have  the  technological  acumen  to  buy  Sun  Micro- 
terns?  A  $10,000  investment  has  turned  to  $243,333  in  a  few  short 
ars.  Did  you  jump  on  MICRON  early  enough  to  enjoy  its  500% 
wth?  Or  Applied  Materials?  (A  $10,000  investment  in  1991  would 
worth  over  $153,800  by  now.)  Should  you  buy  NetScape  now?  Is 
he  next  really  "hot"  technology  stock,  or  a  fast-burning  meteor? 

Many  investors  who  bet  on  the  right  technology  stocks  have 
tde  fortunes  in  the  past  ten  years.  But  according  to  FORBES 
ntributing  Columnist  George  Gilder,  the  profits  to  be  made  in  the 
M  three  to  five  years  on  some  of  the  new  technology  stocks  will 
ike  profits  from  the  PC  revolution  look  like  peanuts!  Of  course, 
u  can  also  lose  your  shirt  by  holding  the  wrong  technology  stocks, 
my  will  fail! 

Profit  opportunities  from  new  technology 
will  soon  dwarf  the  $400  billion  personal 
computer  market! 

In  the  GILDER  TECHNOLOGY  REPORT,  you  will  discover 
y  many  of  Wall  Street's  favorite  technology  companies  are  already 
>  far  down  a  wrong  road  to  turn  around,  go  back,  and  catch  up. 

The  investor  who  understands  why  the  majority  of  today's  elec- 
nic,  entertainment,  software  and  computer  related  operations  rest 
3n  a  fundamentally  obsolete  architecture,  can  make  astonishing 
5>fits  in  the  next  two  to  five  years.  Because,  while  many  of  Wall 
eet's  favorite  technology  stocks  will  soon  go  belly  up,  a  few  (some 
1  little  known)  will  explode  in  value  at  warp  speed. 

The  GILDER  TECHNOLOGY  REPORT  is  written  in  non- 
ihnical  layman's  language  to  explain  the  fundamental  concepts 
lind  the  coming  technological  revolution. 

Not  a  stock-picker  letter,  but  a  technology  report,  this  event-dri- 
i  letter  will  give  you  hard  data  to  support  specific  "death  knell" 
iclusions  and  to  identify  technology  stocks  that  will  enjoy  growth 
be  measured  in  1,000s  of  percent  in  the  next  two  to  five  years! 

In  the  Gilder  Technology  Report,  you  will  find  the  hard  statistical 
>rmation  you  will  need  to  separate  pivotal  trends  from  popular  fads. 
I'll  have  scientific  fundamentals  (as  opposed  to  Wall  Street  specu- 
on)  to  understanding  which  specific  technologies  will  shape  the 

t  decade,  and  who  is  leading  the  charge! 


Most  of  Wall  Street  Just  doesn't  have 
the  necessary  technological  credentials! 

Brokerages  attempt  to  predict  the  market,  investment  letters  pick 
stocksTnthe  GILDERTECHNOLOGY  REPORT,  you  will  find  sci- 
entific explanation  of  why  the  new  bandwidth  technology  will  soon 
turn  the  information/communication  world  upside  down.  Our  letter 
talks  about  technological  fundamentals,  not  market  speculation. 

But  you  will  also  find  the  company-specific  information  to  guide 
you  toward  profitable  investment  decisions.  You'll  know  which  com- 
panies stand  to  profit  most  from  the  coming  technology  revolution 
and  why.  And  you  needn't  be  an  engineer  or  "techie"  to  understand 
and  use  the  information  you'll  find  in  this  new  Forbes  publication. 

FREE  with  your  no-risk, 
HALF-PRICE  Charter  Subscription: 
Grow  Rich  On  The  Coming  Technological  Revolution! 

As  a  Charter  Subscriber  you'll  receive  a  FREE  copy  of  a  George 
Gilder  Special  Report  that  explains  bandwidth  technology,  why  it  will 
have  such  a  profound  impact  on  the  world  as  we  know  it,  and  which 
companies  are  ahead  in  the  early  race  for  supremacy! 

In  this  detailed  Special  Report  for  investors,  you'll  find  a  wealth 
of  company-specific  information  you  can  use  to  get  in  now  on  the 
ground  floor  of  tomorrow's  big  technology  winners!.  .  .and  to  free 
your  investment  portfolio  of  the  soon-to-be-duds  before  it's  too  late! 

Call  1 800-888-9896*  now  or  send  for  a 
no-risk,  HALF-PRICE  Charter  Subscription: 


Mail  to:  Gilder  Technology  Report,  PO  Box  37238,  Boone,  IA  50037-4238 

l~l  YES!  I  want  to  cash  in  on  the  coming  technology  revolution.  Please 
enter  a  no-risk,  half-price  Charter  Subscription  to  the  GILDER  TECH- 
NOLOGY RE  PORT  in  my  name  and  send  me  my  FREE  copy  of  Grow 
Rich  on  the  Coining  Technology  Revolution.  If  not  delighted  with  the 
newsletter.  I  may  cancel  at  any  time  for  a  full  and  prompt  refund. 

□  Check  enclosed  for  $295  USD(Half  the  single-issue  rate  of  $600) 
Make  check  payable  to:  Gilder  Technology  Report 

□  Bill  me  later  for  $295  USD 

□  Charge  my  credit  card:  DMC  □  AMEX  OVISA 

ACT#   EXP:  


'International,  please  call  01-515-246-6917.  All  payments  in  SUSD  please. 
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THE  CONTRARIAN 


False  prophets 


BY  DAVID  DREMAN 


David  Dreman  is 
chairman  of  Dreman 
Value  Advisors, 
Investment  Counsel, 
New  Jersey, 
and  author  of 
The  New  Contrarian 
Investment  Strategy. 


In  January  of  1995,  many  market  timers  and 
asset  allocators  warned  that  the  market 
looked  toppy.  The  s&P  500  had  run  up  71% 
from  its  1990  low,  and  close  to  600%  from 
the  beginning  of  the  great  bull  market. 
Toppy?  The  market  proceeded  to  advance 
another  71%. 

Market  timers  and  asset  allocators  promise 
to  get  you  in  and  out  of  the  market  at  the 
right  time.  Asset  allocators  go  one  promise 
further.  Working  with  a  host  of  technical,  fun- 
damental and  economic  variables,  they  claim 
they  can  maximize  your  returns  through  the 
proper  blend  of  stocks,  bonds,  cash  and  other 
investments. 

If  they  could  do  what  they  claim  to  be  able 
to  do,  the  timers  and  allocators  would  make 
their  followers  rich.  Who,  after  all,  wouldn't 
have  wanted  to  be  out  of  the  market  in 
October  of  1987  and  back  in  early  the  fol- 
lowing year?  But  in  practice  no  one — I 
repeat,  no  one — can  consistently  call  market 
turns  with  precision. 

The  chart,  taken  from  Morningstur  data, 
tells  it  all.  It  shows  the  returns  of  186  asset 
allocators  for  the  1 1  years  to  last  September, 
compared  with  the  s&P  500  and  the  average 
of  all  domestic  equity  funds.  The  period  cov- 
ers a  good  part  of  the  bull  market,  as  well  as 
the  1987  crash,  the  worst  on  record,  and  the 
sharp  downturn  of  1990.  This  was  an  ideal 
period  for  the  market  timers  or  asset  alloca- 
tors to  prove  their  mettle.  They  should  have 


Mistiming 

Compounded  returns  of  asset  allocation  funds  versus  al 
domestic  equity  funds  and  the  S&P  500,  1984=0 
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gotten  you  out  before  the  1987  and  1990 
crashes  and  back  in  on  time  to  ride  the  resur- 
gent bull.  Had  they  succeeded,  you  would 
have  outperformed  the  market  handily. 

As  the  chart  shows,  heroes  they  ain't. 
While  the  market  surged  508%  over  the  entire 
period  and  the  average  equity  fund  moved  up 
4 1 0%,  the  asset  allocators  increased  only 
296%  (all  figures  are  dividend  adjusted). 

With  hundreds  of  market  letter  writers  and 
asset  allocators  bandying  forecasts  about, 
some  of  them  are  bound  to  make  good 
calls — it's  the  law  of  the  coin  toss.  But  calling 
heads  once  does  not  seem  to  improve  the 
chances  of  calling  it  right  at  the  next  toss. 

While  the  market  surged  508% 
and  the  average  equity  fund 
moved  up  410%,  the  asset 
allocators  increased  only  296%. 


Take  the  case  of  a  well-known  market 
timer  whose  claim  to  fame  was  that  she  called 
the  1987  crash,  a  claim  somewhat  disputed 
because  she  never  issued  it  to  her  clients.  As 
the  market  fell  sharply  in  July  1996,  this  seer 
predicted  it  would  drop  another  1,000 
points.  Her  revised  forecast  drove  the  Dow 
down  40  points  the  day  it  was  issued.  But 
her  revised  forecast  notwithstanding,  the 
Dow  had  moved  up  1,129  points  near  the 
end  of  December. 

Even  when  the  timers  and  allocators  make 
lucky  calls  at  the  top,  there  is  almost  no 
chance  they  will  get  you  back  in  anywhere 
near  the  bottom.  On  paper  their  claims  make 
sense.  In  the  real  world  they  don't. 

Still,  what  do  you  do  after  the  market's 
enormous  gains?  I  wouldn't  sell  quality 
stocks,  particularly  if  the  gains  are  taxable.  If 
you  bought  a  stock  at  10  and  it  is  now  at  50, 
you  owe  Uncle  Sam  $10  a  share  in  capital 
gains  taxes.  So  even  if  you  could  buy  the 
stock  back  at  40,  you  still  wouldn't  be  cash 
ahead.  The  way  to  make  big  money  is  to  buy 
and  hold  quality  stocks,  not  to  try  and  out- 
smart the  market. 

Still  nervous?  Try  clearing  out  a  few  of 
your  more  speculative  holdings  and  build  up 
some  cash.  That  will  put  you  in  a  better  posi- 
tion to  weather  a  market  setback  and  may 
help  you  to  sleep  better. 
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WALL  STREET  IRREGULAR 


Profiting  from  volatility 


BY  MARK  HULBERT 


Mark  Hulbert 
is  editor  of  the 
Alexandria,  Va. -based 
Hulbert  Financial 
Digest,  a  monthly 
service  that  monitors 
the  performance 
of  investment 
advisory  letters. 
hfd@deiphi.com 


Emerging  technology  companies  differ 
from  more  established  firms  in  that  virtually 
all  of  their  value  lies  in  the  future.  Indeed, 
many  of  them  have  no  current  earnings  or 
sales  at  all. 

To  appreciate  the  special  challenges  of  invest- 
ing in  such  companies,  consider  Interneuron 
Pharmaceuticals.  Last  April  the  company 
received  approval  for  its  inaugural  product — 
Redux.  For  the  first  time  in  its  history,  the  com- 
pany was  on  track  to  begin  making  money.  And 
since  then,  according  to  Jim  McCamant  of  the 
Medical  Technology  Stock  Letter,  sales  of  Redux — 
the  first  new  antiobesity  drug  in  years — have 
run  ahead  of  most  analysts'  estimates. 

If  you  guessed  that  Interneuron  stock  has 
been  bid  up  by  all  this  good  news,  you  would 
be  wrong.  Interneuron  is  now  about  50% 
below  where  it  was  trading  on  the  day  Redux 
was  approved.  And  if  you  guessed  that 
Interneuron's  plight  is  unique,  you  would  be 
wrong  again.  McCamant,  whose  letter  has 
been  among  the  best  five-year  performers  sev- 
eral times  over  the  last  decade,  estimates  that 
more  than  half  the  time  Wall  Street  turns  less 
positive  on  new  biotech  companies  the 
moment  they  start  making  money. 

McCamant  believes  this  seemingly  irra- 
tional behavior  stems  from  the  way  analysts 
value  stocks.  The  moment  a  development- 
stage  business  starts  making  money,  analysts 
insist  on  valuing  them  with  price/sales  or 
price/earnings  ratios.  Such  ratios  are  helpful 
for  companies  with  a  long  history  of  sales  and 
earnings;  they  don't  provide  much  insight 
into  emerging  technology  companies.  By  def- 
inition, such  companies'  current  sales  and 
earnings  represent  only  a  tiny  fraction  of  the 
earning  potential  of  their  R&D. 

Okay,  but  how  do  you  evaluate  the  even- 
tual earning  power  of  these  companies'  tech- 
nologies? Not  by  listening  to  the  companies 
themselves,  needless  to  say:  They  always 
exaggerate  the  value  of  their  technologies. 
McCamant's  preferred  method  is  to  talk 
extensively  to  each  company's  competitors 
as  well  as  to  the  potential  licensees  of  the 
technology.  McCamant  has  found  through 
this  process  that  a  strong  consensus  often 
emerges  about  the  worth  of  each  company's 
technology.  Furthermore,  he  has  found  that 
this  consensus  often  is  significantly  at 


odds  with  Wall  Street's  opinion. 

Mike  Murphy  of  the  California  Technology 
Stock  Letter  utilizes  a  more  quantitative 
approach.  His  letter  is  in  second  place  among 
all  letters  the  Hulbert  Financial  Digest  has 
tracked  over  the  last  decade.  For  new  tech- 
nology companies  he  calculates  a  statistic  he 
calls  "growth  flow,"  which  adds  R&D  spend- 
ing per  share  to  earnings  per  share.  Murphy 
favors  technology  companies  that  are  trading 
for  the  lowest  ratios  of  price  to  growth  flow. 

Though  both  McCamant  and  Murphy  have 
fared  well  in  this  arena,  their  advice  isn't  for 
the  faint  of  heart.  Both  of  their  portfolios 
have  been  significantly  more  volatile  (or  risky) 
than  the  broad  stock  market — 75%  more  in 
Murphy's  case  and  158%  more  in 
McCamant's  case.  But  since  technology 
investing  is  a  long-term  proposition,  short- 
term  volatility  can  be  safely  ignored. 
McCamant  is  fond  of  reminding  us  of 
Amgen's  volatility.  Though  the  stock  is  more 
commonly  remembered  for  its  rise  from  less 
than  50  cents  (split-adjusted)  to  over  60,  it 
actually  suffered  through  three  price  declines 
of  more  than  50%  prior  to  its  big  move. 

McCamant  says  that  no  risk-reduction 
strategy  he  is  aware  of — such  as  stop  losses — 
would  protect  against  such  declines  without 
also  robbing  the  investor  of  the  eventual  gain. 

Since  technology  investing 
is  a  long-term  proposition, 
short-term  volatility 
can  be  safely  ignored. 


Willing  to  accept  volatility?  McCamant's 
favorite  for  long-term  appreciation  with  rela- 
tively low  risk  is  Chiron  (20).  Chiron  devotes 
an  impressive  amount  to  R&D,  and  there  is  a 
consensus  among  its  competitors  that  its 
technology  is  top  notch.  Other  McCamant 
tech  favorites  include:  Somatogen  (11,  devel- 
oping a  human  blood  substitute),  Shaman  (6, 
developing  a  product  to  treat  diarrhea)  and 
Xoma  (5,  protein  therapeutics). 

Murphy's  favorite  tech  stocks  are  Applied 
Materials  (36,  a  semiconductor  fabrication 
equipment  manufacturer),  Cypress 
Semiconductor  (15)  and  Integrated  Device 
Tech  (14),  both  of  which  manufacture  inte- 
grated circuits.  fflB 
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STOCK  TRENDS 


Stocks  for  1997 


\ 


BY  R.S.  SALOMON  JR. 


R.S.  Salomon  Jr.  is 
principal  and  founder 
of  Stamford, 
Conn. -based 
STI  Management. 
Research  assistant: 
Deborah  H.  Tarasow. 


In  12  Forbes  columns  last  year  I  recom- 
mended 48  stocks — 46  buys  and  2  sells — 
about  the  right  mix  for  a  bull  market.  If  you 
had  bought  all  of  the  purchase  suggestions 
and  equally  weighted  them,  you  would  have 
enjoyed  an  average  price  increase  of  15.2%, 
comfortably  above  the  1 1.5%  for  the  s&P  500 
for  comparable  holding  periods. 

amp  and  Coca-Cola,  recommended  for  sale 
at  prices  of  43  and  52,  respectively,  have  both 
declined  since  I  recommended  selling  them. 

My  two  most  profitable  ideas,  Compaq  (78) 
and  Sunbeam  (25),  were  up  95%  and  66.7%, 
respectively.  Compaq  recovered  from  disap- 
pointing first-quarter  results  and  has  since 
become  everyone's  darling,  while  Sunbeam 
has  climbed  as  a  result  of  the  widely  publi- 
cized management  change.  I  would  sell  both 
stocks  today  because  they  look  rich  at  their 
present  valuations. 

My  two  most  disappointing  suggestions 
were  /7T(42)  and  Varian  (50),  with  each 
down  roughly  20%.  I  have  re-recommended 
them  in  a  recent  column,  and  I  would  still 
be  a  buyer,  expecting  that  their  stocks  will 
fully  recover. 

Another  disappointment  has  been  News 
Corp.,  originally  recommended  at  23  and  cur- 
rently trading  at  21.  In  this  case,  however,  I 
have  given  up  because  the  company  is  being 

My  new  target  for  Du  Pont 
is  a  minimum  price  of  110 
and  it  could  easily  go  higher. 

run  more  like  a  private  enterprise  than  a 
public  entity. 

When  I  originally  wrote  about  Masco,  then 
at  29,  currently  35,  I  had  a  conservative 
price  target  of  36.  At  that  time  it  wasn't 
clear  just  how  committed  management  was 
to  enhancing  shareholder  value,  even  though 
Richard  Manoogian  had  already  swapped  his 
generous  seven-figure  salary  for  a  three-year 
option  exercisable  initially  at  41.  Today  it  is 
much  clearer,  since  the  company  has  sold  a 
chunk  of  its  holding  in  MascoTech  and 
extended  the  concept  of  salary-for-options 
to  other  members  of  management.  My  new 
one-year  target  is  42,  and  it  would  be  higher 
still  if  the  company  would  announce  and 


implement  a  significant  share  repurchase 
program. 

Du  Pont  (96)  has  achieved  my  target  but  I 
would  still  be  a  buyer.  I  figured  that  new 
management  would  seek  to  enhance  share- 
holder value  by  getting  rid  of  the  warrants 
held  by  Seagram  and  then  spinning  off 
Conoco.  The  former  has  been  accomplished, 
and  while  we  are  still  awaiting  the  announce- 
ment of  the  Conoco  spinoff,  more  and  more 
analysts  seem  to  think  this  is  likely.  My  new 
target  for  the  stock  this  year  is  a  minimum 
price  of  110,  and  it  could  easily  go  higher. 

In  another  column  I  recommended  four 
insurance  stocks  as  a  better  way  to  benefit 
from  declining  interest  rates,  rather  than  just 
buying  bonds.  On  average  those  stocks  have 
risen  20.7%,  while  the  s&P  500  is  up  11%,  and 
long-term  government  bonds  are  up  8.1%.  I 
still  like  Allstate  (59),  in  Hartford  (67)  and 
Executive  Risk  (38),  which  have  all  been  stel- 
lar performers.  The  one  I  like  best  now  is  TIG 
(33),  which,  thus  far,  has  been  the  laggard.  It 
was  recommended  at  29.  The  story  is  still 
intact,  with  1997  earnings  now  estimated  at 
$3.20  per  share.  Based  on  this  I  am  raising  my 
original  target  price  of  36  to  40  as  an  objec- 
tive for  this  year. 

Another  more  speculative  stock  that  I  still 
like  is  Prime  Hospitality  (16).  I  originally  rec- 
ommended it  at  12  and  it  subsequently  got  as 
high  as  20.  The  stock  has  pulled  back  some, 
mostly  because  of  the  temporary  dilution 
associated  with  an  equity  offering  last 
summer.  This  offering  substantially  strength- 
ens the  financial  position  of  the  company  and 
allows  it  to  proceed  with  its  growth  strategy. 
Quarterly  earnings  comparisons  should 
improve  as  we  go  through  the  year,  and  the 
stock  could  easily  rise  to  the  mid-20s. 

Many  times  in  this  column  I  have 
expressed  my  firm's  underlying  view  that 
financial  assets  will  outperform  tangible 
assets.  The  key  here  is  the  outlook  for  infla- 
tion, and  we  think  it  will  remain  benign  for  a 
long  time,  with  interest  rates  still  headed 
lower,  to — and  most  likely  through — 6% 
some  time  this  year.  As  against  this  we  think 
the  outlook  for  corporate  profits  is  sub- 
dued— up  about  5%.  So  we  think  the  stock 
market  can  advance  another  8%  to  10%,  pro- 
pelled by  falling  interest  rates  but  constrained 
by  mediocre  profit  gains.  Stock  selection  will 
be  even  more  crucial  than  last  year.  H 
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Killer  spreads 
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fixed  income  money 
manager. 

envision@ix.netcom.com 


Two  cheers  to  the  sec  for  its  efforts  to  cut 
the  spreads  on  over-the-counter  stocks.  You 
would  think  that  bond  buyers  had  a  protector 
in  Washington. 

Enormous  spreads  have  been  a  way  of  life  in 
bonds  for  as  long  as  bonds  have  been  around. 
A  bond  buyer's  sole  protection  is  a  National 
Association  of  Securities  Dealers  guideline 
that  suggests  a  5%  maximum  markup  or  mark- 
down.  Some  protection.  It  means  you  can  be 
clipped  "only"  10%  of  your  capital  if  you  sell 
one  bond  and  buy  another.  And  even  that 
guideline  is  just  that — higher  charges  are  not 
necessarily  deemed  excessive. 

Don't  take  this  as  advice  that  you  should 
never  buy  bonds,  but  take  it  as  warning  to 
shop  around  when  you  trade. 

Let's  focus  on  one  important  bond  catego- 
ry, the  mortgage  passthroughs  issued  by  the 
Government  National  Mortgage  Association. 

Ginnie  Maes  are  guaranteed  against  default 
by  the  federal  government  and  can  yield  about 
a  percentage  point  more  than  comparable 
Treasury  bonds.  Ginnie  Maes,  however,  have 
two  disadvantages:  Their  interest  is  subject  to 
state  income  tax,  and  their  maturity  is  unpre- 
dictable (because  homeowners  refinance  their 
mortgages  if  interest  rates  go  down). 

For  people  who  must  pay  state  income 
taxes,  the  advantage  of  a  Ginnie  Mae  over  a 
Treasury  is  just  about  wiped  out  by  these  two 
disadvantages.  But  if  you  don't  pay  state 
income  taxes  (Texas,  Washington,  etc.)  or  you 
invest  through  a  tax-deferred  IRA  or  401(k), 
Ginnie  Maes  probably  out  yield  Treasurys. 

But  beware  of  those  spreads.  Here  are  four 
rules  to  follow: 

Don't  trade.  Buy  a  Ginnie  Mae  only  if  you 
can  be  reasonably  sure  that  you  (or  your  heirs) 
will  hold  it  until  the  last  principal  payment 
comes  in,  either  15  or  30  years  after  issuance. 

Use  more  than  one  broker.  Get  two  quotes 
before  placing  an  order.  This  is  especially 
important  if,  against  your  expectations,  you 
have  to  sell.  I  once  sold  for  a  client  $296,000 
(principal  balance)  of  the  Ginnie  Mae  8s  due 
May  15,  2002,  issued  in  1987.  I  called  two 
wirehouses  for  bids,  one  bond  broker  and  one 
large  bank.  The  bids  ran  from  10054  to  102M, 
a  $6,600  difference! 

I  recently  shopped  around  for  $500,000  of 
Ginnie  Mae  8  Ms  with  a  seasoned  payment  his- 


tory and  an  expected  average  maturity  of  ten 
years.  The  offering  prices  were  2lh  points,  or 
$12,500,  apart. 

If  you  don't  have  two  brokerage  accounts, 
you  can  always  try  haggling.  Say  the  broker 
wants  103M  for  a  Ginnie  Mae  8M  with  an  aver- 
age life  of  ten  years.  Offer  103. 

Don't  be  a  piker.  When  issued,  Ginnie  Maes 
come  in  lots  as  small  as  $25,000,  but  it  does 
not  make  sense  to  buy  less  than  $100,000. 

I  recently  shopped  around  for 
$500,000  of  Ginnie  Mae  8%s.  The 
offering  prices  were  $12,500  apart. 

Remember,  those  principal  amounts  shrivel 
after  a  period  of  falling  rates,  which  causes 
homeowners  to  either  move  or  refinance.  One 
client  owned  what  was  originally  a  $75,000 
piece  of  a  Ginnie  Mae  10%  issued  in  1980. 
When  it  came  time  to  sell,  the  entire  $4  mil- 
lion pool  had  dwindled  to  $756,000,  and  my 
client's  piece  to  $14,500.  One  broker  refused 
to  bid.  The  bids  that  came  in  were  all  over  the 
map,  102Mto  107M. 

Know  your  bonds.  You  should  know  the 
original  face  amount  of  the  pool  you  are 
taking  a  piece  of,  what  part  of  the  country  the 
mortgages  are  located  in  and,  if  the  pool  has 
been  around  for  a  while,  what  its  history  of 
prepayments  has  been.  Location  matters  a 
great  deal  because  people  with  mortgages 
in  Florida  move  less  frequently  and  prepay 
more  slowly  than  people  who  have  mortgages 
in  California. 

Before  placing  an  order  to  buy  or  to  sell, 
get  an  idea  of  the  prices  quoted  to  institution- 
al buyers  by  looking  at  listings  in  the  Wall 
Street  Journal  or  a  quote  service  like 
Bloomberg.  But  note  that  these  prices  are 
estimates  or  synthetic  prices  constructed  from 
composites  of  real  trades.  There  is  no  one 
exact  price  for  any  given  maturity  date  and 
coupon.  Every  pool  is  slightly  different 
because  of  prepayment  history,  geography  and 
coupon  interest. 

After  reading  all  this,  you  may  decide  the 
game  isn't  worth  the  effort.  Before  you  walk 
away,  consider  Ginnie  Mae  mutual  funds.  A 
no-load  fund  can  handle  all  the  trading 
headaches  at  a  cost  of  as  little  as  0.3%  a  year, 
with  no  bid/ask  spread.  If  you  need  liquidity, 
the  fund  provides  it.  H 
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Calamity  Jane 
slept  here 

The  sleepy  mining  town  of  Red  Lodge,  Mont. 

is  looking  for  skiers  who  seek  bargain  prices,  plenty 

of  room  on  the  slopes  and  a  blessed  absence  of  glitz. 


By  Tim  W.  Ferguson 

This  is  an  anxious  season  for  Red 
Lodge,  Mont.  The  local  ski  area  has 
doubled  its  terrain  in  a  $5.7  million 
expansion.  Will  the  business  come? 
Local  developers,  having  seen  prop- 
erty prices  double  in  five  years,  are 
eager  to  build,  build,  build.  Residents 
worry  about  what  happens  to  a  town 
in  transition. 

For  skiers  the  anxiety  is  opportuni- 
ty. Homes  (and  room  rates)  in  Red 
Lodge  (pop.  2,500;  surrounding 
Carbon  County,  8,900)  don't 
approach  the  zany  levels  of  Beaver 
Creek  or  Sun  Valley.  You  can  get  a 
new  three-bedroom  house  with  a 
view  of  the  mountains  for  $225,000, 
and  the  best  suite  in  town  for  $175  a 
night,  peak  ski  season. 

With  60  runs  and  lift  tickets  at  only 
$29  a  day,  Red  Lodge  offers  more 
downhill  for  the  dollar  than  just 
about  anywhere  in  America.  (Brian 
Head  in  LTtah — $32 — is  of  similar 
size;  in  Montana,  Big  Sky  near  Boze- 
man  is  a  larger  resort,  but  with  $46 
lift  tickets.)  High-speed  quad  chairs 
whoosh  you  up  the  new  runs,  where 
the  vertical  drop  is  2,400  feet. 

The  best  storms  in  this  part  of 
Montana  come  late  in  the  season,  but 
a  3-foot  base  by  mid-November 
enabled  snowmakers  to  blanket  the 
runs  by  opening  day,  Nov.  29,  1996. 
With  a  decent  cover,  you  ski  toward 
landmark  limestone  palisades  for  up 
to  two  hours  without  repeating  a 
trail.  There  are  plenty  of  pine  glades 
for  those  who  dance  with  trees. 

The  problem  comes  when  you  take 
the  skis  off.  This  place  doesn't  cater  to 
an  urbanite's  every  whim.  You're  only 


an  hour's  drive  south  of  Billings,  but 
this  is  plenty  rural.  Great,  some  will 
say,  until  they  run  out  of  shopping, 
eating  and  reading  to  suit  their  tastes. 

The  resort  is  delaying  replacement 
of  its  36-year-old  lodge  until  next 
summer.  There's  a  decent  mid- 
mountain  hut  and  a  burger  bar  at  the 
base  of  the  new  area,  but  neither 
place  will  offer  the  elbowroom  you 
get  on  the  mountain.  Improvements 
to  the  parking  lot — reached  by  a  3- 
mile,  unpaved  road — are  mostly  to 
come  later,  too.  Meantime,  you  can 
catch  a  round-trip  shuttle  from  your 
nearby  accommodations  for  $6. 


Resort  owners  Fred  Marble,  James  Corning 
Stealthily  driving  Red  Lodge. 


If  you  have  accommodations,  that 
is.  Longtime  Vail  personality  Pepi 
Gramshammer — he  instructed  Presi- 
dent Ford  on  the  slopes  there — has 
expanded  his  Rock  Creek  Resort 
(406-446-1111)  5  miles  south  of 
Red  Lodge,  but  it  still  has  only  85 
rooms.  In  town,  they're  so  short  on 
good  lodging  that  an  incipient  Com- 
fort Inn  stirs  anticipation.  The  only 
notable  choices  are  a  handful  of 
b&bs,  such  as  the  Willows  Inn  (406- 
446-3913)  and  the  restored  Pollard 
hotel  (800- pollard),  a  $4  million 
labor  oflove  by  owner  David  Knight, 
a  New  England  businessman  who 
took  a  shine  to  Red  Lodge. 

The  Pollard  no  doubt  looks  better 
than  when  Calamity  Jane  tore 
through  the  place  (then  called  the 
Spofford)  a  century  ago,  and  today 
the  hotel  is  so  1990s  it  doesn't  allow 
smoking.  Another  concession  to  the 
modern  age  is  the  capsulized  New 
York  Times  Fax,  printed  daily  off  the 
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Broadway,  downtown 
An  hour's  drive 
south  of  Billings, 
a  century  back  in  time. 


Red  Lodge  flat.  A  boomlet  in  the 
early  1980s  saw  the  building  of  an  18- 
hole  golf  course  and  a  big  home 
alongside  for  singer/actress  Barbara 
McNair.  Though  subsequently  sold,  it 
remains  the  closest  thing  to  a  celebri- 
ty site.  McNair,  living  in  Los  Angeles, 
recalls  Red  Lodge  as  "12  bars  in  12 
blocks  ...  let  the  good  times  roll!" 

The  dining  choices  in  those  "12 
blocks"  are  mostly  casual  grub. 
Greenlee's  at  the  Pollard  is  the  best  in 
town — I  had  Montana  ostrich — but 
elsewhere,  it's  traditional  red  meat. 
You  may  get  steered  to  the  Grizzly 
Bar,  20  miles  east  in  Roscoe.  It's  an 
aaa  tourist  stop,  but  Friday  evening 
finds  real  cowboys  bellying  up.  Belly 
is  the  word:  T-bones  and  rib  steaks 
weigh  more  than  2  pounds,  and  my 
steak  was  full  of  fat.  But  these  guys 
work  it  off:  Red  Lodge  reportedly  has 
produced  more  champion  rodeo 
riders  than  anywhere  else  in  the  U.S. 

I  looked  around  for  trophy  homes 
and  found  but  a  few — the  Victorians 
in  town  from  the  mining  days  are  still 
tops.  Resort-type  artists?  Native 


Internet  at  the  front  desk.  Otherwise 
serious  news  is  scarce  in  town.  The 
hotel's  house  copy  of  the  Wall  Street 
Journal  arrives  midafternoon,  if  then. 
Recent  books?  Better  bring  your  own. 

But  a  lot  of  folks  here  like  things 
just  the  way  they  are,  or  even  the  way 
they  were  a  few  years  ago,  before  city 
slickers  descended  on  them.  "I  think 
the  town  is  going  down  the  toilet," 
says  Thomas  Vines,  a  writer  who 
moved  to  Red  Lodge  twelve  years 
ago  for  its  "cheap,  easygoing  lifestyle 
and  agreeable  people."  These  days, 
he  finds,  the  main  drag  sells  "trinkets 
and  trash"  and  rich  folk  have  blocked 
access  to  the  back  country  with  their 
homes.  His  antigrowth  side  just  won 
a  partial  victory  in  the  November  city 
council  elections. 

In  its  coal  mining  heyday  Red 
Lodge's  immigrants  were  poor  and 
had  crossed  an  ocean;  in  1910  a  fifth 
of  the  town  was  Finnish.  But  the 
shafts'  shuttering  by  midcentury  left 


Nightlife  at  the  Snowcreek  Saloon 

"Twelve  bars  in  12  blocks.  Let  the  good  times  roll!" 
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Limestone  palisades 
On  the  edge  of 
the  Absaroka- 
Beartooth 
Wilderness. 


Dinner 

at  Greenlee's 

in  the  Pollard 

hotel 

Try 

the  Montana 
ostrich. 


Atrium  at  the  spiffed-up  Pollard 
The  best  suite  runs  $175  a  night. 


American  painter  Kevin  Red  Star,  of 
the  Crow  tribe,  lives  nearby,  but  pri- 
vately. Nobody  has  opened  a  bagel 
shop  or  a  wine  store.  There  are  no 
day  spas  and  hardly  a  boutique.  In 
short,  you  come  here  for  what's  out- 
doors, not  indoors,  year-round. 


Summer  is  for  taking  in  the 
Beartooth  Range  or  cruising  down  to 
Yellowstone  Park.  Even  in  snow 
season  Red  Lodge,  on  the  eastern 
edge  of  the  Rockies,  is  blessed  with 
more  sun  than  you  find  in  pocketed 
mountain  towns.  In  fall  the  country- 
side is  aflame  with  Cottonwood  and 
aspen  leaves,  and  temperatures  can 
reach  the  70s  through  early  October. 

Multiseasonality  is  important  to  the 
two  old  Billings  buddies,  a  commer- 
cial real  estate  guy  named  James 
Corning  and  his  banker,  Fred  Marble, 
who've  rejuvenated  the  ski  mountain. 


They  also  own  the  18-hole  golf 
course  (homesites  available).  Their 
vision  is  driving  Red  Lodge,  but  the 
two  themselves  barely  leave  prints. 
Marble  futzes  with  the  golf-course 
landscaping  in  his  summers,  and 
homeowners  think  he's  just  a 
groundskeeper.  Corning,  this  fall, 
went  to  the  clubhouse  dining  room — 
and  had  to  introduce  himself  to  the 
manager,  an  employee  of  six  years. 

Red  Lodge  is  no  Vail  or  Aspen, 
and  probably  won't  ever  resemble 
them.  Leave  the  bustle  behind  and 
enjoy.  H 
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Tempted? 


1997  Lincoln  Mark  Vffl  $37950 


Lincoln  Mark  VIII 

Cadillac  Eldorado 

Engine 

4.6L  DOHC  InTcch'"  V-8 

4.6L  DOHC  Northstar  V-8 

Horsepower  0  RPM 

280  «•  5500 

275  l?  4250 

Torque  &  RPM 

285  &  4500 

iOO  &  4400 

100.000-mile  Scheduled  Tune-up  Interval' 

STANDARD 

STANDARD 

Anti-lock  Brakes  (ABS) 

STANDARD 

STANDARD 

All-Speed  Traction  Control 

STANDARD 

STANDARD 

Auto  Load-leveling  Suspension 

STANDARD 

STANDARD 

Thell-deterreni  Coded  Ignition  Key 

STANDARD 

STANDARD 

Power  Driver/Front  Passenger  Seats 

STANDARD 

STANDARD 

Remote  Keyless  Entry  System 

STANDARD 

STANDARD 

Solar  Tint  Glass 

STANDARD 

STANDARD 

Automatic  On/Off  Headlamps 

STANDARD 

STANDARD 

Dual  Power  Heated  Outside  Mirrors 

STANDARD 

STANDARD 

Auto-dimming  Inside  Mirror 

STANDARD 

STANDARD 

Dual  Power  Front  Seat  Recliners 

STANDARD 

STANDARD 

Dual  Illuminated  Visor  Mirrors 

STANDARD 

STANDARD 

Wiper-activated  Headlamps 

STANDARD 

STANDARD 

Automatic  Parking  Brake  Release 

STANDARD 

STANDARD 

Center  Console 

STANDARD 

STANDARD 

Power  Tilt-telescoping  Steering  Wheel 

STANDARD 

Leather  Seating  Surfaces 

STANDARD 

Anti-theft  Alarm  System 

STANDARD 

Auto-dimming  Driver-side  Mirror 

STANDARD 

Dnvcr/Passcnger  Powet  Lumbal  Suppotl 

STANDARD 

Driver/Passenger  Autoghdc  Seals 

STANDARD 

Memory  Driver  Seat 

STANDARD 

Memory  Sidevtew  Mirrors 

STANDARD 

Computer-managed  Air  Suspension 

STANDARD 

Premium  Audio  System 

STANDARD 

In-dash  CD  Player 

STANDARD 

10-funclion  Memory  Profile  System 

STANDARD 

Luminarc'"  High  Intensity  Discharge  Headlamps 

STANDARD 

Full  width  Neon  lighted  Real  Tjillamp  Applique 

STANDARD 

Electronic  Compass 

STANDARD 

Outside  Mirrors  w/Securily  Lamps  and  Tum  Signal  Ind 

cators  STANDARD 

Reverse  Tilt-down  Outside  Minors 

STANDARD 

Speed  dependent  Ride  Heighl  Adjuster 

STANDARD 

Concealed  Radio  Anlcnna 

STANDARD 

Overdrive  Lockout 

STANDARD 

Illuminated  Interior  Door  Handles 

STANDARD 

Manufacturers  Suggested  Reuil  Price 

$37950 

$38,660 

Equipment  Slandaid  on  Lincoln  Mark  VIII  and 

Leather  Seating  Surfaces 

Optional  on  Cadillac  Eldorado 

Aulo-di ruming  Driver -side  Mirror 

Driver/ Passenger  Power  Lumbar 
Memory  Featurev 
Llectrochromic  Mirrors 

Options  Price 

$1,660 

Manufacturer's  Suggested  Reuil  Price, 
Comparably  Equipped 

$37,950 

$40,320 

Buy  a  Lincoln  Mark  VIII  and  Save 

$2,370 

I   .1  -I,  1.,  .  .    rcu.mc  lliatd/hh 

Sued  on  MSHP  (ompiiihin  d     ■  njuippcd  Vft 
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LINCOLN 


What    A    Luxury    Car    Should  Be 

To  receive  a  free  brochure  call  1  800  44b- 


COLLECTORS 


Old  minors 

Some  collectors  seek  out  look-alike  old  masters 
painted  by  no-name  artists.  If  enjoyment's  your  goal, 
rather  than  investment,  they  can  be  an  excellent  choice. 

By  Doris  Athineos 


El  Greco's  "Saint  Francis  and  Brother  Leo  Meditating  on  Death,''  and  a  copy  by  an  apprentice 
The  one  on  the  left  cost  $32,200;  the  old  master  sold  last  month  for  $2.5  million. 


About  380  years  ago  an  unknown 
apprentice  in  El  Greco's  studio  paint 
ed  "Saint  Francis  and  Brother  Leo 
Meditating  on  Death."  It  sold  for 
$32,200  at  Christie's  in  October. 

The  same  macabre  image  painted 
by  the  Spanish  master  sold  last  month 
to  a  private  collector  for  $2.5  million. 
It  takes  a  verv  good  eye  to  pick  the 
master  (see  photos). 

Purists  regard  an  apprentice's  slav 
ish  copy  as  a  mere  curio.  But  a  grow 
ing  number  of  collectors  who  are 
unable  or  unwilling  to  buy  million- 
dollar  old  masters  will  gladly  settle  for 
works  by  their  students.  There  were 
many  minor  German,  Italian,  Dutch 
and  French  artists  who  aped  their 
masters'  brush  strokes.  Others  went 
on  and  developed  styles  of  their  own. 


The  European  guild  system  insured 
that  even  these  no-name  artists  knew 
how  to  paint. 

Not  only  are  these  minor  works 
much  cheaper,  there  are  plenty  of 
them.  About  300  years  ago  even 
bakers  and  blacksmiths  decorated 
their  shops  in  Amsterdam  with  origi 
nal  artwork  These  days  scores  of 
unsigned  "studio"  and  "circle"  works 
hit  the  auction  block  each  season. 
"There  are  lots  of  first  rank  paintings 
by  second  and  third- rank  artists," 
says  dealer  Peggy  Stone  of  Lawrence 
Steigrad  Fine  Arts  in  New  York  City. 

Bill  Collins,  42,  an  investment 
manager  at  Furman  Selz,  an  invest 
ment  bank  in  Manhattan,  would  love 
to  have  a  Canaletto  painting  of 
Venice  over  his  mantelpiece.  But  he 


and  his  wife,  Lesley,  have  three  kids 
to  send  to  college,  and  even  a 
mediocre  Canaletto  would  cost 
$400,000  or  so.  So  three  vears  ago 
Collins  spent  about  $20,000  for 
another  18th  century  painting  of  the 
Grand  Canal  (see  photo,  opposite), 
whose  creator  is  in  doubt.  It  may  be 
a  work  by  Francesco  Guardi  (1712- 
93),  an  artist  of  considerable  reputa- 
tion. But  dozens  of  artists  churned 
out  gondola  paintings  for  tourists 
who  flocked  to  Venice.  If  the  experts 
ever  deem  the  work  a  Guardi,  its 
value  will  increase  at  least  fivefold. 
"Judgments  reflect  the  knowledge  of 
the  time,"  says  Egbert  Begemann, 
renowned  scholar  of  Dutch  and 
Flemish  paintings.  "And  increased 
knowledge  changes  judgments." 

Tastes  change,  too.  Formerly 
obscure  painters  sometimes  bust  into 
the  big  leagues  long  after  their 
deaths.  In  1970  Italian  painter 
Giuseppe  Bison  (1762-1844)  barely 
registered:  "The  Entrance  to  the  Bib- 
lioteca  Marciana,  Venice"  went  for 
$7,000  at  Christie's  in  London.  He 
was  such  a  second-stringer  that 
Christie's  had  to  include  a  six-sen- 
tence biography  in  the  sales  catalog 
to  identify  him  when  the  work  reap- 
peared last  January.  This  time  around 
a  collector  chased  the  same  painting 
to  $585,500. 

Such  leaps  are  rare,  however.  As 
Scott  Schaefer,  old  master  specialist  at 
Sotheby's,  warns:  "Most  minor  artists 
are  never  going  to  be  on  the  level  of 
old  masters  no  matter  how  much 
time  passes." 

Christoph  Ladanyi  is  a  London 
banker  in  his  late  30s  who  minored  in 
art  history  as  a  student  in  Vienna  and 
whose  tastes  in  art  are  broad.  He 
used  to  collect  prints  by  contempo- 
rary artists  like  Keith  Haring  and 
Christo.  But  the  banker  in  him 
swung  him  back  to  traditional -style 
works  by  good,  if  not  great,  Baroque 
painters,  whose  works  can  go  for 
roughly  the  same  as  the  prints  he'd 
been  collecting. 

"Decent  third-rate  artists  looked 
like  an  undervalued  market  to  me," 
says  Ladanyi.  He  doesn't  expect  to 
make  a  killing,  but  considers  his 
paintings  a  better  investment  than  a 
sports  car.  "If  I  bought  a  Ferrari,  it| 
would  be  worth  a  third  as  much  in 
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A  Canaletto-like 
painting  of  the 
Grand  Canal 
in  Venice 
cost  $20,000 
One  by  the 
master  himself 
would  cost 
at  least  20 
times  as  much. 


"The  Entrance 
to  the  Biblioteca 
Marciana,  Venice," 
by  Giuseppe  Bison 
In  1970  it  fetched 
only  $7,000, 
but  it  sold  for 
$585,500  in  1996. 


three  years,"  he  reasons.  "My  paint- 
ings won't  be  worth  less." 

Last  month  Ladanyi  paid  about 
$50,000  for  a  Rhine  River  landscape 
signed  by  Herman  Saftleven,  a  17th- 
century  Dutch  painter.  Ladanyi 
wasn't  swayed  by  Saftleven's  impres- 
sive bio:  a  stint  as  head  of  the  Utrecht 
painters'  guild.  "I  know  the  Rhine 
very  well,"  says  Ladanyi,  who  pin- 
pointed the  site  as  Ingelheim,  in  Ger- 
many. He  liked  the  painting,  but  had 
no  illusions  as  to  its  value.  "Saftleven 
is  a  klein  meister  [small  master],"  he 
says,  "but  it's  a  good-quality  painting 
at  the  right  price." 

If  you  decide  to  collect  minor  mas- 
ters, and  are  far  from  being  an  expert, 
your  best  bet  is  to  shop  among  deal- 
ers. The  premium  you  pay  may  be 
well  spent.  Dealers  guarantee  authen- 
ticity for  at  least  four  years  (provided 
the  artist's  name  is  written  on  the 
receipt),  while  auction  houses  offer 
no  protection  on  paintings  pre- 1870. 

Despite  the  risk,  collector  Ladanyi 
trusts  his  own  eye  and  buys  at  auc- 
tion. He  knows  that  auction  houses 
usually  err  on  the  side  of  caution.  If 
they  don't  have  an  airtight  case, 
they'll  knock  it  down  a  rung  to 


"attributed  to,"  which  encourages 
bargain-conscious  dealers  to  chase 
down  the  facts. 

You  can  brush  up  on  Renaissance 
and  Baroque  art  history  with  H.W. 
Janson's  History  of  Art.  The  annual 
old  masters  auctions — featuring 
minor  artists  as  well — will  be  held  at 


Sotheby's  on  Jan.  30  and  Christie's 
on  Jan. 31 . 

Among  dealers,  Lawrence  Steigrad 
Fine  Arts  (212-517-3643)  and  Otto 
Naumann  Ltd.  (212-734-4443)  have 
joined  forces  to  offer  first-rate  paint- 
ings by  second-tier  artists  for  under 
$100,000  through  Jan.  31.  mm 
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Forbes 


Classified 


FINANCIAL  SERVICES 


Receive  Value  Line 
for  only  $55 

An  Introductory  subscription  lo  The  Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors  Reference  Library — Value  Line's  most  recent 
Ratings  and  Reports  on  1700  stocks  and  the  practical  guide  How  to  Invest  in 
Common  Stocks.  You  will  also  receive  analyses  of  about  130  stocks  each  week  for  10 

weeks  for$?S:$55.  Available  only  once  every  three  years  to  any  household 
SPECIAL  BONUS:  With  your  subscription  you  will  receive  as  an  extra  bonus  J.K. 
LASSBR'S  YOUR  INCOME  TAX  1997  with  •  expanded  personal  recordkeeper  •  tax 
organizer  •  worksheets  •  sample  forms  PLUS  •  free  update  supplement  with  forms 
for  filing  •  telephone  hotline  •  tax  tips  on  the  Internet  The  winner  among  tax 
guides."  -  Smart  Money.  (Retail  price  $14.95;  available  while  supplies  last.) 
Your  subscription  to  Value  Line  may  be  tax-deductible  Consult  your  tax 
advisor.  Send  check  or  money  order  along  with  name,  address  and 
zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 


(Ext  2903-Dept  91 6J1 3  American  Express,  MasterCard  or  Visa.  24  hours  a  day,  7  days 
week.  II  you  are  not  completely  satisfied  return  all  materials  in  good  condition  within  30 
from  the  start  ol  your  subscription  lor  a  lull  refund  of  your  fee.  Allow  4  weeks  lor 
delivery  NY  residents  add  sales  tax.  Foreign  rates  upon  request  A 

The  Value  Line  Investment  Survey* 

PO  Box  3988  New  York.  ^ 
NY  10008-3988 


Free  Trial  Issue 

Fidelity 
Monitor 

Our  Growth  Model  is  up  410% 
for  the  10  years  ending  11/29/96. 

(800)  397-3094 

P.O.  Box  1270,  Rocklin,  CA  95677 

Annual  subscription:  $96/year.  We  are 
independent  of  Fidelity  Investments. 


S  OVER  ONE  BILLIONS 


WORTH  Of  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  Miiuiiiciurini  to  Small  Retail  Skoft 

No  Brokerage  Fees 
To  Buy  or  Soil 
1-800-999-SALE 
GREAT  WESTERN  Business  services,  inc. 


NATIONWIDE 


FREE  U.S.  4  OFFSHORE  TRUST 


INCORPORATE  IN  DELAWARE! 


Specialists  in  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 

m.  Call/ Write  for  FREE  KIT: 

<RviSl rv       P0  Box  484-FB 
.  X5r    x  Wilmington,  DE  19899 
B  hid.  800-321-CORP-  302-652-6532 


800-399-7195  X  139 


Confidential  Banking 


for  your  Wealth  Management  we  offer: 
•Protection  from  Lawsuits 
•Brokerage  Services 
•Reduce  Income  Taxes 
•Asset  Protection  &  Privacy  'Estate  Planning 
Call  today  1-800-266-8211 
Merrill,  Scott  &  Associates 


OFFSHORE 


TAKE  YOUR  BUSINESS  OFFSHORE  FOR  THE 
BEST  ASSET  PROTECTION  AND  PRIVACY 
Companies  -  Bahamas,  BV1,  Cayman 

Trusts,  Bank  &i  Secunnes  Accrs,  *H, 
Credit  Cards  ,*®?5 
V,WMC/Amc«  Ci""P/ei 

(800) 551-9105 

h  rip  .//www  slcysuif com/ucs 


Franchise 

your  business! 

For  the  expert  help  you  need  call: 
1-800-FRANCHISE 
(1-800-372-6244) 

Francorp'  FI 

Specialists  In  Franchise  Development  ' 


ODTS 


cu  i_ 


SiK 


EXECUTIVE 


CONSULTING 

✓  Substsi&l  tocomt 

✓  BwBgioui  bwiMW 

✓  Low  risk 

✓  Moderate  investment 

✓  Financing  available 

✓  Work  part  or  full-tim* 

✓  No  royalties 

✓  No  employees 

✓  Ma  inventory 

✓  H.0h  ROI 

800-56CW330 
Moo-F ri,  9am-&30pm,CST 


REGIS® 


UNIVERSITY 

EXTERNAL  MBA  PROGRAM 


♦  ACCREDITED  by  North  Central 
Association  of  Colleges  and  Schools 

♦  No  classroom  attendance  required 

♦  Earn  your  MBA  degree  in  2  years 

♦  Video,  audio  and  Internet  materials 

♦  Founded  1877,  serves  9,000  students 


For  free  Regis  MBA  video  and 
application  package,  call  toll-free: 

1-888MBA-REGIS 

www.MBAREGIS.com 

PRIORITY  CODE  (R0I23 


Custom  made  Talking  Motorized 
Characters  to  promote  sales  for  your  busi- 
ness Specializing  in  character  messages 
that  fit  your  need.  Great  for  lobbies,  Trade 
Shows,  TV  ads,  Fund  Raisers.  To  retain 
your  Market  Share,  give  your  business 
some  character.  For  more  info,  call  Cary 
Dickey,  Creative  Line  Inc.,  302-994-7509. 


EDUCATIONAL  SERVICES 


University  Deqrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in  Business  Admin,  Public  AdminJ 

Health  Care  Admin,  Human  Resources. 
Finance.  International  Business,  Tech  Mgmt 
Law.  Paralegal,  Psychology  Call  for  brochure 
(800)  477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E  17  St-F,  Santa  Ana,  CA  92705 
http://www.scups.edu 
Email:  enroll@scups.edu 


Major  British  university  offers 

International  MBA 

entirely  by  home  study. 
No  Bachelor's  degree  required. 


Three  weeks  from  now  you 
can  begin  work  in  a  presti- 
gious and  rigorous  MBA 
program,  which  Vie  Economist 
Intelligence  Unit  has  included  in 
its  report.  Wliich  MBA' A  Critical  Guide 
to  the  World's  Best  Programmes 

(ungiiulK  established  in  1X2 1 J 

Heriot-Watt  University 

North  American  Distributor 
6921  Stockton  Ave  .  Suite  5 
El  Cernto.CA  945311  •  Fax  (510)  528-3555 
Toll-free  (800)  THE  WATT  ext.  5 


COLLEGE  DEGREE 

bachelor's  ■  master's  •  DOCTOR  AT 

For  Work.  Lite  and  Academic  Experience 

Earn  your  degree  through 
convenient  home  study 

(800)  423-3244  ex.  185 
Fax:  (310)471-6458 

send  detailed  resume  lex  met  evALUinoii 

Pacific  Western  University! 

1210  Auahi  Street.  Dept.249,  Honolulu.  HI  96814-4924 


For  details  on 
FORBES  MARKET  ! 
CLASSIFIED  CALL  OR 
FAX  LINDA  LOREN 
(212)  260-0620  or 
FAX  (212)  260-8183, 

e-mail: 
lloren@forbes.com  I 


orbes 


Classified 


FINE  ART 


TALK  TO  YOUR  CUSTOMERS 


Makes  A  Difference.  Control  your  message,  target  your  audience, 
jmmunicate  effectively  and  efficiently  with  your  customers,  prospects, 
areholders,  employees  and  others.  CCI  creates  magazines,  newsletters, 
oks  and  web  site  content  for  companies  less  expensively  than  they  can 
i  in-house.  We  manage  the  entire  process  —  edit,  design,  production, 
xulation,  distribution  and  database  management 

:ALL  ROBERT  GEORGE  AT  CCI  •  800-872-8122 


EXECUTIVE  GIFTS 


ack  pain? 


Based  on  the  Alexander 
unique.  PosturEvolution  is  not 
imply  a  seating  device,  it's 

png-term  approach 
to  back  care. 

lur  seat  support  guides  you 

into  sitting  properly, 
nd  good  posture  can  lead 
f  immediate  comfort  and  to 

lasting  relief. 


800  392  0363 


m 

fill! 

UOilf! 

o(  jiti  nn{ 


rorbes 

PITALIST  TOOL 


The  A*  Charter  Gttde 


Need  a 
Part 
Time 
Jet? 

The  Air 
Charter 
Guide  ~ 

l»  vvur  lukrl 
10  gci  ihf  tr 
Detailed 

listing  include 

•  500  pages  of 

Inn  Listings  &  Photos. 

•  Ki.OOO  Cruncr  Aircraft  with  prices 

•  5000  operators  listings  »nh 

business  profiles,  contacts  and  mure 

•  Executive  Aircraft  /  Air  Ambulance 

•  On  Demand  I  rttghi 

The  Most  Complete  Directory 
of  Its  Kind  In  the  World! 

Call  Today  (617)  547-5811 

104  Mi  Aiibum  si  ( jiirtndgr.  MA  021 3H 
Fax:  (t>17)  KM  5135 


WE  BUY  DIAMONDS! 

Call  or  fax  GIA  info 
for  cash  offer. 
-Any  quantity!- 

HOUSE  OF  ONYX 

1  Main  St.,  Greenville,  KY  42345 

1-800-844-3100  or  FAX  502  -338-9605 


HEALTH  PRODUCTS 


MELTONIN 

Why  pay  retail?  Save  30  to 
40%  by  buying  direct! 

Buy  60  ct  3  mg  tablets  for  $5.95  plus 
$1 .00  p&h.  Send  check  to  Melatec, 
PO  Box  956367,  Duluth  GA  301 36 


STERLING 

SERVICES 

1-800-800-6757 


COUPLES 
BUTLERS/ HOUSEMEN 
CHEFS/COOKS 
LANDSCAPE  GARDENER 
COMPANIONS 
ESTATE  MANAGERS 


Completely  Screened 
THE  HOUSEHOLD  PROFEiSIOI 


Here's  A  Business 
Jet  Solution  For  People 
Who  Never  Thought 
They  Could  Afford 
A  Business  Jet. 


All-inclusive  fractional  ownership  of 
Learjet"'  and  Challenger  "  aircraft 
with  costs  tailored  to 
your  exact  requirements. 
Call:  1-800-590-JETS 


BUSINESS 

Jet  Sohttions 

The  Executive  Aviation  Affiliate  of 

AmericanAirlines 


IN0USTR1AL/HDME  PRODUCTS 


protective 
Coating 


*  PLUS  1 


2  COLO«S 

CLE** 
EXTREMELY  DURABLE 
RESISTS  ACIDS  RUST  ROT 
FOR  HOME  AND  INDUSTRIAL  USES 
WATERPROOFS  AND  SEALS 
FOR  BROCHURE  AND  FREE  SAMPLES 

800-631-2164  FAX  908-364-4109 


DALI 

Collect  Rare,  Authentic 
Limited  Editions 
from  S  2500 


CALL  FOR  CATALOG 

1-800-999  DALI 

or (310)  79cV1360 


SILVERSTATE  FINE  ART 


HOME  FITNESS 


'It  stinks  being 
out  of  shape.' 


CX  Concept  II 


Indoor  Rower 

iplete  exercise 

•  High  calorie  burner 

•  Time  efficient  workout 

•  Strength  and  endurance 
building  exercise 

•  Excellent  cross-trainer 

For  FREE  brochure  &  video 

1-800-769-5346 

ff*  Factory  Direct 

From  Vermont 

\ 
"k  - 


;oncepl  II,  Inc  ^» 


©  1997  & 

Concept  II,  RR1  Box  1100-G23, 
Morrisville,  VT  05661-9727  FAX:  802-888-4791 
e-Mail:  rowing@concept2.com 
Web  site;  http://www.concept2.com 


RACECAR  DRIVING  SCHOOL 


Richard  Petty 
Driving  Experience 

You  can  drive  a  Winston  Cup  sloe*  car! 
rWlaMe  year  round  at  Atlanta,  Charlotte,  and 
Las  Vegas  ftc/tot  Speeivays.  5  Courses  to  choose 
from  wrth  prices  starting;  at  $529.99. 
Caff  1-800-K-Ptm  for  derate.' 


Fdrb e s  Magazine  presents . . . . 


FORCES  FO 


.WAILLO  ON 
MARKETS ' 


The  Honorable  Dr. 
Domingo  Cavallo 

former  Finance  Minister 
Republic  of  Argentina 


BROWN  ON 
STAKEHOLDER 
RELATIONS 


MITCHELL  ON 
ECONOMIC 
TRENDS 


LEVINSON  ON 
FIGHTING 
BURNOUT 


GRACE  ON 
THE  CFO  & 
PUBLIC  POLICY 


¥1 J*  r H  II 

V 

It 

Daniel  Mitchell 

Economist 
The  Heritage 
Foundation 

Dr.  H.  Steven  Grace 

President 
H.S.  Grace  &  Company 


WEINBERGER 
ON  THE 
NEXT  WAR 


SLYWOTZKY 
ON 

COMPETITION 


Adrian  J.  Slywotzky 

Author,  Value 
Migration:  How  to 
Tlnnk  Several  Moves 
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"The  more  things  change  ..." 
70  years  ago  in  Forbes 

(From  the  issue  of  Jan.  15,  1927) 
"The  slackening  in  the  business 
pace  which  set  in  two  months  ago  is 
likely  to  continue,  in  mild  form,  dur- 
ing the  fore  part  of  1927.  Stock  quo- 
tations must  be  regarded  as  high.  It 
is  logical  to  look  for  distinctly  lower 
prices  between  now  and  summer." 

"It  remains  true  as  ever  that  business 
must  be  done  upon  a  sound  financial 
basis,  but  what  we  once  supposed  to 
be  the  only  sound  financial  basis  is 
impossible  for  our  modern  industrial 
system.  It  was  once  supposed  that 
only  the  rich  were  entitled  to  luxury. 
Now  we  are  beginning  to  see  that 
participation  in  the  benefits  of  the 
machine  civilization  must  be  as 
widespread  as  possible  if  any  group  is 
to  have  prosperity." 

-Henry  Ittleson,  C.I.T.  head 


"For  Builders  of  Business"  was  the 
headline  of  this  Studebaker  Big  Six  ad. 

60  years  ago 

(From  the  issue  of  Jan.  15,  1937) 
"Hospitals  rank  fifth  among  the 
large  businesses  of  this  country.  This 
major  'industry'  is  estimated  to  have 
$4  billion  invested  in  plants,  an  annu- 
j  al  payroll  of  $400  million  and  a  year- 
I  ly  operating  cost  of  $850  million." 

I  "It  used  to  be  said,  'There  is  one 
law  for  the  rich,  another  for  the 
Ipoor.'  Today  it  can  be  said  truthful- 


can  be  had.  Value  of  manufactured 
goods  is  at  double  the  prewar 
annual  rate,  and  some  hundred  new 
plants  are  starting  up." 


Do  the  du  Fonts  Need 
Apologists?  >  t  r»>« 
15  Ways  to  Fill  Skilled- 
Labor  Void  iii'D 


Forbes  cover  for  Jan.  15,  1937. 


ly,  'There  is  one  law  for  workers, 
another  for  employers.'  As  the  New 
York  Times  editorially  points  out, 
'The  Wagner  Labor  Act  can  only  be 
violated  by  employers.  Nothing 
whatever  in  this  act  restricts  labor 
unions     from     any     action  or 

demand        While  the  employer  is 

compelled  to  bargain  by  the  act,  the 
employees  are  not.'" 

"Railroad  managers  and  unions  sit 
down  together  in  Washington  to 
iron  out  differences  over  six-hour 
day,  retirement-pension  plan  and 
unemployment  compensation  for 
rail  workers." 

50  years  ago 

(From  the  issue  of  Jan.  15,  1947) 
"Having  broken  most  records  in 
1946,  the  natural  and  manufactured 
gas  industry  is  looking  forward  to  an 
ever-expanding  market.  Appliance 
production  will  continue  at  high  lev- 
els, with  double  the  1941  figures  in 
many  lines." 

"Without  coercion  or  fanfare,  a 
major  U.S.  region  [the  South]  is 
being  re-created  by  life  forces  from 
within.  Up-and-coming  Atlanta's 
gainful  employment  is  higher  than  at 
any  time  during  the  war,  with 
prospects  of  a  quarter-million 
workers  when  additional  housing 


25 


years  ago 


(From  the  issue  of  Jan.  15,  1972) 
"Though  rising  costs  forced  it  to 
close  one  of  its  coal  mines  last  year, 
big  Atlanta-based  utility  Southern 
Co.  is  joining  Republic  Steel  to  buy 
2  million  tons  of  Republic-mined 
coal  yearly  for  the  next  25  years." 

"Thinking  about  a  fling  in  the 
commodities  market?  Leo  Melamed, 
39,  is  the  man  to  talk  with.  Leo  is  a 
highly  successful  commodity  trader. 
But  let  us  warn  you  about  a  price 
Leo  has  paid  for  his  success:  He  has 
ulcers.  'During  the  course  of  a  trad- 
ing day,'  he  says,  'I'm  as  cool  as  a 
cucumber.  I  won't  show  an  emotion, 
and  I  try  never  to  let  on  whether  I'm 
in  a  losing  or  a  winning  position. 
That's  my  style  and  that's  how  you 
get  ulcers;  you  keep  it  all  inside.'" 


Commodity  trader  Leo  Melamed. 

10  years  ago 

(From  the  issue  of  Jan.  12,  1987) 
"If  you  wanted  real  excitement  in 
1986,  Wall  Street  was  the  place  to 
be.  For  high  anxiety,  no  investor  is 
likely  to  forget  Sept.  11,  1986,  the 
day  the  Dow  Jones  industrial  average 
fell  87  points  in  a  single  trading  day, 
the  steepest  drop  since  1929.  But 
anyone  who  saw  the  September 
plunge  as  a  sign  that  the  five-year- 
old  bull  market  had  peaked  was  in 
for  a  surprise.  Within  eight  weeks  the 
Dow  averages  were  marching  toward 
new  highs."  ■ 
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One  provocative  and  not 
easily  dismissed  approach 
[about  the  function  of 
corporate  directors  J  was 
simply  put  by  Isaiah  Row- 
man,  the  retiring  head  of 
Johns  Hopkins  University: 
"Every  time  the  board  of 
trustees  meets,  the  agenda 
should  contain  but  two 
items.  The  first  item  ought 
always  to  be,  'Shall  we 
fire  the  president  today?' 
If  the  answer  is  'yes, ' 
then  item  two  should  be, 
'Who  are  to  serve  on  the 
committee  to  select  a  new 
president?'  But  if  the 
decision  on  the  first 
question  is  lno, '  number 
two  should  be,  "What  can 
we  do  to  support  the 
adm  in  istra  tion  ? 

-Malcolm  Forbes 


A  Text  .  .  . 

If  ye  continue  in  my 
word,  then  ye  are  my 
disciples  indeed;  and  ye 
shall  know  the  truth, 
and  the  truth  shall  make 
you  free. 
-John  8:31-32 


Sent  in  by  Ronald  E.  Cramer, 
Winnetka,  III 

What's  your  favorite  text7 
The  Forbes  Scrapbook 
of  Thoughts  on  the  Business 
of  Life  is  presented  to  senders 
of  texts  used. 


After  several  failures,  I 
finally  remembered  some  ad- 
vice I  once  got  from  a  golf 
pro:  "Practice  doesn't  make 
perfect;  practice  makes  per- 
manent.11 Therefore  I  revised 
my  strategy  and  tried  to  buy 
good  businesses  at  fair 
prices  rather  than  fair  busi- 
nesses at  good  prices. 
-Warren  Bltfett 

A  nimble  sixpence  is  better 
than  a  slow  shilling. 

-English  proverb 

The  social  object  of  skilled 
investment  should  be  to 
defeat  the  dark  forces  of 
time  and  ignorance  which 
envelop  our  future. 
-John  Maynard  Keynes 

The  only  place  where  money 
comes  before  success  is 
in  the  dictionary. 
-Keith  Herrmann 


Wall  Street:  A  thoroughfare 
that  begins  in  a  graveyard 
and  ends  in  a  river. 

-Anonymous 

'Tis  sweet  to  know  that 

stocks  will  stand 
When  we  with  daisies  lie, 

That  commerce  will  continue, 
And  trades  as  briskly  fly. 

-Emily  Dickinson 

For  the  merchant,  even 
honesty  is  a  speculation. 

-Charles  Baudelaire 

If  a  man  empties  his  purse 
into  his  head,  no  one  can 
take  it  away  from  him.  An 
investment  in  knowledge 
always  pays  the  best  interest. 
-Benjamin  Franklin 


Sometimes  your  best 
investments  are  the 
ones  you  don't  make. 
-Donald  Trump 

It  is  very  much  easier 
for  a  rich  man  to  invest 
and  grow  richer  than  for 
a  poor  man  to  begin 
investing  at  all.  And  this 
is  also  true  of  nations. 
-Barbara  Ward 

More  than  9,000  "Thoughts,"  indexed  by  author  and 
subject,  are  available  in  a  three-volume  boxed  set  at 
$69.50.  Individual  volumes  are  available  for  $27.50. 

NEW!  The  "Thoughts"  Screen  Saver  Collection  of  over 
2,000  quotes  is  now  available  for  only  $19.95,  for 
Windows  3 7  disk.  Send  your  order  with  payment  to 
Forbes  Books,  P.O.  Box  11234,  Des  Moines,  IA  50340. 
Please  add  sales  tax  on  orders  in  New  York  State  and 
other  states  where  applicable.  For  faster  service  call 
1-800-2344553  and  charge  to  your  credit  card. 


Let  every  man  divide  his 
money  into  three  parts, 
and  invest  a  third  in  land, 
a  third  in  business,  and 
a  third  let  him  keep  by 
him  in  reserve. 
-Hebrew  proverb 

Never  invest  your  money 
in  anything  that  eats 
or  needs  repainting. 

-Billy  Rose 

In  investing  money  the 
amount  of  interest  you 
want  should  depend  on 
whether  you  want  to  eat 
well  or  sleep  well. 
-J.  Kenfield  Mori.ey 

Ephesians,  be  rich!  I  cannot 
wish  you  worse. 
-Heraclitus 
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It  Gets  Into^bur  Soul, 
Not^bur  Pocket. 

1997  Lincoln  Continental  $37950 

In  truth,  you  don't  get  into  a  Continental. 

It  gets  into  you.  The  meticulously  detailed 

leather  and  wood-trimmed  cabin  soothes 

you  while  the  32-valve  InTech'Mv-8  engine  invigorates 

your  spirits.  In  fact,  Continental  is  engineered  to  make  a 

lasting  impression 

in  every  area  but  one: 

your  finances.  For  a 

free  brochure  call 

1  800  446-8888,  or 

WSM 

visit  www.lincolnvehicles.com.  S  1 

I  LINCOLN 

What    A    Luxury    Car    Should  Be 


Schwabs  advice  to  investors 


If  You  Don't  Have 
A  Strategy  For  Retirement, 
Consider  This  A  Wake-up  Call. 


Investing  for  retirement  is  the  most 
important  investing  many  people  will  ever 
do.  Yet  too  many  of  them  just  haven't  put 
all  the  pieces  together. 

They  may  have  an  IRA  or  two, 
401(k)  plan  and  funds  in  a 
money  market  account.  But  what 
they  don't  have  is  a  disciplined 
approach  that  can  bring  order 
and  purpose  to  their  investments. 

So  how  does 
an  intelligent 
investor  go 
about  it? 

We  at  Schwab  believe  the  best  way 
is  to  develop  a  well-conceived  invest- 
ment strategy  that  takes  into  account 
your  time  horizon,  investment  objec- 
tives and  tolerance  for  risk. 

If  you're  years  away  from  retirement, 
you  may  want  to  invest  in  equities.  No 
other  form  of  investment  has  matched 
their  performance  over  the  past  70  years*. 

If  you're  closer  to  retirement,  you 
may  want  to  pursue  a  more  conservative 
strategy  that  emphasizes  fixed  income 
investing.  Bonds  and  bond  funds  typi- 
cally deliver  consistent  income  without 


IRAs,  and  that  same  determi- 
nation to  innovate  has  allowed  us 
to  expand  our  line  of  retirement  prod- 
ucts today. 


If  you  aren't  paying  attention  to  your 
retirement  accounts  now,  it  could  all 
seem  like  a  bad  dream  later  on. 


the  volatility  that  characterizes  equities. 

(Of  course,  no  one  can  guarantee 
that  by  actively  managing  your  retire- 
ment investments,  you're  going  to  pro- 
duce great  results.  Your  investment 
skills,  ability  to  process  information  and 
stock  market  performance  will  all  play  a 
role  in  the  outcome.) 

Our  commitment 
to  your  retirement. 

Charles  Schwab  was  one  of  the  first 
companies  to   introduce  no-annual-fee 


According  to  Charles  R.  Schwab, 
company       adopting  a  productive  strategy  is  the 
best  way  to  manage  your  investments 

retire- 

ment  plans.  And  if  you  don't 
want  to  manage  your  investments 
yourself,  we  can  even  connect  you  with 
professional  investment  managers 
through  Schwab  AdvisorSource?1 

Bottom  line?  If  you  want  to  be  better 
prepared  for  retirement,  it's  time  to  wake 
up  to  the  possibilities. 


A  Valuable  Guide 
For  Retirement 
Investing: 
Yours  Free. 


For  a  free  copy  of 
Schwab's  Personal  Cuide  to  Retirement 
Planning,  call  our  toll-free  number: 

1-800-540-6713 


arles  Schwab 


Past  performance  is  no  guarantee  of  future  results.  Source:  Slocks,  Bonds,  Bills  and  Inflation,  1995  Yearbook™  Ibbotson  Associates,  Chicago. 
©1996  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (12/96) 


Please  call  1-800-345-7574 
for  a  prospectus  containing 
more  complete  information 
including  charges  and 
expenses,  which  should  be 
read  before  investing. 
www.americancentury.com 


Does  money  grow  on  trees?  The  way  we've  been  acting  you'd  think  so.  In 
the  past  10  years,  we've  grown  from  $4  billion  in  assets  to  $54  billion,  at  last 
count.  One  reason  could  be  the  way  we  work.  Unlike  other  fund  companies, 
our  funds  are  managed  by  teams  of  people.  Instead  of  an  individual.  It  just 
makes  more  sense  to  us.  For  38  years,  we  have  only  offered  mutual  funds 
that  we  are  willing  to  invest  in  ourselves.  Then,  there  are  the  new  ideas. 
Ours  was  the  first  Web  site  for  mutual  fund  transactions.  We  developed  the 
first  money  market  and  zero-coupon  bond  funds  for  individual  investors. 
Today,  we  have  over  60  funds  to  help  best  meet  your  investment  needs.  And 
we've  simplified  them  into  three  distinct  groups  to  help  make  it  easier  to 
identify  those  you  are  most  comfortable  with.  That  becomes  even  easier 
when  you  call  us.  But  our  latest  idea  says  more  about  our  confidence  and 
optimism  for  the  future.  It  combines  the  investment  strengths  of  Twentieth 
Century  Mutual  Funds*  and  The  Benham  Group"  into  something  bigger  and 
better.  American  Century  Investments.  Our  goal  is  to  help  keep  you  ahead. 
You'll  find  us  growing  under  the  tree.  It  happens  to  be  our  new  logo. 


american 
Century 


What  size 
neighborhood 
does  your 
electric 


company 
serve? 


As  the  largest  generator  of  low  cost  electricity  in  America  we've  taken 
our  resources,  expertise  and  customer  service  to  4  continents  and  30 
countries.  Which  translates  into  satisfied  customers  all  over  the  world. 


http://www.southernco.com 

©  1996  Southern  Company 


SOUTHERN  JeL 
COMPANY 

Energy  to  Serve  Your  World 
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42  Pricey  and  dicey 

Technology  stocks 
paced  a  spectacular 
market  rise.  But  did 
you  notice  computer 
industry  sales  and 
earnings  were  down? 


56  Discount  agent 

"I  am  the  bogeyman. 
I'm  not  interested 
in  making  friends." 


On  the  Cover 

86  The  General  Patton 
of  software 

Tactician.  Enforcer.  Five- 
Star  Geek.  That's  Steve 
Ballmer  of  Microsoft. 
Gates1  enemies  are  his 
enemies.  Hear  any  thun- 
dering tanks,  Netscape? 
By  Jeffrey  Young 

78  Stepping-stones 

Singapore  has  the  capital, 
China  the  labor.  Witness 
the  birth  of  a  $20  billion 
industrial  city. 

By  Andrew  Tanzer 

52  Pizza  lady 

had  to  borrow 
my  mother's 
land  to  use 
as  collateral." 


114  Portfolio  play 

Worried  about  a  market 
correction?  Equity  funds 
too  fully  invested  for  you? 
Try  these  80  newsletters. 
By  Mark  Hulbert 

Management, 

Strategies, 

Trends 

42  Party  pooper 

Tech  stocks  led  the  mar- 
ket up,  they  could  lead  it 
down.  It's  gut-check  time. 

By  Gretchen  Morgenson 


45  Room  at  the  inn 

Backed  by  GE  money, 
Doubletree  is  running 
with  the  big  hotel  chains. 
Can  it  maintain  the  pace? 
By  Seth  Lubove 

56  He's  no  Jerry  Maguire 

Agent  Drew  Rosenhaus 
goes  the  extra  yard  for  his 
sports  stars.  Competitors 
say  he's  a  low-rent  guy. 
By  Katrina  Burger 

62  Patients  know  best 

Yoga?  Acupuncture? 
Keeping  Oxford's  HMO 
customers  happy  makes 
for  a  healthy  bottom  line. 

By  John  R.  Hayes 

64  Clear  Channel 
Communications 

Lowry  Mays  is  no 
Rupert  Murdoch.  But  he 
sure  can  sell  hot  tamales. 

By  Peter  Newcomb 


68  Macarena  man 

Dave  Duffield  wants 
PeopleSoft  to  be  a  fun 
place.  Business  is  great, 
so  everyone's  dancing. 
Bruce  Upbin 


98  Marketing 

TV  in  the  classroom 

Chris  Whittle's  Channel 
One  was  Enemy  Number 
One.  Under  K-III, 
it's  must-see  TV — 
commercials  and  all. 
By  Joshua  Levine 

102  Faces  Behind 
The  Figures 

Roger  Werner,  Outdoor 
Life,  Speedvision; 
Gregory  Maffei, 
Microsoft;  Keith 
Clinkscales,  Vibe. 

International 

52  No  more  rice, 
gimme  a  slice 

JC  Foods  convinced  the 
Japanese  to  buy  pizza. 
Next  up:  pita  and  quiche. 

By  Jean  A.  Briggs 

58  Bloomsbury  blooms 

With  59  bestselling  books, 
Britain's  Nigel  Newton 
targets  the  U.S. 

By  Richard  C.  Morais 
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70  Selling  Religion 

"I  think  all  of  life 
is  religious— eco- 
nomic, relational, 
political.  God  made 
us  and  he  has  a 
plan  for  our  lives." 


78  Rebuilding  China 

"We  explain  to  them 
how  we  solve  prob- 
lems in  Singapore.  We 
don't  dictate  to  them. 
They  decide  what 
they'd  like  to  learn." 


Law  &  Issues 

47  Deathly  choices 

The  politics  of  disease 
research  results  in  glaring 
discrepancies  in  who  gets 
federal  funds. 

By  Peter  Brimelow 

50  Easy  come,  easy  go 

Reed  Hundt  raised  $10 
billion  at  an  FCC  auction. 
One  big  problem:  No 
one's  paying  up. 
By  Peter  Spiegel 

70  Buy  me  some 
oP  time  religion 

God.  Spirituality.  Angels. 
They're  new  moneymakers 
for  a  reawakened  main- 
stream media.  Praise  the 
Lord. 

By  Tim  W.  Ferguson 
with  Josephine  Lee 

96  On  The  Docket 
Byte  back  at  law  firms 

New  software  from 
PeerPoint  Technologies 
helps  control  nasty  out- 
side legal  bills. 

By  Carolyn  T.  Geer 


Technology 

104  Captain  to  the  helm 

New  product  failures  were 
sinking  Attachmate.  Frank 
Pritt  docked  his  yacht  to 
rescue  the  company  ship. 

By  Ann  Marsh 

108  We  do  Web  work 

The  Net  is  like  the  Gold 
Rush  days.  And  Proxicom 
has  the  pickaxes  you  need. 

By  Shailaja  Neelakantan 

109  It's  okay  to  inhale 

You  can't  take  biotech 
drugs  by  mouth.  Needles 
hurt.  So  breathe  deeply. 

By  Philip  E.  Ross 

110  The  Software 
Horizon 

By  Guy  Kawasaki 

112  Insights 

By  Peter  Huber 


Money  & 
Investments 

118  The  Funds 
Married  with  fund 

Art  and  Wanda  Bonnel 
rack  up  big  returns. 

By  James  M.  Clash 

120  Streetwalker 

Embotelladora  Andina; 
Redhook  Ale  Brewery; 
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Microsoft's  dynamo 

In  the  California  foothills  near  Sacramento,  connected  to  the 
rest  of  the  world  by  eight  phone  lines,  seven  computers,  a  router, 
and  a  great  many  airline  tickets,  Jeffrey  Young,  44,  writes  maga- 
zine articles  and  books  about  high  technology.  His  forthcoming 
book:  Wirehcads.  He  says  he  works  close  enough  to  Silicon  Valley 
to  stay  on  top  of  it  without  being  swallowed  up  in  its  culture  and 
jargon.  In  this  issue  Young  tells  the  story  of  Bill  Gates'  indispens- 
able but  little-known  alter  ego,  Steven  Ballmer.  Who  is  this  guy 
Ballmer?  What  makes  him  run  so  hard?  Turn  to  "The  George  S. 
Patton  of  software,"  page  86. 

One  family,  two  systems 

It  remains  to  be  seen  how  faithfully  Beijing 
w  ill  keep  its  promise  of  one-country,  two-sys- 
tems when  it  formally  annexes  Hong  Kong 
this  year,  but  in  China  proper  many  people  are 
already  operating  under  a  one-family,  two- 
system  policy.  It  works  like  this:  One  family 
member  has  a  government  job,  entitling  the 
clan  to  low-cost  medical  care,  cheap  rent  and 
job  tenure  but  not  much  cash.  Another  works 
in  the  private  sector,  for  a  foreign  company  if  Andrew  Tanzer 
possible,  and  brings  in  what  is  by  Chinese  stan- 
dards  lots  of  green.  Pooling  resources,  the 
family  has  the  best  of  both  worlds. 

An  ideal  system?  No.  It's  an  improvisation,  a  hodgepodge,  a 
demonstration  of  Chinese  practicality.  The  heavy,  often  arbitrary 
hand  of  government  remains  in  everyday  life,  and  the  socialist  part 
of  the  economy  is  a  drag  on  prosperity.  With  the  rules  fuzzy,  cor- 
ruption abounds.  But  you  can't  escape  the  fact  that  this  huge 
nation  is  enjoying  fast  economic  growth  with  a  relative  minimum 
of  social  disruption.  In  "Stepping-stones  to  a  new  China,"  Andrew 
Tanzer,  manager  of  our  Hong  Kong  bureau,  reports  on  China's 
powerful  but  uneven  progress  toward  economic  and  political 
modernity.  Page  78. 

Bullish  on  religion 

The  current  religious  re\ival  in  the  U.S.  has  its 
economic  reflection  in  an  upsurge  of  spending 
on  religious  books  and  artifacts.  Our  West  Coast 
bureau  manager,  Tim  Ferguson,  assisted  by 
Josephine  Lee,  tells  the  story  in  "Spiritual  reali- 
ty." Says  Tim:  "Organizations  and  companies  in 
the  religious  market  typically  are  S10  million  to 
S80  million  operations,  but  big  business  is  start- 
ing to  see  the  potential."  He  warns:  "The  big 
companies  had  better  get  the  message  right. 
These  folks  want  their  views  respected  and  they 
will  smell  out  condescension."  Page  70. 
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§  Caesars  Maximus 
Hold  on  to  your 
togas:  The  $200- 
million-plus 
retail  complex 

|  will  feature 

a  four-horse 
chariot  races. 


Profits  maximus 

"Over  and  over  again  I  was  accused 
or  being  an  absolute  idiot,"  recalls 
Sheldon  Gordon  about  the  early  reac- 
tion to  his  plans  to  build  the  Forum 
Shops  at  Caesars  Palace  in  Las  Vegas. 
Laid  out  like  an  elaborate  Roman 
town,  the  300,000-square-foot  retail 
center  features  fancy  fountains,  arched 
facades  above  each  store  and  talking 
15-foot  statues  of  Bacchus,  Venus  and 
Apollo  (Sept.  28,  1992). 

Idiocy?  Annual  sales  have  climbed 
to  $1,450  per  square  foot,  far  sur- 
passing the  average  mall  rate.  Stores 
in  a  planned  300,000-square-foot 
expansion  currently  under  construc- 
tion will  pay  almost  double  the  min- 
imum $55  to  $60  per  square  foot 
that  original  tenants  such  as  Gucci, 
Bulgari  and  Warner  Bros,  now  pay. 

Gordon's  about  to  top  himself. 
Here  comes  Caesars  Maximus,  a 
4 1 0,000-square-foot  retail/restau- 
rant/entertainment complex  that  will 
be  built  in  front  of  Caesars.  The  esti- 
mated $200-million-plus  project  will 
be  financed  by  ITT  Corp.,  Caesars' 
owner,  and  will  resemble  a  Roman 
hillside  village  with  a  changing,  three- 
dimensional  enclosed  sky  beneath  its 
LOO-foot-high  ceiling  and  live,  four- 
horse  chariot  races.   -Sf.th  LUBOVE 


Sweet  justice 


I.am  vi  ar  we  singled  out  Haworth, 
Inc.,  the  big  $1.2  billion  (sales)  Hol- 
land, Mich. -based  manufacturer  of 
office  furniture,  as  a  good  bet  to 
narrow  the  gap  with  $2.5  billion 
(sales)  industry  leader  Steelcase  Inc. 
(May  20,  1996).  Haworth  had 
already  nudged  aside  publicly  traded 
Herman  Miller  for  the  number  two 
spot  and  was  gaining  market  share  by 


undercutting  competitors'  bids. 

Now  comes  a  new  reason  for 
Haworth  to  cheer:  In  one  of  the 
largest  patent-litigation  judgments  in 
U.S.  history,  Grand  Rapids,  Mich.- 
based  Steelcase  was  ordered  last 
month  to  pay  Haworth  $21 1.5  mil- 


Dick  Haworth,  right,  and  Jerry  Johanneson 
Savoring  a  $211.5  million  victory. 


lion  for  infringing  on  Haworth's 
patent  for  prewired  office  panels.  The 
damages  and  judgment,  affirmed  by 
the  U.S.  District  Court  for  western 
Michigan,  capped  a  bitter  17-year 
battle  over  the  panels'  origin. 

Co-invented  by  Chairman  Richard 
Haworth  in  1975,  the  movable 
panels  allowed  office  cubicles  to  be 
constructed  by  simply  snapping 
together  prewired  partitions,  elimi- 
nating the  necessity  for  electricians  to 
rewire  the  space. 

"This  is  a  sweet  victory,"  smiles 
President  Gerald  Johanneson.  The 
company  will  use  the  money  to  pay 
down  debt  and  expand  facilities. 
Quips  Johanneson:  "If  the  competi- 
tion feels  the  pinch,  all  the  better!" 
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Now  men  who  suffer  from 

frequent  nighttime  urination  can... 


■-- 

>7 


CARDURA*.  Tke  fa  st,  easy  treatment 
for  frequent  nighttime  urination  due  to  BPH. 

 J  L„.l  


Frequent  nighttime  urination  is  a  common  and  bothersome 
symptom  of  benign  prostatic  hyperplasia  (BPH),  a  noncancerous 
enlargement  of  the  prostate  gland  occurring  most  often  in  men 
over  the  age  of  50. 

Cardura  is  a  simple,  once-daily  tablet  that  quickly  relieves 
urination  problems  caused  by  BPH,  meaning  your  bladder  can 
empty  completely  and  you  won't  have  to  wake  up  as  often  at 
night  to  go  to  the  bathroom. 

Cardura  may  begin  to  improve  urinary  flow — day  and  night — in 
as  little  as  1  to  2  weeks. 

Cardura  is  available  only  by  prescription. 

So  ask  your  physician  if  Cardura  is  right  for  you — if  it  is,  your 
doctor  can  provide  you  with  a  trial  pack  to  get  you  started. 

Cardura  can  cause  a  sudden  drop  in  blood  pressure  at  the 
beginning  of  treatment  or  if  you  miss  doses  and  then  start 
taking  the  medication  again.  You  may  feel  dizzy,  faint,  or 
light-headed,  particularly  after  getting  up  from  a  chair  or  bed. 
Speak  to  your  doctor  about  oral  medications  like  Cardura 
and  other  treatment  options  for  BPH  such  as  regular 
monitoring  of  the  condition  or  surgery. 

Please  sec  important  information  on  the  next  page. 


ONCE-A-DAY  „ 

CARDURA© 

(doxazosin  mesylate 


Scored  Tablets 
1  mg,  2  mg,  4  mg,  8  mg 


Cardura.  Because  BPH  shouldn't  be  some     ing  to  lose  sleep  over. 


ONCEA-DAY  -  ^-fc^ 

CARDURA© 

(doxazosin  mesylate]^"1^.  8mg 

PATIENT  INFORMATION  ABOUT  CARDURA" 
Generic  Name: 
doxazosin  mesylate 
FOR  BENIGN  PROSTATIC  HYPERPLASIA  (BPH) 


Read  this  information: 

•  before  you  start  taking  CARDURA* 

•  each  time  you  get  a  new  prescription. 

You  and  your  doctor  should  discuss  this  treatment  and  your 
BPH  symptoms  before  you  start  taking  CARDURA*  and  at  your 
regular  checkups.  This  information  does  NOT  take  the  place  of 
discussions  with  your  doctor. 

CARDURA*  is  used  to  treat  both  benign  prostatic  hyperplasia 
(BPH)  and  high  blood  pressure  (hypertension).  This  information 
describes  CARDURA®  as  treatment  for  BPH  (although  you  may  be 
taking  CARDURA*  for  both  your  BPH  and  high  blood  pressure). 

What  is  BPH? 

BPH  is  an  enlargement  of  the  prostate  gland.  This  gland  surrounds 
the  tube  that  drains  the  urine  from  the  bladder.  The  symptoms  of 
BPH  can  be  caused  by  a  tensing  of  the  enlarged  muscle  in  the 
prostate  gland  which  blocks  the  passage  of  urine.  This  can  lead  to 
such  symptoms  as: 

•  a  weak  or  start-and-stop  stream  when  urinating 

•  a  feeling  that  the  bladder  is  not  completely  emptied  after 
urination 

•  a  delay  or  difficulty  in  the  beginning  of  urination 

•  a  need  to  urinate  often  during  the  day  and  especially  at  night 

•  a  feeling  that  you  must  urinate  immediately. 

Treatment  Options  for  BPH 

The  four  main  treatment  options  for  BPH  are: 

•  If  you  are  not  bothered  by  your  symptoms,  you  and  your 
doctor  may  decide  on  a  program  of  "watchful  waiting."  It  is 
not  an  active  treatment  like  taking  medication  or  surgery  but 
involves  having  regular  checkups  to  see  if  your  condition  is 
getting  worse  or  causing  problems. 

•  Treatment  with  CARDURA*  or  other  similar  drugs.  CARDURA* 
is  the  medication  your  doctor  has  prescribed  for  you.  See 
"What  CARDURA*  Does,"  below. 

•  Treatment  with  the  medication  class  of  5-alpha  reductase 
inhibitors  (e.g.  Proscar*).  It  can  cause  the  prostate  to  shrink. 
It  may  take  6  months  or  more  for  the  full  benefit  of  finasteride 
to  be  seen. 

•  Various  surgical  procedures.  Your  doctor  can  describe  these 
procedures  to  you.  The  best  procedure  for  you  depends  on 
your  BPH  symptoms  and  medical  condition. 

What  CARDURA*  Does 

CARDURA*  works  on  a  specific  type  of  muscle  found  in  the 
prostate,  causing  it  to  relax.  This  in  turn  decreases  the  pressure 
within  the  prostate,  thus  improving  the  flow  of  urine  and  your 
symptoms. 

•  CARDURA*  helps  relieve  the  symptoms  of  BPH  ( weak  stream, 
start-and-stop  stream,  a  feeling  that  your  bladder  is  not  com- 
pletely empty,  delay  in  beginning  of  urination,  need  to 
urinate  often  during  the  day  and  especially  at  night,  and 
feeling  that  you  must  urinate  immediately).  It  does  not 
change  the  size  of  the  prostate.  The  prostate  may  continue  to 
grow;  however,  a  larger  prostate  is  not  necessarily  related  to 
more  symptoms  or  to  worse  symptoms.  CARDURA®  can 
decrease  your  symptoms  and  improve  urinary  flow,  without 
decreasing  the  size  of  the  prostate. 

•  If  CARDURA®  is  helping  you,  you  should  notice  an  effect 
within  1  to  2  weeks  after  you  start  your  medication,  CARDURA* 
has  been  studied  in  over  900  patients  for  up  to 
2  years  and  the  drug  has  been  shown  to  continue  to  work 
during  long-term  treatment. 

Even  though  you  take  CARDURA®  and  it  may  help  you, 
CARDURA®  may  not  prevent  the  need  for  surgery  in  the 
future. 

•  CARDURA®  does  not  affect  PSA  levels.  PSA  is  the 


abbreviation  for  Prostate  Specific  Antigen.  Your  doctor  may 
have  done  a  blood  test  called  PSA.  You  may  want  to  ask  your 
'  doctor  more  about  this  if  you  have  had  a  PSA  test  done 

Other  Important  Facts 

•  You  should  see  an  improvement  of  your  symptoms  within 
1  to  2  weeks.  In  addition  to  your  other  regular  checkups  you 
will  need  to  continue  seeing  your  doctor  regularly  to  check 
your  progress  regarding  your  BPH  and  to  monitor  your 
blood  pressure. 

•  CARDURA®  (doxazosin  mesylate)  is  not  a  treatment  for 
prostate  cancer.  Your  doctor  has  prescribed  CARDURA®  for 
your  BPH  and  not  for  prostate  cancer;  however,  a  man  can 
have  BPH  and  prostate  cancer  at  the  same  time.  Doctors 
usually  recommend  that  men  be  checked  for  prostate  cancer 
once  a  year  when  they  turn  50  (or  40  if  a  family  member  has 
had  prostate  cancer).  A  higher  incidence  of  prostate  cancer 
has  been  noted  in  men  of  African-American  descent.  These 
checks  should  continue  even  if  you  are  taking  CARDURA  * 

How  To  Take  CARDURA®  and  What  You  Should 
Know  While  Taking  CARDURA*  for  BPH 

CARDURA®  Can  Cause  a  Sudden  Drop  in  Blood  Pressure 
After  the  VERY  FIRST  DOSE.  You  may  feel  dizzy,  faint  or 
"light-headed,"  especially  after  you  stand  up  from  a  lying  or 
sitting  position.  This  is  more  likely  to  occur  after  you've  taken  the 
first  few  doses  or  if  you  increase  your  dose,  but  can  occur  at  any 
time  while  you  are  taking  the  drug.  It  can  also  occur  if  you  stop 
taking  the  drug  and  then  restart  treatment.  If  you  feel  very  dizzy, 
faint  or  "light-headed"  you  should  contact  your  doctor.  Your 
doctor  will  discuss  with  you  how  often  you  need  to  visit  and  how 
often  your  blood  pressure  should  be  checked. 

Your  blood  pressure  should  be  checked  when  you  start  taking 
CARDURA®  even  if  you  do  not  have  high  blood  pressure 
(hypertension).  Your  doctor  will  discuss  with  you  the  details  of 
how  blood  pressure  is  measured. 

Blood  Pressure  Measurement:  Whatever  equipment  is  used,  it 
is  usual  for  your  blood  pressure  to  be  measured  in  the  following 
way:  measure  your  blood  pressure  after  lying  quietly  on  your  back 
for  five  minutes.  Then,  after  standing  for  two  minutes  measure 
your  blood  pressure  again.  Your  doctor  will  discuss  with  you  what 
other  times  during  the  day  your  blood  pressure  should  be  taken, 
such  as  two  to  six  hours  after  a  dose,  before  bedtime  or  after 
waking  up  in  the  morning.  Note  that  moderate  to  high-intensity 
exercise  can,  over  a  period  of  time,  lower  your  average  blood 
pressure. 

You  can  take  CARDURA*  either  in  the  morning  or  at  bedtime 
and  it  will  be  equally  effective.  If  you  take  CARDURA*  at  bedtime 
but  need  to  get  up  from  bed  to  go  to  the  bathroom,  get  up  slowly 
and  cautiously  until  you  are  sure  how  the  medication  affects  you. 
It  is  important  to  get  up  slowly  from  a  chair  or  bed  at  any  time 
until  you  learn  how  you  react  to  CARDURA.®  You  should  not  drive 
or  do  any  hazardous  tasks  until  you  are  used  to  the  effects  of  the 
medication.  If  you  begin  to  feel  dizzy,  sit  or  lie  down  until  you  feel 
better. 

•  You  will  start  with  a  1  mg  dose  of  CARDURA*  once  daily. 
Then  the  once  daily  dose  will  be  increased  as  your  body 
gets  used  to  the  effects  of  the  medication.  Follow  your 
doctor's  instructions  about  how  to  take  CARDURA.®  You 
must  take  it  every  day  at  the  dose  prescribed.  Talk  with  your 
doctor  if  you  don't  take  it  for  a  tew  days  for  some  reason;  you 
may  then  need  to  restart  the  medication  at  a  1  mg  dose,  in- 
crease your  dose  gradually  and  again  be  cautious  about 
possible  dizziness.  Do  not  share  CARDURA®  with  anyone 
else;  it  was  prescribed  only  for  you. 

•  Other  side  effects  you  could  have  while  taking  CARDURA,® 
in  addition  to  lowering  of  the  blood  pressure,  include  dizzi- 
ness, fatigue  (tiredness),  swelling  of  the  feet  and  shortness 
of  breath.  Most  side  effects  are  mild.  However,  you  should 
discuss  any  unexpected  effects  you  notice  with  your  doctor. 

•  Keep  CARDURA®  and  all  medicines  out  of  the  reach  of 
children. 

FOR  MORE  INFORMATION  ABOUT  CARDURA®  AND  BPH 
TALK  WITH  YOUR  DOCTOR,  NURSE,  PHARMACIST  OR 
OTHER  HEALTH  CARE  PROVIDER. 

PFIZER,  INC  70-5039-00-0 


Labs  •  WHO  •  Prall  •  Roerig  •  Specialty 

U.S.  Pharmaceuticals  Group 
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Report  card 

A  year  ago  Forbes  highlighted  20 
companies  as  potential  stock  market 
winners  for  1996  (Jan.  1,  1996). 
How  did  we  do?  Not  too  bad,  but 
our  total  return,  21%,  was  two  per- 
centage points  lower  than  the  s&P 
500  index. 

Best  performer  was  Charles 
Schwab  Corp.,  the  financial  services 
firm,  up  60%.  As  the  market  boomed, 
Schwab  attracted  about  a  million  new 
customer  accounts.  Another  winner: 
corporate  software  maker  Oracle 
Corp.,  up  48%.  Earnings  climbed 
38%  for  the  year  on  strong  sales  of  its 
bread-and-butter  database  programs 
and  applications. 

Not  all  our  predictions  came  true: 
Dragging  down  the  overall  return 
was  health  care  services  provider 
United  HealthCare  Corp.,  whose 
stock  sank  31%.  United  suffered 
margin  pressure  from  higher  pharma- 
ceutical, physician  and  hospital  costs, 
as  did  most  of  its  peers. 

Graphic  decline 

We  thought  Denver-based  startup 
Journal  Graphics  had  hit  upon  a 
clever  publishing  niche:  selling  tran- 
scripts of  news-related  TV  and  radio 
programs.  Founder  James  A.  Smith 
spoke  grandly  about  expanding  from 
mere  printouts  to  higher-margin  CD- 
ROMs  and  other  media  technology 
(May  24,  1993). 

But  Smith's  plans  to  repackage 
transcripts  fell  apart  in  1995,  when 
CNN,  his  biggest  account,  denied 
Journal  Graphics  secondary  uses  of 
the  material.  "They  figured  out  they 
don't  need  to  give  us  lowly  clerical 
types  an  upside  potential,"  he 
laments. 

Then  last  fall  a  software  glitch 
interrupted  transcript  service  to  CNN. 
The  network  canceled  Journal  Graph- 
ics entirely,  moving  to  a  Washington, 
D.C. -based  outfit  called  Federal  Doc- 
ument Clearing  House.  So  did 
National  Public  Radio,  and  ABC  News 
has  just  followed. 

Once  $2.5  million  in  sales,  Journal 
Graphics  will  drop  well  below  $2  mil- 
lion this  fiscal  year.  Smith  is  trying  to 
finance  a  sale  to  remaining  employees, 
but  prospects  are  grim. 

-Tim  W.  Ferguson  H 
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$8  BILLION 
STRONG. 

MARKET 
LEADERS. 

ACQUISITION 


INTO  TOYS. 


Not  surprisingly,  people  often 
confuse  Tyco  International  with 
that  other  Tyco,  the  fine  maker  of 
children's  toys.  We're  the  Tyco  that 
enjoys  leadership  positions  in  each 
of  its  four  business  segments.  We're 
the  Tyco  that's  increased  its  market 
capitalization  from  $400  million  to 
over  $8  billion  in  just  over  a  decade, 


that  has  a  compounded  income 
growth  rate  of  21%,  and  a  superb 
long-term  record  of  enhancing 
shareholder  value.  For  return  on 
investment  over  the  past  ten  years, 
this  Tyco  ranks  in  the  top  10%  of 
the  Fortune  500  '  —  a  better  record 
than  seven  of  Fortune11  magazine's 
ten  most  admired  companies  of  1996. 


Of  course,  past  performance  does 
not  guarantee  future  results.  But  at 
Tyco,  earnings,  growth  and  perfor- 
mance are  what  we're  al!  about.  To 
find  out  more,  please  write  PO  Box 
497,  Dept.  F,  Exeter,  NH  03833. 

tuca 

am  international  ltd. 


Unleashing  The  Power  Within 

http://www.tycoint. 

Disposable  and  Specialty  Products  Kendall '  Armor  Ludlow  Flow  Control  AnvillCanvil  'WinnValves  •  Hindle  Valves' Neotecha' J. B.  Smith 

Fire  and  Safety  Services  Grinnell'Ansul' Mather  &  Piatt' Mueller' O'Donnell  Griffin'Total  Walther'Wormald 'Thorn  Security •  Earth  Tech  U&BU 

Electrical  and  Electronic  Components  Allied  Tube  &  Conduit' Simplex  Technologies'Tyco  Printed  Circuit  Group  PsYSfc 
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Retiring 


by  Luisa  Kroll 


Okay,  you're  too  young  to  worry  about  retirement.  Getting  ahead  is 
what's  on  your  mind.  But  remember  this:  The  more  successful 
you  become,  the  more  of  a  wrench  retirement  will  be.  It's  not  too 
soon  to  give  it  some  thought.  Herewith,  sage  advice  from  some 
smart  guys  who  have  made  the  transition. 


Walter  B.  Wriston,  77 

Retired  as  chief  executive 
and  chairman  in  1984, 
Citicorp 
I'm  a  strong  believer 
in  term  limits,  so  to 
speak.  I  retired  at  65, 
the  normal  retirement 
age  of  American  busi- 
ness. When  top  manage- 
ment reaches  65,  they 
ought  to  get  out.  They 
know  a  lot  of  things  that 
aren't  true  anymore.  And  they  should  stay  out 
of  everybody's  way.  One  of  the  saddest  things 
to  me  is  a  chief  executive  who  stays  on  the 
board  of  directors. 

John  Kluge,  82 

Chairman  and  Chief  Executive, 
Metromedia  Co. 

Age  65  is  an  artificial  age  for  retirement.  Some 
people  are  old  at  65,  but  some  people  are  very 
young.  No  way  have  I  slowed  down  my  life  as 
I've  gotten  older.  I  feel  as  enthusiastic  about 
Monday  morning  as  I  did  when  I  left  college. 
I  plan  to  work  until  they  carry  me  out. 

Helen  Gurley  Brown,  74 

Editor-in-Chief,  Cosmopolitan 
Retiring  in  January 

In  January  I  move  from  my  posh,  cozy  sur- 
roundings at  Cosmo  over  to  another  Hearst 
building  and  start  my  life  advising  Cosmo's 
international  editions.  I  will  be  missing  the 
power  and  the  product.  I've  always  loved  both. 

I  don't  have  any  plans  for  retirement.  I  am  a 
reconstituted  working  person.  Work  is  my  joy.  I 
am  not  social.  I  am  miserable  at  parties.  Work 
has  brought  me  everything:  money,  success, 
recognition  and  pleasure. 

Is  critiquing  international  editions  a  job 
'     for  a  grown-up  girl?  It's  better  than  show- 
>     ing  up  on  the  golf  course  in  Palm  Beach, 

playing  gin  rummy  at  lunch  and  getting 
drunk  from  boredom. 

John  Amerman,  64 

Chairman,  Mattel,  Inc. 
Retiring  as  chief  executive  in  January 

About  two  years  ago,  I  was  coming  to 
work  and  it  dawned  on  me  that  at  the  end 


of  1996,  I'd  have  been  chief  executive  officer 
for  ten  years.  I  remember  someone  saying, 
"Ten  years  is  a  long  time."  That  rang  a  bell 
with  me. 

You  wake  up  one  day,  and  say,  "My  gosh, 
I'm  going  to  be  65  and  there  are  a  few  other 
things  I  still  want  to  do  in  life."  My  wife  and 
I  have  a  lot  of  Thoroughbred  horses  and  we 
want  to  become  one  of  the  top  ten  Thor- 
oughbred owners  in  the  country.  I'm  also 
working  very  hard  on  an  objective  of  playing 
golf  to  my  age.  I  can't  shoot  64  now,  so  it's 
going  to  be  a  five-year  program — to  shoot 
70  at  age  70. 

Ray  Robbins,  76 

Chairman  Emeritus,  Lennox  International 
Retired  as  chairman  in  1992 

Going  into  retirement  I  knew  I  had  to  find 
something  to  do.  Then  I  read  about  the 
International  Executive  Service  Corps  in  the 
newspaper.  It's  an  organization  that  matches 
retired  executives  with  foreign  companies. 
IESC  matched  me  with  a  Czech  company  in 
the  refrigeration  and  ventilation  business.  I 
helped  them  develop  marketing  plans  and 
ease  into  the  free-market  system.  One  cau- 
tion about  these  assignments — sometimes, 
having  been  a  chief  executive,  it's  difficult 
not  to  try  and  play  the  role  of  CEO.  You  have 
to  calm  yourself  down,  be  an  adviser — not  a 
manager. 

Ronald  Assaf,  61 

Chairman,  Sensormatic 

Retired  as  chief  executive  in  1996 

Now  that  I'm  retired,  I  guess  the  biggest 

improvement  is  not  having  to  deal  with  the 

financial  community.  Short-sellers  made  life 

anything  but  happy  over  the  last  couple  of 

years.  My  decision  to  retire  was  made  before 

the  short-sellers  really  got  active,  but  they 

have  given  me  a  lot  of  reasons  not  to  regret 

my  decision.  ' 

Thomas  McGormack,  65 

Retired  as  chief  executive  in  October 
and  as  chairman  in  January, 
St.  Martin's  Press 

I've  been  ceo  for  26  years,  one  of  the  longest 
tenures  in  book  publishing.  I  realized  I  would 
not  do  well  by  the  stockholders  in  the  next 
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f  course,  no  one  ever  apologized  just  to  get 
lies.  But  the  next  time  you  say  you're 

y 

>rry,  use  the  Citibank  AAdvantage® 
.rd  and  earn  one  AAdvantage  mile  on 
merican  Airlines*  for  every  dollar  you 
iend.*The  Citibank  AAdvantage  card  is 
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CITIBANK 
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AyAdvantage 
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VISA 

L  WALKER 
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Never 

accepted  at  over  12  million  locations. 
Which  means  you  have  lots  of  places 
to  earn  miles.  Not  to  mention,  lots 
of  incentives  to  do  the  right  thing. 
To  apply,  call  I-800-FLY-4444. 
miss  another  mile. 


or  was  it  the  miles? 

•The  maximum  number  of  AAdvantage  miles  you  can  earn  with  the  Citibank  AAdvantage  card  is  60.000  miles  per  calendar  year  (purchases  recorded  on  your  Jan  -  Dec  billing  statements).  American  Airlines 
dvantage  Platinum* and  AAdvantage  Gold*  members  are  excluded  from  this  limit.  American  Airlines.  AAdvantage,  AAdvantage  Platinum  and  AAdvantage  Gold  are  registered  trademarks  of  American  Airlines.  Inc. 
American  Airlines  reserves  the  right  to  change  AAdvantage  program  rules,  regulations,  travel  awards,  and  special  offers  at  any  time  without  notice,  and  to  end  the  AAdvantage  program  with  six  months  notice. 
The  Citibank  AAdvantage  card  is  issued  by  Citibank  (South  Dakota),  N.A.  ©  1997  Citibank  (South  Dakota),  N.A.  Member  FDIC 


un  m  i  minu 


Does  your  board 
have  age  limits 
for  directors? 


To  most 

Americans  early 
retirement 
is  part  of  a 
dream.  Only  11% 
expect  to  work 
after  65.  Not  so 
top  executives, 
who  often  hang 
on  for  much 
longer. 


decade.  They  need  someone  who  is  more 
interested  in  new  media  developments,  com- 
puterization and  multimedia. 

You  have  to  be  pretty  much  resourceless  to 
stay  around  until  people  say  it's  time  to  go. 

Besides,  I  did  not,  with  increasing  age, 
become  inured  to  bad  writing.  I  didn't  want 
to  spend  the  rest  of  my  days  editing  work  I 
don't  respect.  The  only  book  that  I  worked 
on  that  I  think  will  be  around  for  the 
next  100  years  is  All  Creatures 
I  Great  and  Small.  It  may  be  that  I 

heard  a  ticking  clock,  and  an  inner 
voice  saying,  "Do  you  really  want  to 
work  on  a  book  by  some  Hollywood 
author?" 

Frank  Shrontz,  64 

Retired  as  chief  executive  in  1996  and  as  chair- 
man in  early  1997,  Boeing 

I  will  not  miss  the  stress.  I  don't  know  that 
managing  a  120,000-person  enterprise  is 
something  I'm  going  to  look  longingly  back 
on  six  months  from  now.  I  don't  think  I'm 
going  to  flunk  retirement. 

Jerome  Chazen,  69 

Chairman  Emeritus,  retired  as  chairman  in  1996, 
Liz  Claiborne 

With  the  rest  of  my  life  I  want  to 
do  something  with  young 
companies  where  I  can  be  a 
mentor  or  helper  and,  if  neces- 
sary, even  invest  money  in  these 
companies.  So  I  created  a  com- 
pany to  do  just  that,  Chazen 
Capital  Partners.  I'm  most  excited.  It's 
the  same  kind  of  adrenaline  as  when  I  ran 
Liz  Claiborne. 

Pierson  M.  Grieve,  69 

Retired  as  chief  executive  and  chairman 
in  1995,  Ecolab 
A  big  difference  when  you  retire  is  that  you 
move  health  to  the  top  of  your  priority  list. 
When  you're  a  full-time  chief  executive, 


you're  always  sacrificing  vacation  time,  down- 
time, or  exercise  time  because  there's  alw  ays 
another  meeting  or  another  place  to  go.  This 
time  in  my  life  keeping  my  health  is  my  fust 
priority,  family  is  second,  and  then  come  all 
those  other  things. 

Peter  Heegaard,  60 

Retired  as  chief  executive  in  1996, 
Norwest  Capital  Advisers 

I  always  dabbled  in  community  work  before, 
but  now  I  can  focus  on  it.  I'm  working  with 
the  Minneapolis  Urban  League,  which  does 
gut-level  racism,  poverty  stuff.  I  can't  walk 
in  there  and  apply  very  high  tech,  sophisti- 
cated, investment  kind  of  language.  I've  had 
to  slow  the  tape  down  a  little  bit  and  come 
at  problems  from  somebody  else's  social 
parameter  and  lifestyle.  Otherwise  they'll 
throw  me  out.  I  don't  have  a  title  anymore, 
just  a  card  with  my  name  on  it.  My  identity 
has  become  much  more  myself. 

William  Hodder,  65 

Retired  as  chief  executive  and  chairman  in  1996, 
Donaldson  Co. 

Some  things  about  retirement  you  can't  pre- 
pare yourself  for.  When  you're  a  chief  execu- 
tive you're  sought  after  and  involved  in 
committees.  Once  you  step  down,  it's  gone 
instantly.  They're  going  to  the  fellow  who 
replaced  you.  I  am  not  unglued  because  I 
have  lots  of  other  interests.  But  for  a  ceo 
who  walks  out  cold  turkey,  it  can  be  real 
debilitating.  M 


What's  on  your  mind.5 

If  you  are  a  business  executive,  whether 
with  a  big  company  or  a  small  one,  we'd 
like  to  know  what's  bothering  you  these 
days,  and  what  you  are  doing  about  it. 
Tell  us  about  it  at:  mind@forbes.com. 
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The  1997LeSabre. 
The  family's  safely  home... 


Out  there,  you  rely  on  things  like  the  safety 
of  LeSabre's  dual  air  bags*  You  rely  on  the 
performance  of  its  anti-lock  brakes.  And  your  family 
relies  on  you.  For  more  reasons  why  you  and  your 
family  can  rely  on  LeSabre,  visit  our  Web  site  at 
http://www.buick.com  or  call  1-800-4A-BUICK. 


LeSABRE 

PEACE  OF  MIND 


GM 


91996  GM  Corp  All  rights  reserved  LeSabre  is  a  registered  trademark  of  GM  Corp  Buckle  up,  America'  I3U.IC^IC 
'Always  wear  safety  belts,  even  with  air  bags 
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HELPING     IMPROVE     YOUR    BUSINESS  PERFORMANCE 


Arthur 
Andersen 


At  Arthur  Andersen,  our  business  is  helping  you  to  improve  your  business. 
With  dedicated  professionals  drawn  from  many  disciplines  and  our 
Global  Best  Practicessmknowledge  base,  we  work  with  you  to  develop 
the  vision  for  your  company  that  will  best  deliver  stellar  results. 
We  call  THIS  VISION  BUSINESS  performance  improvement. 


http://xvzmv.arlkurandersen.com 
©1997  Arthur  Andersen.  All  Rights  Reserved. 
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Women  of  the 
Valley  (continued) 

Sir:  Re  "Women  of  the  Valley"  (Dec. 
30,  1996).  The  cover  says  it  all:  ten 
women  in  dresses  and  ten  in  slacks. 
Femininity  is  out,  masculinity  in.  Also 
out  are  courtesies  once  prevalent  in 
the  workplace.  Perhaps  a  return  to 
femininity  is  now  in  order. 
-A.  F.  Manz 
Union,  N.J. 


I  The  most  powerful  man  in  Russia  I 


Educated,  Experienced, 
Well  Capitalized 


Look  who's 
making  it  big 
in  Silicon  Valley 


Glass  ceiling?  Their  advice:  Forget  it. 

They  also  like  pants,  study  liberal  arts. 


Sir:  There  are  no  women  among  the 
100  highest-paid  Silicon  Valley  exec- 
utives, according  to  the  San  Jose  Mer- 
cury News.  Officers  in  these  compa- 
nies include  just  13  women,  or  1.8%. 
Despite  this,  Forbes  has  declared  the 
glass  ceiling  breached  and  Silicon 
Valley  the  answer  to  ambitious 
women's  prayers. 
-Christine  Meehan 
New  York,  N.Y 

Sir:  You  state  that  "You  won't  find  a 
lot  of  English  or  French  majors 
among  these  pioneers."  But  your 
descriptions  of  these  20  women 
reveal  that,  as  undergraduates,  three 
majored  in  English,  four  in  econom- 
ics and  one  each  in  psychology, 
speech  therapy  and  history.  That 
means  half  were  liberal  arts  majors 
trained  to  think  critically  and  write 
succinctly  before  they  specialized. 
Once  again,  proof  that  liberal  arts 
prepares  students  for  anything — 
including  starting  computer  and  soft- 
ware firms. 
-Gary  M.  Stern 
New  York,  N.Y 


The  verge  of  extinction 

Sir:  Re  "Distant  cries"  (Fact  and 
Comment,  Dec  16.  1996).  One 
notable  omission  in  your  highlight  of 
persecuted  Christians  is  one  of  the 
most  ancient  communities — Syrian 
Orthodox  Christians  in  Turkey.  They 
have  been  persecuted  to  the  verge  of 
extinction.  After  WWII  they  num- 
bered 250,000.  Today  only  2,000 
remain.  With  their  extinction  will  also 
disappear  ancient  Christian  manu- 
scripts in  ancient  monaster- 
ies like  Deyrul  Zaafaran 
and  Mor  Gabriel. 

The  plight  of  the  Kurds 
gets  international  attention, 
but  that  of  the  Syrian 
Orthodox  goes  unnoticed. 
-Thomas  Joseph 
Los  Angeles,  Calif. 

Smart  investment 

Sir:  Re  "Basic  questions 
before  amending  our  basic 
law"  (Fact  and  Comment, 
Dec.  16,  1996).  Consider 
the  contradiction  in  a  balanced  budget 
amendment:  Why  is  it  okay  for  the 
government  to  borrow  money  to  win 
a  war,  but  impermissible  to  borrow 
money  to  prevent  war  in  the  first 
place?  Isn't  that  precisely  what  we  did 
successfully  for  two  generations  to 
prevent  war  between  the  superpowers? 
-Steve  Conover 
Mc Kinney,  Tex. 


Rubin's  mind-set 

Sir:  Re  "The  view  from  the 
Treasury"  (Dec.  30,  1996). 
Robert  Rubin's  justification 
for  opposing  a  capital  gains 
tax  cut  makes  me  angry.  He 
says,  "I  don't  think  that  the 
way  to  increase  the  savings 
rate  is  to  increase  the 
inequality  of  distribution  of 
income."  The  purpose  of 
government  is  not  to  redis- 
tribute income.  That  mind- 
set over  the  last  64  years  has 
encouraged  a  confiscatory 
t.i\  system  and  has  resulted 
in  one  of  the  lowest  savings 
rates  in  the  world. 
-Richard  E.  Casavecchia 
Houston,  Tex. 


Jefferson  or  Burr? 
After  51  attempts 
the  House  chose 
the  Virginian. 


Is  Richie  richer? 

Sir:  "The  Glass  Floor"  (Dec.  16, 
1996)  is  premised  upon  a  bizarre 
concept  that  equality  is  measured  by 
total  group  assets,  regardless  of  the 
number  of  members  in  each  group. 
By  this  logic,  Richie  Rich  can  have 
ten  lollipops  as  long  as  ten  orphan 
girls  each  have  one.  But  does  this 
make  Richie  and  Little  Orphan  Annie 
equal  in  wealth?  The  stereotype  of 
the  poor  single  mom  is  not  wrong 
just  because  there  are  more  of  them. 
-El-AINE  W.  Shoben 
Urbana-Champaign,  III. 

We  accounted  for  the  greater  number 
of  women  by  calculating  their  average 
net  worth,  which  turned  out  equal  to 
that  of  men  overall  and  surprisingly 
close  ($58,918  versus  $69,105)  for 
female-headed  households.  -Ed. 

A  cabbie  speaks,  simply 

Sir:  Re  "Ratings  game"  (Dec.  2, 
1996).  The  fat  cat  who  got  into  my 
taxi  didn't  have  any  cash  but  he  did 
give  me  his  copy  of  Forbes,  which  is 
how  I  found  out  that  your  article  on 
counting  visitors  to  Web  sites  is  much 
about  nothing. 

If  the  owner  of  the  Web  site  is 
honest,  the  numbers  are  honest.  If  the 
owner  is  a  crook,  the  numbers  are 
crooked.  It's  as  simple  as  that.  The 
need  for  a  third  party  to  check  the 
numbers  is  silly.  The  only 
proof  of  Web  site  success  is 
the  number  of  E-mails  from 
visitors. 

-Peter  Franklin 
New  York,  N.Y. 


Jefferson  in  1801 

Sir:  In  "Underrated  unifier" 
(Fact  and  Comment,  Dec. 
16,  1996)  you  note  that  in 
1824  the  House  chose  a 
president.  The  House  also 
chose  in  1801,  ending  a  tie 
between  Jefferson  and  Burr. 
It  took  51  attempts  before 
Jefferson  won.  In  this,  he  was 
aided  by  Hamilton,  which 
was  unexpected  since  die  two 
hardly  were  friends! 
-George  G.  Eddy 
Austin,  Tex.  ■ 
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Forget  the  pudding 


DODODOD 
□OOOODO 
DOOOQQD 
□OOOOOO 
DDOOODO 
□□□□OOO 
□□□□□□□ 
□□□□□□□ 


is  in  the  signature 

on  your 

computer  screen. 


Once  a  signature  is  captured  and  down- 
loaded to  our  mainframe,  you  can  use 
UPS  OnLine  Tracking  Software  to 
view  it.  You  can  even  print  it  To  get 
the  software,  just  call  1-800-727-8100 
or  visit  our  website  at  www  ups.com. 


v^hen  you  need  proof  that  an  important  package 
Dt  where  it  was  supposed  to,  when  it  was  sup- 
osed  to,  the  only  place  you  really  need  to  look 

your  computer  screen.  At  UPS,  when  an  over- 
ight  delivery  is  signed  for  we  electronically 
ipture  that  signature  on  our  driver's  hand-held 
amputer  and  download  it  to  our  mainframe, 
"hen,  using  UPS  OnLine"  Tracking  Software, 
du  can  view  it  right  on  your  computer.  So  now, 

anyone  tries  to  say,  "I  didn't  get  it','  you  can 


rint  out  their  signature  as  abso-  — 
ite  proof  that  they  did.  Electronic 
ignature  Capture.  Only  from  UPS 


ups 

of  business: 


Welcome  to  the  Age  of  Multimedia.  An 
age  where  the  barriers  of  time  and  space 
will  no  longer  exist.  An  age  where  people 
from  opposite  sides  of  the  world  will  be 
able  to  communicate  face-to-face. 

At  NEC,  we've  positioned  ourselves  to 
be  the  true  leader  at  this  turning  point  in 
history.  We're  the  only  high-tech  company 
that  ranks  among  the  top  five  in  all  three 
key  multimedia  technologies  -  semicon- 

t  NEC  USA.  Inc.  1996 


FINALLY,  A  VISION 
OF  MULTIMEDIA 
THAT  LINKS  MORE 

THAN  JUST 
WORDS,  PICTURES 
AND  SOUNDS. 


ductors,  computers  and  communicatior 
In  fact,  we  hold  over  29,000  patents 
everything  from  DRAM  chips  to  portal 
satellite  phones. 

To  learn  more,  call  1-800-338-95 
or  reach  us  on  the  Internet  at  http: 
www.nec.com. 

just  imagine 

NEC     M  I    L  T  I  M  E  1)  I  A 


"With  all  thy  getting  get  understanding" 

Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 


PIECEMEAL 

Congress  is  headed  down  the  slippery  slope  toward 
nationalizing  health  care.  Instead  of  the  do-it-all-at-once 
approach  of  the  Clintons,  our  national  legislators  are  in 
danger  of  doing  it  step  by  step. 

Managed  care  is  actually  facilitating  the  movement 
toward  backdoor  nationalization.  Washington  need  not 
formally  seize  the  system;  it  will  achieve  the  same  object 
— without  formal  responsibility — via  rules,  regulations, 
mandates  and  price  controls. 

Last  year  the  undeniable  need  to  make  it  easier  for 
people  to  keep  their  insurance  when  out  of  a  job  (porta- 
bility) and  to  help  people  with  preexisting  conditions  get 
or  maintain  coverage  was  the  vehicle  for  establishing  a 
beachhead  for  socialized  medicine.  Washington  imposed 
coverage  mandates  on  private  health  insurers.  Severe 
penalties  also  were  enacted  for  doctors  who  trip  up  on 
Washington's  myriad  regulations. 

This  year  expect  a  rash  of  proposals  to  deal  with  a  chil- 
dren's health  care  crisis.  Sponsors  will  point  out  that  mil- 
lions of  youngsters  are  not  getting  sufficient  primary  care 
or  vaccinations  and  that  a  number  of  mothers  are  being 
deprived  of  necessary  care  during  pregnancy.  The  prob- 


TAKEOVER 

lem:  Many  Americans  lack  health  insurance;  they  make 
too  much  to  qualify  for  Medicaid,  but  their  employers 
don't  provide  health  coverage.  The  neo-socialist  solution: 
some  form  of  national  health  insurance. 

What  should  believers  in  pro-consumer,  nongovern- 
ment health  care  do?  Most  immediately,  ready  an  alter- 
native plan  for  the  uninsured-children  crisis.  The  Nation- 
al Center  for  Policy  Analysis  suggests  a  two-pronged 
approach.  First,  convert  the  earned  income  credit  (EIC), 
w  hich  provides  low-income  families  with  an  income  sup- 
plement of  up  to  $3,556  a  year,  to  a  tool  for  purchasing 
health  insurance  for  those  families  that  lack  coverage. 
People  could  choose  a  traditional  health  care  policy,  some 
form  of  managed  care  or  a  Medical  Savings  Account. 
Congress  should  then  turn  the  $500  per-child  tax  credit, 
which  it  will  likely  pass,  into  a  similar  program  for  fami- 
lies that  are  ineligible  for  EIC  but  are  still  uninsured.  Such 
proposals  would  make  insurance  accessible  to  all  while 
avoiding  health  care  socialism. 

Longer  term,  reformers  should  push  for  Medical  Sav- 
ings Accounts,  a  concept  that  was  severely  restricted  in 
last  year's  Kennedy-Kassebaum  bill. 


LEADERLESS,  RUDDERLESS 

Europe  is  drifting.  Neither  the  U.S.  nor  the  conti-  but  also  sometimes  wear  masks,  lest  politically  connected 
nent's  own  leaders  know  what  to  do.  evaders  hunt  them  or  dieir  families  down.  Secretary  of  State- 

After  World  War  II,  extraordinary  creative  diplomacy    designate  Madeleine  Albright  should  forcefully  suggest  to 


by  the  U.S. — most  notably  the  Mar- 
shall Plan  and  NATO — helped  save 
these  war-torn  lands  from  commu- 
nism. Western  Europe  was  also  blessed 
with  statesmen  who  rose  to  the  occa- 
sion. Konrad  Adenauer  firmly  tied  Ger- 
many to  the  West.  He  provided  the 
political  umbrella  that  enabled  his  eco- 
nomic guru,  Ludwig  Erhard,  to  sweep 
away  Allied-imposed  economic  con- 
trols and  cut  exorbitant  tax  rates, 
thereby  triggering  what  came  to  be 
known  as  the  German  economic  mira- 
cle. Charles  de  Gaulle  did  the  same  in  the  late  1950s  for 
Jacques  Rueff's  economic  reforms. 

But  Russia  today  is  sinking  into  ever  deeper  cynicism. 
Lawlessness  reigns.  Tax  collectors  now  are  not  only  armed 


De  Gaulle  and  Adenauer:  visionary  doers 
who  revived  their  nations. 


the  IME  and  Moscow  that  Russia  adopt 
Erhard-like  economic  changes. 

A  stagnant  Germany  recently  tried  to 
cut  back  on  overly  lavish  labor  benefits 
(six-week  vacations  are  the  norm).  The 
unions  objected,  and  employers  beat  a 
hasty  retreat.  Suffocating  taxes  continue. 

France  is  floundering.  When  the  gov- 
ernment tried  to  rein  in  social  expenses, 
militant  truckers  objected  and  the  gov- 
ernment humiliatedly  backed  down. 
Faced  with  double-digit  unemployment 
when  he  took  office  in  May,  1995, 
President  Jacques  Chirac  could  only  respond  with  higher 
taxes  to  fund  unproductive  "job-creating"  tax  credits. 

Increasingly  ineffectual,  France  tries  to  hide  its  impo- 
tence by  meddling  more  in  Central  Africa,  where  it  shares 
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blame  for  the  indescribable  horrors  that  have  gone  on;  by 
demanding  that  a  European — on  a  rotating  basis  (with 
France  first) — be  named  NATO  commander  for  South- 
ern Europe  (a  request  that,  given  Paris''  meager  contri- 
bution of  resources  to  that  area,  had  allies  wondering  who 
was  inhaling  what  in  the  Champs  Elysee);  and  by  pout- 
ingly  pulling  out  the  air  cover  it  helped  provide,  along 
with  us,  for  the  "safe  zone"  in  northern  Iraq. 

The  German  and  French  governments  are  betting  that 
a  common  currency  will  jump-start  their  sluggish 
economies.  It  won't  do  anything  of  the  sort.  Major  tax 
and  regulatory  reforms  are  essential. 

There  are  bright  spots.  The  Dutch  have  curbed  bud- 


gets and  some  of  their  excessive  benefits  and  have  resist- 
ed the  temptation  to  boost  taxes.  Result:  Their  unem- 
ployment is  significantly  lower  than  their  neighbors'.  Italy 
cheerfully  continues  its  tradition  of  ignoring  government 
exactions  and  strictures  and  thus  enjoys  the  most  buoy- 
ant economy  in  Western  Europe. 

But  the  drift  cannot  continue.  Extremist  parties  are 
gaining  strength  in  the  West.  Belarus  in  the  East  has  fallen 
into  a  dictatorship,  with  Moscow's  tacit  approval.  Will  this 
be  the  Kremlin's  fate?  There  are,  blessedly,  no  such 
authoritarian  forces  on  the  horizon  that  are  capable  of  a 
coup.  But  given  Russia's  history,  such  an  eventuality 
should  not,  for  the  long  term,  be  ruled  out. 


HAVING  HIS  OIL  MONEY:  SPENDING  IT,  TOO 


The  U.S.  is  going  along  with  a  U.N.  scheme  to  let  Iraq 
sell  billions  of  dollars  of  its  oil  on  international  markets. 
The  Gulf  war  embargo  is  being  effectively  gutted. 
Ostensibly,  the  money  will  go  only  for  humanitarian  pur- 
poses in  Iraq. 

But  Saddam's  people  are  in  severe  straits,  precisely 


rebuild  his  military,  to  continue  covert  efforts  to  develop 
nukes  as  well  as  biological  and  chemical  weapons,  and  to 
construct  gaudy,  Versailles-size  palaces  for  himself. 

With  money  coming  in  to  provide  the  food  and  medi- 
cine he  won't,  what  incentive  w  ill  Saddam  have  to  alter 
his  murderous,  megalomaniacal  behavior? 


because  their  demonic  dictator  uses  every  cent  he  can  to        The  Administration,  typically,  has  no  plausible  answer. 

ADVICE  FROM  DEAR  WINSTON 

Winston  Churchill  not  only  saved  Western  civiliza-  at  least  two  or  three  hobbies,  and  they  must  all  be  real." 
tion  during  the  Second  World  War,  but  in  a  couple  of  "To  restore  psychic  equilibrium  we  should  call  into  use 
65-year-old  essays,  "Hobbies"  and  "Painting  as  a  Pas-  those  parts  of  the  mind  w  hich  direct  both  eye  and  hand, 
time,"  also  provided  delightful,  in- 
sightful observations  on  how  to  cope 
w  ith  the  stresses  and  strains  of  mod- 
ern life.  What  Churchill  proposes  is 
not  novel,  just  the  wonderful  way  in 
which  he  does  it  is. 

Some  excerpts  are  particularly  time- 
ly as  we  start  the  new  year: 

"Change  is  the  master  key.  It  is  no 
use  saying  to  the  tired  'mental  mus- 
cles' T  will  give  you  a  good  rest'  or  T 
will  lie  down  and  think  of  nothing.' 
The  mind  keeps  busy  just  the  same.  If 
it  has  been  weighing  and  measuring,  it  goes  on  weighing 
and  measuring.  If  it  has  been  worrying,  it  goes  on  wor- 
rying. It  is  only  when  new  cells  are  called  into  activity, 
when  new  stars  become  the  lords  of  the  ascendant,  that 
relief,  repose,  refreshment  are  afforded." 

"To  be  really  happy  and  really  safe,  one  ought  to  have 


WSC's  -A  View  of  Marrakech,"  c.  1949 


Many  men  have  found  great  advan- 
tage in  practising  a  handicraft  for 
pleasure." 

Churchill  lovingly  describes  how 
painting  rescued  him  when  his  politi- 
cal career  seemingly  came  to  a  sudden 
end  in  the  early  months  of  WWI. 
"Like  a  sea-beast  fished  up  from  the 
depths,  or  a  diver  too  suddenly  hoist- 
ed, my  veins  threatened  to  burst  from 
the  fall  in  pressure.  I  had  great  anxiety 
and  no  means  of  relieving  it.  The 
Muse  of  Painting  came  to  my  rescue. 
Some  experiments  one  Sunday  with  the  children's  paint- 
box led  me  to  procure  the  next  morning  a  complete  outfit 
for  painting  in  oils. 

"Painting  is  complete  as  a  distraction.  I  know  of  noth- 
ing which,  without  exhausting  the  body,  more  entirely 
absorbs  the  mind." 


RESTAURANTS— GO,  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  Forbes  colleagues  Jeff  Cunningham  and  Tom  Jones. 


•  Alley's  End— 311  West  17th  St.  (Tel.:  627-8899  }. 
Romantic,  intriguing,  fun  spot.  Try  swordfish  with  scal- 
lion-mashed  new  potatoes,  and  chicken-and-apple  sausage 
with  pearl  onions,  lentils  and  dried  cranberries. 

Sea  Grill— 19  West  49th  St.  (Tel.:  256-9201 ).  Okay 
soft-shell  crabs,  though  not  exciting.  Like  the  rest  of  the 
place,  they  need  some  flavor. 

•  San  Domenico — 240  Central  Park  South  (Tel.:  265- 
5959 ).  Once  one  of  the  great  New  York  Italian  restaurants. 
It  can  still  be  counted  on  to  feed  you  well,  but  don't  expect 
a  lot  of  the  sensational.  The  risotto  with  butter,  parmigiano 


and  beef  glaze,  and  the  egg-yolk- filled  raviolo  with  truffle 
butter  are  as  good  as  it  gets.  Desserts,  good,  not  great. 

•  Mesa  Grill— 102  Fifth  Ave.,  near  16th  St.  (Tel.:  807- 
7400  i.  Still  a  happening  place  that  never  lets  us  down. 

•  Popover  Cafe — 551  Amsterdam  Ave.,  near  86th  St. 
( Tel.:  595-8555 ).  Great  brunch  and  supper  place  known  for 
its  popovers — giant  Yorkshire  puddings  (with  strawberry  or 
apple  butter  to  slather  on).  Try  the  Real  New  Yorker,  a 
horseradish  cheddar  cheese  omelette  that  pleasingly  clears 
the  sinuses.  Coffee  and  cocoa  connoisseurs  can  sample  the 
cappuccino  slush,  mint  mochaccino  or  hazelnut  cocoa.  mM 
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If  you  think  you  can  find  a 

better  scanner  r 

than  an  tpSOII 


scan  this. 


COMPARISON  CHART 

THE  EPSON 
EXPRESSION  636 

THE  HP 
SCANJET  4C 

Bit  Depth 

36 

30 

Colors 

687  billion 

2.0  billion 

Maximum  Resolution 

4800  x  4800 

2400  x  2400 

Optical  DPI 

600 

600 

Grayscale  Levels 

4,096 

1,024 

SCAN  SPEED-Preview 

6  seconds 

11  seconds 

Color  (4x5) 

21  seconds 

27  seconds 

Grayscale 

23  seconds 

34  seconds 

Text  OCR 

14  seconds 

28  seconds 

THE  EPSON'  EXPRESSION"  636  COLOR  SCANNER 

There's  no  denying  we're  making  a  pretty  bold  statement  about 
our  scanner.  But  with  numbers  like  this,  we  can.  Because  Epson 
TrueScan"  technology  with  36-bit  scanning  and  600-dpi  optical 
resolution,  gives  you  the  power  to  capture  68.7  billion  colors  and 
countless  details  with  incredible  clarity.  And  everything  you  need 
to  harness  that  power  is  easy  to  set  up  and  easy  to  use.  So  you'll  get  high-quality  images  that  will  turn  visual  presentations 
and  business  documents  into  bold  statements- more  quickly  and  easily  than  other  scanners  can.  And  for  a  lot  less  money,  too. 

But  there  are  other  ways  we  outdo  the  competition  that  can't  be  expressed  in  numbers.  With  our  exclusive  Text  Enhance- 
ment Technology  and  Auto  Area  Segmentation,  you  can  accurately  scan  both  text  and  graphic  images  from  the  same  page-even 
from  colored  backgrounds.  And  you'll  get  greater  versatility  with  easy,  simultaneous  hook-up  to 
both  PC  and  Mac  platforms.  Nobody  else  can  do  that.  So  now  that  you  see  what  the  numbers 
(amongst  other  stuff)  do  for  our  scanner,  wait'll  you  see  what  our  scanner  does  for  your  bus- 
iness. For  more  information  call  1-800-GO-EPSON  and  ask  for  operator  3055. 
Or  visit  us  at  www.epson.com. 
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The  Expression  636  executive  PC  bundle  comes  with 
Adobe  Photoshop'  LE,  Xerox  TextBndge  Pro"  '96,  NewSoft"  Presto!  PageManager"  LE 
and  SCSI  interlace  and  cable  As  well  as  a  competitive  edge. 


YOU'VE  GOT  TO  SEE  IT  IN 


EPSON 


color: 


jcI  comparison  based  on  independent  third  party  testing  using  a  200  MH:  Pentium  computer  with  Windows  95  Scanners  were  operated  in  best  quality  mode  using  Adobe  Photoshop,  TWAIN  drivers  and  SCSI  cards  included  in  the  box.  Images  were  single-pass 
led  at  400  dpi  Executive  Mac  bundle  also  available  with  Adobe  Photoshop  LE.e  Paper'"  and  SCSI  cable  Other  scanner  configurations  available  Awards  given  to  the  ES-1200C,  one  in  the  line  of  Epson  award  winning  scanners  Do  not  van  published  material 
ut  permission  of  the  copynght  holder  EPSON  is  a  registered  trademark  of  Seiko  Epson  Corp  Expression  and  TrueScan  are  trademarks  of  Epson  America,  Inc.  All  other  trademarks  are  the  property  of  their  respective  owners  G  1996  Epson  America,  Inc. 


WHEEL 


Your  heart  is  telling  you  something. 


To  unleash  your  spirit. 


To  get  behind  the  wheel  of  an 
Eldorado  Touring  Coupe  with  the 
Northstar  System. 

,,^"6  feel  the  300-horsepower  V8 
^S||5^eld  your  back 
to  the  leather  of  the  seat. 


To  take  control  of  the  only 
ury  coupe  with  the  astonishing 
handling  advantages  of  StabiliTrak. 


Your  heart  is  telling  you  something. 


Are  you  listening? 


Eldoradc 

LIVE  WITHOUT  LlMITST 


ELDORADO  STARTS  AT  $37,995 

'AVAILABLE  TO  ORDER.  s41 ,395  MSRP  FOR 
ELDORADO  TOURING  COUPE  AS  SHOWN 
EXCLUDES  DESTINATION  CHARGE 
Tax,  license  and  optional  equipment  extra. 


Other  Comments 


Listen 

I've  never  learned  anything  when 
I  was  talking. 

-Larry  King,  on  Talking  With 
David  Frost 

Choose  or  Lose 

While  the  U.S.  health  care  system 
has  its  shortcomings,  its  genius  is  that 
the  type  of  benefits  and  degree  of  uti- 
lization control  are  decided  by  the  in- 
terplay of  many  competing  health  care 
plans  and  many  well-informed  health 
insurance  buyers.  Thus,  it  is  the  subject 
of  experimentation,  innovation,  evolu- 
tion and  of  consumer  choice.  Buyers 
choose,  based  on  their  own  values  and 
the  options  offered  by  competing 
insurers,  what  coverage  they  want.  It  is 
vitally  important  for  an  efficient  and 
humane  health  care  system  that  this 
competition  and  choice  be  protected. 
-H.E.  Frech  III 
American  Enterprise  Institute 

Watch  Him 

Saddam  Hussein  and  the  United  Na- 
tions have  reached  an  agreement  that 
will  allow  Iraq  to  sell  $2  billion  worth 
of  oil  to  pay  for  humanitarian  relief. 

It's  wrong  to  turn  a  blind  eye  to 
genuine  human  suffering.  [But]  the 
misery  that  now  afflicts  Iraq  was 
caused  by  Saddam  himself. 

Saddam  has  devoted  untold  billions 
to  [developing]  nuclear  and  chemical 
weaponry.  Baghdad  may  even  be 


stockpiling  germ-warfare  agents. 

Given  this  track  record — last  July, 
recall,  Saddam's  troops  held  U.N.  in- 
spectors at  gunpoint — we  doubt  that 
the  Iraqi  dictator  will  stand  by  silently 
while  $2  billion  pours  into  his  country. 
-New  York  Post 


Most  bureaucracies  operate  on  the 
premise  that  a  Japanese  computer 
did  when  translating  phrases: 
"Out  of  sight,  out  of  mind"  re- 
emerged,  after  much  data-crunch- 
ing, as  "Invisible,  insane." 
-William  E.  Rapfogel,  Executive  Di- 
rector, Metropolitan  New  York  Co- 
ordinating Council  on  Jewish  Poverty 

Uneducated  Move 

Oxford  University  was  offered  a  $34 
million  grant  to  build  a  "world-class 
school  of  business  management" — 
and  turned  it  down.  The  gift  was  from 
a  respectable  Saudi  Arabian  billionaire. 
Business  was  deemed  too  distasteful  a 
subject  to  impose  on  students  seeking 
wisdom  and  enlightenment. 

Oxford's  snubbing  of  [the]  gift  oc- 
curred about  the  time  the  University 
of  Miami  was  accepting — enthusiasti- 
cally— money  from  private  donors  to 
expand  the  institution's  school  of 
business.  The  Burger  King  Corp. 
donated  $250,000.  The  founder  of 
the  Publix  supermarket  chain,  the 


late  George  Jenkins,  provided  initial 
funds  for  the  building  that  now 
houses  UM's  business  school. 

Common  sense  tells  you  that  acade- 
mia's  noblest  aims  could  not  be 
achieved  were  there  no  way  to  pay  for 
them — a  means  provided  by  jobs,  prof- 
its and  successful  business  enterprises. 

Perhaps  Oxford  needs  a  program 
of  studies  in  common  sense. 
-James  Russell,  Miami  Herald 

Still  Struggling 

Churchill  once  said  that  Stalin's 
Russia  was  a  giant  struggle  under  the 
carpet.  You  knew  something  was  go- 
ing on  here  and  every  once  in  a  while 
you  would  see  a  corpse  or  a  limb  stick- 
ing out.  But  you  never  knew  why. 

Obviously  these  times  are  differ- 
ent. But  this  is  still  not  a  country 
where  you  have  any  idea  why  deci- 
sions are  made.  The  power  is  in  the 
Kremlin,  not  on  the  streets. 
-Masha  Lipman,  deputy  editor  of 
Itojji,  Russia's  leading  news  mag- 
azine, in  the  New  York  Times 

Big  Benefit 

Eliminating  the  second,  third  and 
fourth  layers  of  taxation  on  capital 
income  would  significantly  boost  the 
value  of  all  income-producing  assets. 
According  to  Professor  Dale  Jorgen- 
son  of  Harvard  University,  enact- 
ment of  a  flat  tax  would  immediate- 
ly boost  wealth  by  some  $1  trillion. 
-Daniel  J.  Mitchell, 
The  Heritage  Foundation 

Cheating  On  Their  Diets 

"And  what  happens  if  you  run  into 
your  wife's  best  friend?" 

"That's  a  bridge  I'm  sure  we  won't 
have  to  cross.  So  relax  and  order 
some  dinner.  The  Chicken  Gudenov 
to  Eat  looks  interesting." 

Judy  picked  up  the  menu.  "Good 
God!  Overtures  instead  of  appetiz- 
ers. And  look  at  this:  O  Solo  Meato. 
That  does  it.  I'm  not  going  to  eat 
a  bite.  What  makes  you  think  an 
illicit  relationship  could  survive  a 
place  like  this?" 

-Peter  Warner,  Lifestyle  H 
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Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  health  care,  agriculture  and  chew 


we  are  with  you 


St. 


Our  fibers,  chemi- 
cals and  technical 
polymers  help  pro- 
tect you  and  your 
family. 


Every  time  you  and  your 
family  go  for  a  drive,  Hoechst 
(pronounced  Herkst)  helps  get 
you  there  safely. 

Our  Trevira  tire  yarn  found 
in  every  other  car  in  America 
makes  the  tires  more  durable, 
helping  your  car  run  smoothly 

Trevira  polyester  yarn  also 
adds  strength  to  your  seat  belt. 

In  the  same  way,  many  other 
of  our  synthetic  materials 
contribute  to  the  efficiency  and 
safety  of  the  modern  car. 

You'll  even  find  us  in  the  fuel 
tank  where  methanol,  the 
chief  ingredient  in  MTBE,  helps 
make  gasoline  environmentally 
friendly. 

So  wherever  you're  headed, 
we  are  with  you  all  the  way. 

Hoechst  Celanese  Corp. 
Somerville,  NJ  08876-1258 
Internet:  http://www.hoechst.com/ 


naff  of  145,000  people  worldwide,  annual  sales  total  $  36  billion. 


Hoechst 


Tomorrow's  brush  wars  will  be  instant  and  unpredictable. 

The  U.S.  Army  needs  a  bat-out-of-hell,  turn-on-a-dime  reconnaissance/attack  helicopter 
with  a  skin  of  space-age  composites,  an  array  of  stealth  technologies,  and  a  suite  of  electronic 
equipment  that  can  memorize  an  entire  battlefield  in  a  matter  of  seconds. 

And,  of  course,  the  requisite  firepower. 

The  machine  is  Comanche  —  the  U.S.  Army's  21st-century  helicopter,  developed  by 
Sikorsky  and  Boeing. 

Soon  Sikorsky  and  its  partner  will  take  great  pride  in  saying,  "Mission  accomplished." 

lS!CTiT3Eini31MH 

Cfc  United 
(F  Technologies 


Otis    Carrier    Pratt  &  Whitney    Sikorsky    Hamilton  Standard    UT  Automotiv 


PORTUGAL:  EMBARKED  ON  A  SOUND,  STABLE  FUTURE 


There  is  a  great  deal  of  good  news  from  Portugal  as  it 
works  to  meet  the  requirements  of  the  European  Union's 
economic  and  monetary  union  (EMU)  plan,  which 
includes  the  creation  of  a  single  currency,  the  "euro." 
The  launch  date  for  monetary  union  is  Jan.  1,  1999, 
when  currency  exchange  rates  of  member  nations  will  be 
fixed,  with  the  currency  itself  being  introduced  by  2002. 

Review  for  eligibility  in  the  EMU  will  be  in  1998,  based 
on  1997  economic  data.  Requirements  for  monetary  union 
are  hard  for  virtually  all  countries  to  meet  by  this  deadline. 
These  requirements  include:  amiu- 
al  deficits  not  exceeding  3%  of 
gross  domestic  product;  total  debt 
not  exceeding  60%  of  GDP;  and 
inflation  not  exceeding  1.5%  of  the 
average  inflation  rate  of  the  three 
best-performing  EU  members. 
The  reason  for  this  fiscal  stringency 
is  to  force  the  new  currency  to  be 
strong  enough  to  keep  the  lid  on 
inflation — this  at  the  insistence  of 
Germany,  which  carries  the  psy- 
chological scars  of  the  hyperinfla- 
tion it  suffered  in  the  1920s. 

Portugal's  Premier  Antonio 
Guterres  told  us  in  December  that  Portugal  will  be  one 
of  11  countries  meeting  EMU  criteria.  Guterres  made 
the  necessary  budgetary  targets  without  increasing  taxes 
or  cutting  social  spending.  A  determined  privatization 
program  (one  of  the  largest  in  Europe,  measured  as  a  per- 
cent of  GDP)  also  enabled  Portugal  to  reduce  its  debt  by 
more  than  1%  in  1996.  Privatization  is  carried  out  main- 
ly on  the  Portuguese  stock  exchange,  one  of  the  best-per- 
forming and  fastest- growing  exchanges  in  Europe.  For 
1996  the  Lisbon  stock  index  was  up  nearly  32%. 

Privatization  in  Portugal  is  going  ahead  without  the 
labor  union  rancor  that  has  seriously  disrupted  France  and 
other  countries.  One  reason  for  this  is  that  in  Portugal 
employees  of  companies  being  privatized  are  usually 
offered  a  discount  on  a  certain  portion  of  shares  of  the 
stock  if  they  want  to  buy  (and  many  do),  and  everyone — 
Portuguese  citizens  or  foreigners — is  eligible  to  buy. 
Another  difference  between  what  is  happening  in  Portugal 
and  in  other  countries  that  are  privatizing  but  are  still 
reluctant  to  sell  state-owned  assets  is  that  in  Portugal  usu- 


Expo  '98  s  Knowledge  of  the  Seas  Pavilion:  Ex- 
ploring the  evolution  of  man's  relationship  with  the  sea. 


ally  100%  of  the  company  is  sold;  this  attracts  many  bidders 
put  off  by  the  tight  restrictions  of  those  other  countries. 

There  is  general  agreement  among  Portugal's  major 
political  parties  (except  the  Communist  Party,  whose  vote 
fell  to  8.6%  in  1995)  that  the  government's  present  course 
is  basically  a  good  one.  The  center-right  government  that 
lost  to  Mr.  Guterres'  center-left  party  in  1995  would  prob- 
ably have  moved  more  slowly  toward  integration  with  the 
EU  and  its  EMU.  But  the  general  political  consensus  gives 
Portugal  a  stability  that  is  attractive  to  foreign  investors. 

  The  struggle  to  enter  Europe's 

monetary  union  may  end  up  being 
worth  it.  Savings  will  be  achieved 
through  increased  tax  revenue,  gen 
erated  by  higher  GDP  and  stricter 
tax  collection.  But  Portugal's  deter- 
mination to  join  the  EMU  seems 
based  on  a  fear  of  "being  left 
behind,"  on  the  sidelines  of  Euro- 
pean policymaking.  This  is  the 
argument  being  used  against  the 
Euro  skeptics  in  England,  France 
and  Germany  who  prefer  that  their 
countries  keep  their  sovereignty. 
They  realize  better  than  their  lead- 
ers do  that  the  EMU  is  but  another  step  toward  a  Europe 
with  a  common  foreign  policy,  defense  policy  and  bud- 
getary policy — all  run  from  Brussels.  Sound  fiscal  and 
monetary  policies  can  be  achieved  without  membership  in 
the  EMU — as  Portugal  has  already  demonstrated. 

On  a  different  note,  Portugal  is  busily  preparing  for 
Expo  '98,  the  next  officially  sanctioned  world's  fair,  whose 
theme  is  "The  Oceans,  a  Heritage  for  the  Future."  The 
Expo  will  also  commemorate  the  500th  anniversary  of 
Vasco  da  Gama's  discovery  of  the  sea  route  to  India. 
Officials  expect  8  million  visitors  to  the  Expo  site,  along 
Lisbon's  banks  of  the  river  Tagus,  presently  a  decaying 
dock  area.  This  sad  region  will  be  transformed  much  as  was 
the  London  Docklands'  Canary  Wharf,  on  the  Thames,  in 
London's  East  End.  It  is  clear  that  Expo  '98  will  lead  to 
remarkably  increased  tourism  to  a  very  beautiful  country. 

It  is  fortunate  for  the  U.S.  that  we  have  in  Ambassador 
Elizabeth  Frawley  Bagley  a  person  who  understands  fully 
the  importance  of  our  relationship  with  Portugal  and  the 
goodwill  that  has  been  between  us  for  many  years.  OTH 
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I  am  what  I  wear  on  my  lips 


Revlon's  Spicy 
Cider  was  big 
back  when 
cocooning 
was  in  vogue. 
Now  the  hot 
shades  are 
Vixen,  Virtual 
Violet  and 
Espresso. 


I'm  standing  at  my  local  McKay's  drugstore 
trying  to  buy  a  basic  red  lipstick.  It  isn't  easy. 
Should  I  go  for  Million  Dollar  Red?  Love  That 
Red?  How  about  Litde  Red  Red;  Red  Pagoda; 
or  Serene  Red?  I  like  the  image  suggested  by 
Cherries  In  The  Snow,  but  will  it  work  for  me? 
Fire  &  Ice  is  also  the  title  of  a  Robert  Frost 
poem  I  like,  but  will  it  suit? 

Revelation!  I'm  being  manip- 
ulated. It's  the  name  that  is 
attracting  me,  not  the  color.  In 
1995  Revlon's  Vixen  nail  var- 
nish was  the  biggest-selling 
shade  in  America.  Then  came 
Vixen  lipstick.  A  vixen  is  a  female 
fox.  But,  says  my  dictionary,  it's  also 
a  term  to  describe  a  woman  who  is  quar- 
relsome, shrewish  or  malicious.  Vixen  buyers 
must  have  been  tired  of  being  nice,  sick  of  safe 
names  like  One  Perfect  Coral.  They  wanted  to 
be  dangerous,  independent,  sexy. 

Last  season  purple  was  the  hot  color.  So 
Revlon  launched  a  line  of  purple  lipstick.  The 
company's  product  development,  marketing 
and  creative  teams  brainstormed  for  names. 
Purple  Rage  was  considered,  but  nixed  because 
the  word  purple  was  deemed  too  common. 


Gun  control 


BY  DYAN  MACHAN 


Political 
correctness 
be  damned; 
my  boys  lust 
after  weapons 
of  mass 
destruction. 


"Mommy,  I  want  Santa  to  bring  me  a  rifle  for 
Christmas." 

"Santa  doesn't  like  guns,  sweetheart." 

I  stand  with  sweaty  palms  in  the  Toys  "R" 
Us  of  Cuyahoga  Falls,  Ohio.  It's  Christmas 
Eve,  and  I've  only  got  minutes  to  decide. 
Should  I  or  shouldn't  I?  Like  most  moms  I've 


What  about  something  with  the  word  lila<  <  u 
mauve?  No,  too  much  like  something  your 
grandmother  would  wear.  According  to  Kathj 
Dwyer,  president  of  Revlon  Cosmetics  USA,  .1 
good  name  reeks  of  attitude.  It  sugg  sts 
romance,  sexiness,  glamour.  Thus  was  born  Vir 
tual  Violet.  Edgy,  suggestive  of  the  cyberworld 
Hitting  drugstores  now  is  Revlon's 
newest  color  line,  dubbed  Coffee 
Bar.  It  includes  such  shades  as  Cap 
puccino,  Java  Bean,  Espresso  and 
Iced  Mocha.  Oh  sure,  Revlon  could 
have  used  names  like  Brown,  Pale 
Brown  or  Dark  Brown.  It  could 
have  played  off  chocolate  with  names 
like  Hot  Cocoa,  or  gone  for  an 
earthy  feel  with  a  name  like  Deep  Desert. 
But  designer  coffee  is  groovy  these  days.  Espres- 
so is  dark,  foreign,  exotic — and  caffeinated. 

Want  to  know  what's  out  of  fashion?  Watch 
for  discontinued  lip  and  nail  shades.  Like 
Revlon's  Spicy  Cider,  introduced  in  the  early 
1990s  when  snuggling  up  at  home  with  a  cup 
of  cocoa  and  a  video  of  When  Harry  Met  Sally 
was  in  vogue.  No,  Spicy  Cider  is  no  longer. 
Vixen,  Virtual  Violet  and  Espresso  have 
replaced  it.  -N.M. 


tried  to  keep  my  children  away  from  violent 
toys.  Fat  chance.  My  twin  boys  are  6  years  old. 
Political  correctness  be  damned,  they  lust  after 
weapons  of  mass  destruction.  Oh  God,  where 
have  I  gone  wrong?  This  Halloween  their 
Marine  Corps  and  policeman  costumes  came 
with  plastic  sidearms.  On  their  birthday,  a 
friend  gave  them  toy  pistols — which  I  hid  until 
the  boys'  wounded  looks  and  woeful  accusa- 
tions wore  me  down.  Later  we  went  to  San 
Diego  to  see  the  rest  of  the  family.  While  my 
back  was  turned,  my  soft-touch  husband 
bought  the  boys  a  brace  of  heavy  caliber  cap 
guns.  They  were  in  heaven. 

One  friend,  also  losing  the  arms  race  with 
his  9-  and  12-year-old  sons,  decided  gun 
obsession  was  unavoidable.  His  solution:  Buy 
them  a  $1,400  Beretta  and  teach  them  to 
shoot  safely.  Another  friend  told  me  her  sister 
used  to  brag  how  she  successfully  banned  guns 
from  her  kids — until  she  discovered  that  her 
mother-in-law  kept  a  toy  arsenal  for  them  in 
her  basement.  I  talk  to  my  son's  first  grade 
teacher,  who  I  suspect  is  an  nra  member.  She 
just  shrugs,  "Buy  him  the  gun." 

Are  my  young  destined  to  join  the  Michi- 
gan Militia?  Or  is  a  fascination  with  guns  and 
violence  just  part  of  growing  up? 
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Past  imperfect 


BY  RICHARD  PHALOM 


The  trail 
zigzags 
through 
cemeteries 
and  birth 
certificates — 
names  and 
dates  leading 
tortuously 
to  others. 


Ordinarily,  I  drop  promos  like  the  one  from 
Three  Centuries,  a  Greenwood  Village,  Colo, 
purveyor  of  potted  genealogies,  right  into  the 
scrap  basket.  But  it  arrives  just  when  grandson 
Gregory,  11,  is  given  a  term  project  of  putting 
together  a  family  history.  I  sketch  what  little  I 
know,  telling  Gregory  he  is  about  90%  potato- 
famine  Irish,  with  a  tincture  of  Scottish  and 
Italian  that  makes  him  prototypically  100% 
American.  Not  enough  meat  in  that  outline  to 
satisfy  Greg's  teacher. 

The  mail  order  Three  Centuries  of  Phalons 
comes  in  handy.  Guided  by  a  couple  of  refer- 
ences to  the  Census  of  1850,  we  are  off  on  the 
greenhorn  trek  from  the  outbacks  of  Cork  and 
Waterford  to  the  silk  mills  and  locomotive 
works  of  Paterson,  N.J.  The  trail  zigzags 
through  the  fading  copperplate  of  cemetery 
index  cards  and  birth  certificates — names  and 
dates  leading  tortuously  to  others. 

For  a  high-tech  sixth  grader  who  wants 
results  now  ("Can't  we  get  some  software  to 
do  this,  Pop  Pop?"),  the  plodding  is  a  real-time 
introduction  to  the  vagaries  of  research:  A 


stonecutter's  misspelling  of  the  family  name  on 
a  headstone  perplexes  us  for  days.  So  does  the 
problem  of  how  to  deal  with  century-old  grad- 
uation lists  that  an  alumni  director  says  can't  be 
checked  "because  they're  behind  a  big  table 
upstairs  piled  to  the  ceiling  with  books." 

This  is  all  new  to  me,  along  with  lots  of  other 
family  stuff  long  buried  deep  in  the  closet,  and 
I'm  happy  that  we've  all  got  a  lot  more  history 
to  share. 

There  were  laughs.  City  directories  show  that 
our  guys  had  their  priorities  straight.  Their 
entrepreneurial  itch  erupted  first  in  the  open- 
ing of  a  saloon.  They  didn't  take  the  risk  of 
opening  a  bookstore  in  that  hard-drinking  fac- 
tory town  until  five  presumably  prosperous 
years  later. 

There  is  mystery  and  sadness,  too — strange- 
ly, a  putative  great-grandfather  turns  out  to  be 
not  a  blood  relative  at  all;  the  name  Frances 
persists  through  two  generations  in  memory  of 
a  teenage  great-great  aunt  who  died  of  burns 
she  suffered  in  a  house  fire  just  before 
Christmas  1914. 
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Last  year  15.4  million 
cars  and  trucks  were 
sold  in  the  U.S.  That's  an 
increase  of  300,000 
vehicles  over  1995. 
What's  the  outlook  for 
Detroit  in  1997  and 
1998?  "The  pace  of 
vehicle  sales  will  settle 
down  to  more  normal 
numbers,"  predicts  Van 
Bussmann,  chief  econo- 
mist at  Chrysler  Corp. 
Bussmann  expects  sales 
of  15.2  million  units  this 
year  and  15.1  million 
next  year. 
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The  Forbes  Index  is  a  measure  of 
U.S.  economic  activity  composed  of  eight 
equally  weighted  elements:  the  cost  of 
services  relative  to  all  consumer  prices, 
the  level  of  new  orders  for  durable  goods 
compared  with  manufacturers'  inventories, 
total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail 
sales,  total  consumer  installment  credit. 
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What  could  end  the  bull  market? 

A  crash  in  tech  stocks.  Don't  rule  it  out. 

Reality  check 

By  Gretchen  Morgenson 


If  you  weren't  in  high-tech  stocks, 
you  probably  didn't  reap  the  full  har- 
vest of  last  year's  spectacular  stock 
market.  Semiconductor  shares  were 
up  almost  80%,  computer  hardware 
makers  41%,  software  companies 
36% — all  beating  the  averages. 

Viasoft — the  software  maker  that 
claims  to  solve  the  computer  glitch 
associated  with  the  year  2000 — rose 
eightfold  in  12  months.  Even  giant 
Intel  doubled.  Computer  Discount 
Warehouse  traded  at  46  times  earn- 
ings. The  explosion  of  IBM's  share 
price  in  the  latter  half  of  1996  helped 
propel  the  Dow  Jones  industrial  aver- 
age to  alltime  highs  near  6600. 

Investors'  ardor  for  technology  fed 
on  itself.  As  prices  of  the  big-capital- 
ization stocks  rise,  they  become  a 
bigger  influence  on  the  capitalization- 
weighted  indexes.  If  the  Nasdaq 
composite  were  unweighted — if  large 
and  small  stocks  were  considered 
equally  in  the  index — the  composite 
would  have  risen  only  7%  last  year  as 
against  the  23%  it  showed.  Most  of 
the  boom  in  the  index  came  from  a 
handful  of  big  tech  stocks. 

Ten  of  the  most  widely  held  tech- 
nology stocks — IBM,  Oracle,  Cisco 
Systems,  Motorola,  Hewlett-Packard, 
Sun  Microsystems,  Intel,  Texas 
Instruments,  Micron  Technology  and 
Microsoft — had  a  combined  market 
value  in  September  1995  of  $304  bil- 
lion, more  than  double  the  value  of 
their  lows  a  year  earlier.  Today  that 
market  capitalization  is  close  to  $500 
billion.  They  have,  in  short,  more 
than  trebled  in  a  bit  over  two  years. 

We  hate  to  be  a  party  pooper,  but 
hasn't  anyone  noticed  that  the  com- 
puter industry's  sales  growth  in  1996 
was  half  the  rate  of  1995,  and  that 
earnings  in  1996  were  below  1995's? 

Shades  of  1983.  That  was  the  peak 


of  the  last  tech-stock  boom.  Investors 
were  right  to  think  the  computer  was 
on  the  verge  of  revolutionizing  the 
world,  but  their  crystal  balls  were 
hazy  as  to  who  would  be  the  winners. 
Atari,  Eagle,  Computervision,  Com- 
modore and  IBM  were  favorites.  Of 
that  group  only  IBM  is  still  alive  and 
kicking,  although  it  sells  well  below 
its  old  highs.  So  much  for  picking 
winners  early  in  the  game. 

An  ensuing  bear  market  in  tech 
stocks  in  1983  and  1984  took  the 
Nasdaq  composite  down  almost  30%. 
The  crash  was  merely  bringing  the 
market  back  in  touch  with  reality. 
The  reality  was  that  the  growth 
slowed  abruptly  and  many  companies 
that  had  looked  like  winners  lost  their 
edges.  Between  1988  and  1990,  in  a 
recession,  growth  in  computer  sales 
fell  from  26%  to  10%.  Fidelity's  com- 
puter sector  fund  went  from  $119 
million  in  assets  to  $16  million. 

By  the  time  the  1983  crash  bot- 
tomed out  two  years  later,  12  of  14 
memory  chip  makers  had  shut  down 
or  left  the  business.  So  did  computer 
makers  Osborn,  Eagle,  nbi,  Mohawk 
Data  Sciences,  Visual  Technology, 
Lexidata  and  Tandon.  IBM,  Apple  and 
Digital  Equipment  were  badly  blood- 
ied but  held  on.  Subsequent  big  win- 
ners, Compaq  and  Microsoft,  were 
not  even  public  companies  back  then. 

It's  easy  to  see  how  investors  get 
carried  away  with  technology  shares. 
They're  buying  ideas,  not  products. 
How  do  you  value  an  idea  that  could 
change  lives  worldwide?  And  we 
haven't  seen  a  serious  dip  in  comput- 
er demand  in  seven  years — too  long 
ago  for  most  investors  to  recall. 

But  this  time  a  crack  in  tech  stocks 
will  have  greater  impact  than  in 
1983.  Then  the  stock  market  was  still 
cheap,  with  the  Dow  industrials  hov- 


ering around  1000.  When  the  market 
fell,  it  didn't  have  far  to  fall.  In  1997 
mutual  funds  and  money  managers 
are  much  more  heavily  invested  in 
tech  stocks.  Five  of  the  nation's 
largest  equity  funds  have  more  than 
20%  of  their  portfolios  invested  in 
technology  (see  table,  p.  44,  top). 

Besides  slowing  sales  and  profit 
growth,  there  are  other  reasons  to  be 
nervous  about  the  frenzy  in  technol- 
ogy. Even  as  investors  pour  money 
into  these  stocks,  company  insiders 
are  big  sellers  of  their  shares.  Accord- 
ing to  Robert  Gabele  at  CDA/Invest- 
net  in  Ft.  Lauderdale,  Fla.,  the  two 
sectors  with  the  largest  amount  of 
insider  selling  are  computer  network- 
ing companies  and  software  concerns. 
Insider  selling  is  starting  to  accelerate 
in  computer  stocks  as  well  . 

In  the  real  world,  where  product 
moves  off  the  shelf  or  doesn't,  there 
are  troubling  signs.  Memory  chip 
prices  are  in  free  fall:  Spot  price  for 
the  commodity  16- megabyte  dram  is 
currently  around  $6,  down  from  $50 
last  year.  Meanwhile,  20  new  chip 
plants  are  planned  or  under  con- 
struction in  Taiwan.  Hyundai  and  LG 
Semicon  in  Korea  are  putting  some 
80%  of  their  semiconductor  sales  into 
capital  spending. 

This  fresh  supply  could  drive  chip 
prices  down  to  $3  or  $4.  Bad  news 
for  Micron  Technology,  Texas  Instru- 
ments, Atmel  and  others.  Micron 
reported  losses  in  the  most  recent 
quarter,  yet  its  stock  trades  at  26 
times  trailing  earnings.  Companies 
that  supply  equipment  to  chipmakers 
will  suffer,  too:  Applied  Materials, 
KLA  Instruments,  Silicon  Valley. 

Companies  that  make  PCs  have  so 
far  benefited  big  from  lower  chip 
prices.  Direct  sellers  Dell,  Gateway 
2000  and  industry  giant  Compaq 
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have  reported  impressive  profits  in 
the  most  recent  quarter — up  59%, 
50%  and  41%,  respectively — largely 
because  component  costs  plunged. 

This  benefit,  alas,  may  be  short- 
lived as  competition  forces  PC  makers 
to  pass  savings  on  to  consumers.  As 
more  PC  makers  enter  the  field — 
Japanese  companies  Sony,  Toshiba, 
Fujitsu  and  Hitachi  are  only  the  latest 
to  muscle  in — prices  of  computers 
fall.  Christmas  saw  price  wars  among 
the  nearly  200  computer  manufac- 
turers; prices  of  boxes  made  by  Acer, 
Packard  Bell    and    Toshiba  were 


marked  down  by  as  much  as  40%  in 
the  weeks  before  Christmas.  Nobody 
wanted  to  be  caught  with  inventories: 
PCs  age  about  as  well  as  sushi. 

Even  with  price  cuts,  merchandise 
moved  slowly.  Retail  giant 
CompUSA  said  in  early  January  that 
same-store  sales  were  up  only  1.5% 
for  the  last  three  months  of  1996;  its 
stock  fell  22%.  Tandy  announced  this 
month  it  was  disposing  of  its  17 
Incredible  Universe  electronics  stores; 
Wal-Mart  said  it  will  no  longer  sell 
PCs  in  700  of  its  1,600  stores. 

Does  1997  look  any  better?  Not 


according  to  Dataquest,  an  industry 
research  firm.  It  forecasts  that  home- 
PC  sales  will  be  flat  to  down  slightly  in 
1997  and  1998.  The  market  may  be 
close  to  saturation:  Almost  40%  of 
American  households  either  wouldn't 
know  what  to  do  with  the  things  or 
can't  afford  them. 

Which  raises  a  significant  point: 
Why  are  investors  paying  premium 
prices  for  stocks  of  PC  makers,  whose 
products  are  becoming  more  com- 
modity-like? "Semiconductor  chips, 
PCs  and  associated  peripheral  devices 
are  now  commodity  products  and  as 


Forbes  ■  January  27,  t>97 


43 


Big  bets  on  tech  in  equity  funds 


Fund 

Assets  Total  return 
($bil)  year-to-date* 

Average 
P/E 

Assets  in 
tech  stocks 

20th  Century  Ultra  Investors 

$19.5 

20.7% 

36 

43.7% 

AIM  Constellation  A 

11.2 

X  o.  o 

34 

35.2 

Growth  Fund  of  America 

9.0 

16.5 

28 

32.0 

Fidelity  Growth  Co 

90.0 

20.7 

29 

24.3 

Janus 

16.1 

20.8 

29 

20.7 

Fidelity  Blue  Chip  Growth 

9.1 

18.3 

26 

13.3 

Fidelity  Adv  Growth  Opportunity 

14.3 

20.7 

21 

11.2 

Vanguard  Index  500 

27.7 

25.3 

24 

11.2 

Vanguard  Institutional  Index 

10.2 

25.5 

24 

10.2 

Vanguard/Windsor 

15.8 

27.1 

22 

9.6 

'Through  11/30/96.  Source:  Morningstar.  Inc. 

such  suffer  the  same  slings  and 
arrows  as  do  any  other  commodi- 
ties," says  Larry  Woods,  an  indepen- 
dent tech  analyst  at  L.E.  Woods  & 
Associates  in  Stony  Creek,  Ontario. 
Yet  Compaq's  p/e  is  22,  Dell's  is  27, 
U.S.  Robotics'  is  38. 

Technology  bulls  have  convinced 
investors  that  corporate  buyers 
upgrading  their  operating  systems 
will  create  demand  for  late-model 
equipment.  Sure  enough,  Dell  Com- 
puter's hot  October  quarter  showed 
an  increase  in  its  share  of  the  prof- 
itable server  market.  But  even  this 


Of  the  20 
largest  equity 
funds,  these 
have  the 
largest 
weightings  in 
technology 
stocks.  Think 
what  would 
happen  if 
they  all  tried 
to  exit  their 
stocks  at  the 
same  time. 


arena  has  seen  price  cuts:  In  Novem- 
ber Dell  lowered  prices  on  its  net- 
work-ready PCs  by  12%,  Hewlett- 
Packard  cut  Vectra  desktop  PCs  by 
17%  and  Acer  marked  down  its  com- 
mercial offerings  by  20%. 

The  story  we  heard  from  corporate 
consultants  and  firms  that  sell  tech- 
nology to  businesses  was  not  encour- 
aging. Companies  are  frustrated  by 
the  high  costs  of  technology,  and 
many  think  the  benefits  of  the  next 
version  of  an  operating  system  are 
not  worth  the  cost. 

Listen  to  Sarwar  Kashmeri,  presi- 


dent of  New  York  City-based  Niche 
Systems,  a  financial  and  accounting 
software  consulting  firm.  "Most  of 
my  clients  feel  the  promise  of  what 
PCs  were  going  to  do  has  not  proved 
to  be  the  reality,"  he  says.  "During 
the  previous  upgrade  to  Windows, 
virtually  100%  went  along.  This  time, 
only  15%  want  to  upgrade."  Michael 
Gartenberg,  analyst  at  the  Gartner 
Group,  agrees,  saying:  "There's  a  lot 
of  pain  out  there.  These  upgrades  are 
hard  to  do." 

Almost  three-quarters  of  the  71 
million  PCs  shipped  around  the  world 
in  1996  went  to  corporate  buyers.  If 
they  put  off  or  balk,  the  market  stalls. 

One  of  the  most  fascinating  aspects 
of  the  current  techmania  is  how 
investors  have  forgotten  that  this  is  a 
business  where  almost  every  penny  in 
profits  must  be  plowed  back,  not 
merely  for  expansion,  but  to  avoid 
obsolescence.  Unlike  Philip  Morris, 
Coca-Cola  or  McDonald's,  which 
earn  hundreds  of  millions  year-in  and 
year-out  from  the  same  product  lines, 
technology  companies  must  con- 
stantly reinvent  themselves.  Intel  has 
managed  to  do  this,  but  it  is  the 
exception.  Elsewhere,  yesterday's  hot 
new  product  becomes  today's  com- 


Pricey  and  dicey 

Company/business 


Recent  Sales  P/E  Price/  Market 
price    ($mil)  sales  value 

-latest  12  months-  ($mil) 


Vulnerability 


America  Online/on-line  computer  services 

343/4 

$1,246 

NM 

2.6 

$3,266 

no  net  cash  flow,  Internet  is  free 

Applied  Materials/equip  for  mfg  semiconductors 

37l/2 

4,145 

11.5 

1.6 

6,743 

well  managed,  but  excess  capacity 

Atmel/manufactures  memory  &  logic  circuits 

34,/s 

989 

18.4 

3.4 

3,355 

prices  weak  for  commodity  chips 

Cabletron  Systems/computer  networking  equipment 

33 

1,294 

30.0 

3.9 

4,998 

growth  rate  falling,  battling  Cisco 

CDW  Computer  Centers/direct  mail  pes 

5414 

767 

32.6 

1.5 

1,173 

mail-order  sales,  little  value  added 

Centennial  Technologies/pc  cards 

49'/4 

51 

NM 

16.7 

854 

contract  maker  of  low-margin  cards 

Cirrus  Logic/semiconductors 

16 

980 

NM 

1.1 

1,039 

Intel  moving  into  market,  heavy  debt 

Dell  Computer/personal  computers 

557/b 

6,886 

27.1 

1.4 

9,783 

server  sales  help  but  only  short  term 

Gateway  2000/personal  computers 

537/s 

4,728 

19.0 

0.9 

4,131 

commodity  maker,  slowing  growth 

IBM/maintrames  &  personal  computers 

159'/8 

74,724 

16.9 

1.1 

82,355 

nonexistent  earnings  gains,  sales  growth  slowing 

Linear  Technology/integrated  circuits 

441/4 

381 

25.6 

8.7 

3,295 

business  slowing 

Maxim  Integrated  Products/integrated  circuits 

443/« 

426 

23.9 

6.4 

2,730 

business  eroding,  big  insider  selling 

Micron  Electronics/personal  computers 

203/a 

1,747 

35.7 

1.1 

1,884 

commodity  products 

Micron  Technology/microcomputer  memory 

32 

3,196 

23.7 

2.1 

6,683 

falling  chip  prices 

Oracle/database  mgmt  software 

445/s 

4,848 

42.5 

6.1 

29,332 

missed  2  EPS  estimates,  strong  dollar  hurts 

PeopleSoft/human  resource  ingmt  software 

49 

373 

NM 

13.4 

4,974 

valuation  high,  everything  must  go  right 

Remedy/client-server  software 

5l'/4 

66 

NM 

20.8 

1,374 

small  niche,  increased  competition 

S3/video  accelerator  chips 

163/8 

437 

18.6 

1.8 

787 

Intel  moving  into  market,  pc  slowdown  hurts 

Sun  Microsystems/networked  workstations 

273/4 

7,469 

21.0 

1.4 

10,192 

backlog  falling,  customers  moving  away  from  UIX 

US  Robotics/modems  &  computer  peripherals 

686/s 

1,978 

38.3 

3.1 

6,043 

technology  delayed,  pc  modem  sales  slowing 

Prices  as  of  1/3/97.  NM:  Not  meaningful.  Sources:  Market  Guide  via  OneSource  Information  Services:  Standard  &  Poor's. 


These  stocks 
will  be  hardest 
hit  by  a  slide 
in  technology 
demand. 
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modity.  Thus  today's  profits  can't  be 
distributed  to  shareholders  but  must 
be  spent  as  the  price  of  staying  in  the 
game.  For  this  reason  tech  companies 
produce  little  of  the  free  cash  flow 
that  makes  a  Coca-Cola  valuable. 

Motorola,  for  instance,  had  an  oper- 
ating cash  flow — net  income  plus 
depreciation — of  $5.65  per  share  in 
1996.  But  its  capital  expenditures  were 
$5.25  per  share,  leaving  the  company 
with  a  free  cash  flow  of  40  cents  a 
share.  With  Motorola  trading  at  a 
recent  61%,  investors  are  paying  155 
times  free  cash  flow  to  own  it.  Com- 
pare this  with  Coca-Cola.  The  soft- 
drink  giant  had  operating  cash  flow  of 
$1.60  per  share  in  1996  but  capital 
expenditures  of  just  40  cents  a  share. 
At  52%  a  share,  investors  are  paying 
just  44  times  free  cash  flow  to  own 
Coca-Cola,  and  Coke  is,  by  most  mea- 
sures, overvalued.  By  this  standard  tech 
stocks  are  priced  right  off  the  charts. 

Why  do  prices  of  technology  stocks 
keep  rising?  Sheer  momentum  in 
part.  Mutual  fund  managers  must  be 
fully  invested  in  all  the  right  stocks  if 
they  want  to  keep  their  jobs. 
Credit — or  discredit — also  belongs  to 
those  energetic  folks  who  hype  the 
prospects  of  technology  stocks  on  the 
Internet.  And  you  can't  expect  bear- 
ishness  from  Wall  Street,  which  is 
reaping  billions  raising  money  for  this 
hot  industry.  Fred  Hickey,  who  writes 
the  High  Tech  Strategist  newsletter, 
puts  it  neatly:  "Analysts  during  bull 
markets  are  optimistic  because  they 
tend  to  feed  investors  what  they  want 
to  hear." 

No  question:  Computer  technolo- 
gy is  changing  the  world  and  creating 
huge  new  wealth.  But  all  past  experi- 
ence shows  that  in  times  of  immense 
change  like  the  present  it  is  almost 
impossible  to  predict  the  eventual 
winners.  Flying  blind,  investors  put 
unjustifiable  premiums  on  companies 
that  have  no  more  than  a  short-term 
advantage.  Of  course  some  compa- 
nies are  more  vulnerable  than  others, 
(see  table,  p.  44,  bottom).  Companies 
likely  to  be  hardest  hit?  Those  pro- 
ducing commodity  products  with  no 
proprietary  advantages. 

But  when  panic  hits,  the  good  and 
the  bad  get  clobbered  indiscriminate- 
ly. Then,  when  the  dust  clears,  it's 
time  to  buy  the  survivors.  Hi 


From  nowhere  Doubletree  Corp.  has  emerged 
as  one  of  the  world's  biggest  hotel  operators. 
But  can  it  maintain  the  pace? 

Great 

expectations 


By  Seth  Lubove 


Doubletree's  Richard  Ferris,  Richard  Kelleher,  William  Perocchi  (CFO)  and  Peter  Ueberroth 
A  lot  of  money  is  riding  on  their  ability  to  continue  delivering. 


So  far  AS  public  recognition  goes, 
the  hotel  company  Doubletree  Corp. 
is  no  Marriott  or  Hilton  or  Sheraton 
or  Holiday  Inn.  But  with  its  just- 
announced  acquisition  of  Hong 
Kong-based  Renaissance  Hotels, 
Doubletree  will  catapult  into  third 
place  among  hotel  managers,  behind 
only  Marriott  International  and 
Hilton  Hotels  Corp.  Assuming  the 
Renaissance  deal  closes,  it  will 
manage  or  franchise  382  hotels 


throughout  the  world,  including  the 
Boston  Harbor  Hotel,  Fess  Parker's 
Red  Lion  in  Santa  Barbara  and  New 
York's  Doubletree  Guest  Suites.  Its 
revenues  this  year  are  expected  to  be 
$752  million,  not  including  the 
Renaissance  hotels. 

Only  three  years  ago  Doubletree 
managed  or  franchised  only  104 
hotels.  Its  earnings  and  revenues  are 
growing  at  a  fast  clip.  Doubletree 
earned  nearly  $19  million  in  1995  on 
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The  innkeepers 


Company 

Revenues1 

Rooms  under 

Market 

ROE2 

EPS' 

Recent 

P/E 

($thou) 

management/ 

cap 

price 

trailing 

franchisee 

i<£  Kin 

1 2  ,mos 

Doubletree 

$245,461 

57,336 

$1.34 

15.2% 

$1.04 

m 

43 

HFS  Inc 

663,310 

490,000 

7.83 

20.0 

1.14 

60 

53 

Hilton  Hotels 

1,811,000 

80,881 

6.36 

14.5 

1.09 

26 

24 

La  Quinta  Inns 

425,940 

30,028 

1.42 

19.) 

1.35 

m 

14 

Marriott  International 

9,635,000 

116,000 

7.07 

27.1 

2.12 

55K 

26 

Prime  Hospitality 

250,330 

12,229 

0.66 

8.0 

0.79 

16K 

21 

Promus  Hotel  Corp 

261,170 

101,000 

1.52 

28.2 

1.17 

29K 

25 

latest  12  months  Most  recent  full  year. 
Sources:  Standard  &  Poor's;  company  reports. 


Doubletree  is  growing  like  a  weed,  but  is  a  dollar  of  its  earnings 
worth  nearly  twice  as  much  as  a  dollar  of  Hilton's  or  Marriott's? 


revenues  of  $197  million.  Last  year 
that  was  probably  close  to  $28  mil- 
lion ($1.01  a  share)  on  revenues  of 
$303  million  (not  including  last 
November's  acquisition  of  the  Red 
Lion  hotel  chain).  Chief  Executive 
Richard  Kelleher  confidently  predicts 
annual  per-share  earnings  growth 
over  the  next  few  years  of  25%. 

How  does  a  company  grow  so  big 
so  fast?  In  this  case,  opm — other 
people's  money.  Doubletree  owns  few 
of  its  hotels,  but  instead  manages 
them  for  pension  funds,  real  estate 
investment  trusts  and  other  passive 
investors.  For  its  efforts  Doubletree 
charges  a  management  fee  of  2%  to  4% 
of  revenues,  plus  incentive  bonuses. 

Wowed,  Wall  Street  has  pushed 
Doubletree's  stock  from  13  when  the 
company  went  public  in  1994  to  a 
recent  44/4 — 30  times  likely  1997 
earnings,  a  big  premium  to  the  mul- 
tiples of  Hilton,  Promus  Hotel  and 
Marriott. 

Who's  behind  Doubletree?  GE 
Investment  Management  Inc.,  the 
$56  billion  pension  management  arm 
of  GE.  Its  chief  executive,  Dale  Frey, 
acquired  Doubletree,  then  a  $45  mil- 
lion (revenues)  company,  from  Cana- 
dian Pacific  and  others  in  1993  and 
merged  it  with  another  little  hotel 
operator  GEIM  controlled.  He  lined 
up  a  brilliant  management  team. 

For  quick,  credibility  Frey  convinced 
two  high-profile  businessmen  to  serve 
as  Doubletree's  cochairmen:  former 
baseball  commissioner  Peter  Ueber- 
roth and  former  United  Airlines  chief 
executive  Richard  Ferris.  He  enticed 
them  with  3  million  shares  of  then-pri- 
vate Doubletree,  for  which  they  paid 


only  $2  million.  That  stock  today  is 
worth  $133  million. 

"We  both  provide  some  overview 
and  leadership  for  Doubletree," 
Ueberroth  says  of  the  role  he  and 
Ferris  play,  "but  the  team  of  individ- 
uals under  Kelleher  is  the  real  story." 

A  2 5 -year  veteran  of  the  hotel  busi- 
ness, Kelleher,  47,  arrived  at  Double- 
tree in  1993  when  GE  merged  Dou- 
bletree with  the  Guest  Quarters  hotel 

"It's  going  to  be  curious 
to  see  how  these  guys  do 
when  the  [hotel]  market 
softens,"  says  a  hotel 
industry  consultant. 

chain  where  Kelleher  was  chief  execu- 
tive. As  Doubletree's  stock  has  rock- 
eted, he  has  used  it  to  acquire  other 
management  outfits.  Last  year,  for 
example,  he  paid  $75  million  in  stock 
and  cash  for  management  contracts 
covering  6,700  rooms  owned  by  RFS 
Inc.,  a  50-hotel  operating  division  of 
a  Memphis,  Tenn.  REIT.  Last  Novem- 
ber Doubletree  swapped  cash  and 
12%  of  its  shares  to  a  group  led  by  the 
Kohlberg  Kravis  Roberts  buyout  firm 
for  the  Red  Lion  chain,  which  runs 
14,540  rooms  in  55  hotels. 

The  $890  million  Renaissance 
Hotels  deal,  again  payable  mostly  in 
Doubletree  stock,  puts  Doubletree 
into  the  Asian  hospitality  business  in 
a  big  way. 

GE's  timing  with  its  hotel  venture 
was  brilliant.  Coming  out  of  the 
slump  of  the  early  1990s,  U.S.  hotel 


occupancy,  earnings  and  revenue 
growth  are  now  the  strongest  they've 
been  since  the  1940s. 

This  new-found  prosperity  is,  how- 
ever, creating  some  problems  for 
Doubletree  and  other  hotel  manage- 
ment companies.  Owners  of  the 
underlying  properties  are  beginning 
to  demand  lower  tee  structures  from 
the  management  companies.  Others 
are  trying  to  earn  more  money  by 
taking  over  management  of  their 
hotels  themselves. 

"I  don't  know  of  any  better  opera- 
tor than  the  person  who  owns  the 
hotel,"  says  Eric  Danziger,  a  former 
Doubletree  executive  who  now  runs 
Starwood  Lodging  Corp.,  another 
hotel  management  company.  Last  year 
Starwood's  sister  company,  a  real 
estate  investment  trust,  purchased  four 
hotels  operating  under  the  Doubletree 
banner  in  San  Diego,  Los  Angeles, 
Atlanta  and  Tampa.  Starwood  can- 
celed the  contracts  with  Doubletree 
and  took  over  the  management  itself. 

Can  Doubletree  keep  up  its 
growth  rate  under  these  conditions? 
Can  it  continue  to  avoid  the  prob- 
lems of  being  at  the  mercy  of  hotel 
owners  who  can  cancel  its  manage- 
ment contracts  and  manage  the 
hotels  themselves?  Hilton,  which 
owns  or  has  significant  equity  inter- 
ests in  about  13%  of  its  240  U.S. 
hotels,  plans  to  spend  $1.5  billion 
buying  hotels  in  the  next  two  years. 
As  the  owner  or  part  owner,  Hilton 
obviously  has  the  inside  track  on 
management  contracts.  But  Double- 
tree's Kelleher  plans  only  small  equity 
investments  in  physical  properties  or 
hotel-owning  REITs. 

Chicago's  Laurence  Geller,  a  hotel 
industry  consultant  who  was  once 
chief  operating  officer  of  Hyatt  Devel- 
opment Corp.  and  supervised  Kelleher 
at  Holiday  Inn  in  the  late  1970s, 
argues  that  Doubletree  will  have  real 
problems  when  the  hotel  business  next 
turns  down.  "It's  going  to  be  curious 
to  see  how  these  guys  do  when  the 
[hotel]  market  softens,"  Geller  says. 

Just  watch  us,  says  Dick  Kelleher. 
"We're  going  to  be  the  guys  that  will 
grow  our  brand  taster,  with  more  dis- 
tribution than  our  competition."  At 
the  current  level  of  the  stock,  a  lot  of 
money  is  riding  on  his  ability  to  con- 
tinue delivering.  H 
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Total:  $1.34  billion 


There  are  gluing  discrepancies  among  maladies  in  what 
the  federal  government  spends  on  disease  research. 
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Total:  $364  million 


Diabetes 


Total:  $295  million 


Total:  $85  million 


Dollars 
per  death 

Federal  spending 
on  disease  research 
shows  startling 
differences. 


By  Peter  Brimelow 

Is  DEATH  THE  GREAT  leveler?  Apparently  not  when  it  comes  to 
federal  spending  on  disease  research.  The  National  Institutes 
of  Health  spends  most  of  Washington's  research  dollars  (80%, 
followed  by  the  Department  of  Defense  at  5%).  Looked  at 
per  death,  there  are  startling  differences  in  how  the  NIH 
allocates  its  money  (see  chart). 

Of  course,  there  are  some  reassuring  explanations 
for  these  differences.  For  example,  aids  is  a  new  dis- 
ease that  some  thought  might  prove  even  more 
devastating  than  it  has.  So  high  current  expendi- 
tures on  AIDS  research  could  be  said  to  reflect  a 
crash  program  mentality.  Heart  disease,  by  con- 
trast, is  arguably  a  default-mode  cause  of  death 
in  old  age. 

But  there  are  also  less  edifying  explanations. 
"Political    pressure    works,"    says  Merrill 
Matthews,  a  vice  president  of  the  Dallas-based 
National  Center  for  Policy  Analysis  and  a  med- 
ical ethicist  associated  with  the  University  of 
Texas  Medical  School  in  Dallas. 

In  most  cases,  both  AIDS  and  lung  cancer,  he 
notes,  can  be  traced  to  the  victim's  personal 
choices.  But  spending  per  lung  cancer  death 
is  minuscule  by  comparison  with  spending  per 
AIDS  death.  Apparently  Americans  tend  to 
think  of  AIDS  sufferers  as  innocent  victims, 
whereas  smokers  bear  at  least  some  of  the 
blame  for  their  affliction.  WM 


Research:  Edwin  S.  Rubenstein, 
Right  Data  Associates. 
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Ebonics:  Follow 
the  money 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowel!  is 
an  economist  and  a 
senior  fellow  at  the 
Hoover  Institution  in 
Stanford,  Calif. 


The  key  to  the  tragi  comedy  in  Oakland,  Cal- 
ifornia, where  the  school  board  wants  to  set 
up  a  program  on  "black  English"  or  "ebon- 
ies," is  revealed  in  the  board's  own  resolution, 
where  "special  funding"  is  mentioned.  It  is 
the  old  story:  Follow  the  money. 

The  massive  infusions  of  federal  money 
which  began  flowing  into  the  American  public 
schools  in  the  1960s  were  followed  by  a  steady 
decline  in  test  scores,  as  all  sorts  of  distractions 
from  academic  studies  were  created,  in  order 
to  have  "innovative"  and  "exciting"  programs 
to  attract  money  from  the  U.  S.  Treasury. 

This  was  bad  enough  for  the  general  popu- 
lation. It  was  catastrophic  for  the  poorer  and 
less-educated  segments  of  the  population,  for 
whom  education  is  a  must  if  they  are  to  rise. 

With  all  the  fictitious  history  about  the  ori- 
gins of  ghetto  speech,  there  is  remarkably 
little  interest  in  the  real  history  of  this  dialect 
or  in  the  history  of  the  educational  perfor- 
mances of  ghetto  children  in  the  era  before 
they  began  receiving  the  "benefits"  of  educa- 
tional "innovation." 

Words  and  phrases  like  "ain't"  or  "I  be" 
and  "you  be"  do  not  come  from  any  African 
language.  They  came  from  the  parts  of  Eng- 
land from  which  many  white  Southerners 
originated.  The  Cambridge  Encyclopedia  of  the 
English  Language  pinpoints  the  regions  of  the 
British  Isles  from  which  words  like  "chitter- 
lings" or  "chittlin's"  came  or  where  people 
said  "ain't"  and  used  other  terms  now 
thought  to  be  "black  English." 

In  short,  what  is  called  "black  English"  is 
just  as  white  as  any  other  English.  It  is  a 
dialect  that  died  out  as  education  and  stan- 
dardization of  the  language  proceeded  over 
the  generations. 

The  claim  that  having  teachers  understand 
this  dialect  is  somehow  going  to  help  the 
abysmal  educational  level  of  ghetto  schools 
likewise  flies  in  the  face  of  history.  Decades 
ago,  when  children  in  Harlem  were  being 
taught  in  standard  English  and  no  one 
dreamed  of  any  such  pretentious  nonsense  as 
"ebonies,"  their  test  scores  were  quite  compa- 
rable to  test  scores  of  children  in  the  schools 
on  the  Lower  East  Side  of  New  York. 


Both  sets  of  schools  were  in  working-class 
neighborhoods  where  the  people  had  arrived 
in  the  city  relatively  recently — some  from 
Europe  and  some  from  the  American  South. 
In  neither  place  were  the  test  scores  as  high  as 
in  posh  neighborhoods,  but  neither  were  they 
miles  below  the  norms,  as  they  are  today. 

In  December  1941,  sixth-grade  students  in 
P.S.  5  in  Harlem  (my  alma  mater)  scored  5.2  on 
tests  of  word  meaning  and  paragraph  meaning. 
On  the  Lower  East  Side,  P.S.  130  scored  5.1  on 
tests  of  word  meaning  and  4.7  on  paragraph 
meaning.  Moreover,  P.S.  5  was  not  the  highest 
scoring  school  in  Harlem,  nor  was  P.  S.  130  the 
lowest-scoring  school  on  the  Lower  East  Side. 
In  some  other  years,  the  Lower  East  Side  school 
had  an  edge,  but  it  was  only  an  edge  either  way. 

The  city-wide  average  was  6.0  on  both 
tests,  but  these  recently  arrived  and  poor  chil- 
dren were  not  out  of  it,  by  any  means. 

Many  heart-warming  stories  have  been  told 
of  the  rise  of  immigrant  children  from  the 
Lower  East  Side  in  various  walks  of  life.  Similar 
stories  could  be  told  of  black  children  from 
that  same  era.  After  all,  where  did  today's  black 
middle  class  come  from,  if  not  from  such 
places?  But  it  would  not  serve  the  political  pur- 
poses of  today  to  tell  those  stories,  when  hope- 
lessness and  guilt  are  the  themes  that  get  feder- 
al grants,  so  these  experiences  will  likely  die 
with  those  of  us  who  lived  through  that  era. 

Let  us  understand  what  an  achievement 
that  was.  The  average  black  American  in  1940 
had  only  six  years  of  schooling.  My  family  was 
typical  in  that  respect.  A  great  fuss  was  made 
over  me  when  I  was  promoted  to  the  seventh 
grade,  because  no  one  else  in  our  family  had 
ever  gone  that  far. 

Most  of  the  parents  in  Harlem  were  in  no 
position  to  help  their  children  speak  English, 

Decades  ago,  children  in  Harlem 
had  test  scores  quite  comparable 
to  those  of  children  in  the  schools 
on  the  Lower  East  Side  of  New  York. 


any  more  than  the  immigrant  parents  on  the 
Lower  East  Side  were.  The  schools  taught  them. 
Teachers  did  not  cater  to  the  students'  dialects 
or  spend  time  trying  to  "understand"  their  psy- 
ches. There  was  no  federal  money  to  finance 
myth-makers  and  hustlers  who  would  in  later 
decades  lure  educators  off  into  never-never  land. 

Follow  the  money  if  you  want  to  under- 
stand what  is  happening  in  Oakland  and  in  all 
too  many  other  places  across  the  country.  But 
follow  common  sense  if  you  want  to  see 
ghetto  children  get  a  decent  education.  H 
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FORD  TAURUS 


HAVE  YOU  DRIVEN  A  FORD  LATELY? 


Everyone  sang  the  praises  of  FCC  Chairman 
Reed  Hundt  for  the  way  he  ran  the  PCS  spectrum 
auction.  But  the  cheering  is  more  muted  now. 

Hollow  victory 


By  Peter  Spiegel 


FCC  boss  Reed  Hundt 

He  set  terms;  bidders  went  bananas. 


Last  spring  Federal  Communica- 
tions Commission  Chairman  Reed 
Hundt  was  a  hero.  Here  was  a 
bureaucrat  who  was  bringing  in 
money,  not  spending  it.  He  accepted 
bids  totaling  $10.2  billion  for  the  so- 
called  C- Block  slice  of  the  radio  wave 
spectrum  set  aside  for  providers  of 
personal  communications  services 
(PCS).  This  was  two  to  three  times 
what  analysts  had  predicted  the  auc- 
tion would  bring.  Way  to  go,  Reed! 

But  the  cheering  has  died  away. 
Uncle  Sam  will  probably  collect  a 
fraction  of  those  billions.  How  much 
longer  Hundt  will  remain  at  the 
Commission  is  even  unclear, 
although  he  adamantly  insists  he  has 
no  plans  to  leave. 

Here  is  where  Hundt  went  wrong: 
In  setting  the  C-Block  auction  rules, 
the  FCC  indulged  in  a  bit  of  social 
engineering.  It  limited  the  bidding  to 
small  companies — Hundt's  logic 
being  that  big  companies  had  already 


had  their  chance  to  acquire  Pes  air- 
waves in  the  A-Block  and  B- Block 
spectrum  auctions  one  year  earlier 
(Forbes,  July  3,  1995). 

To  help  the  little  fellows  with 
financing,  Hundt  offered  the  C- 
Block  bidders  exceedingly  generous 
financing  terms:  5%  of  their  bid  was 
due  at  the  close  of  the  auction  and  an 
additional  5%  when  they  got  their 
license;  the  companies  will  only  have 
to  pay  quarterly  interest  payments  for 
the  next  six  years  (at  a  generous  rate 
pegged  to  the  30-year  Treasury 
bond,  currently  about  6.5%).  Only 
then  will  they  begin  to  pay  off  the 
remainder  of  the  principal — seven 
years  after  getting  their  license. 

With  these  low  admission  prices 
the  bidders  went  bananas.  NextWave 
Telecom  bid  $994  million  for  licens- 
es covering  the  New  York  City  met- 
ropolitan market — $55  per  person  in 
the  market,  more  than  three  times 
what  Sprint  PCS  paid  per  head  for  a 
license  covering  the  New  York  area  in 
March  of  1995. 


Combined,  the  winning  C- Block 
bidders  paid  an  average  of  $40  for 
each  potential  customer — again  close 
to  triple  the  A-Block  and  B-Block 
spectrum  prices. 

Sharon  Armbrust,  senior  analyst  at 
communications  investment  research 
firm  Paul  Kagan  Associates,  says  that 
C-Block  bidders  assumed  they  could 
raise  money  by  going  public  after 
winning  their  licenses  and  then  secur- 
ing additional  capital  from  the  banks 
and  the  wireless  telephone  equipment 
vendors.  Bad  assumptions.  The  three 
largest  C-Block  winning  bidders — 
NextWave  Telecom,  Pocket  Commu- 
nications and  General  Wireless — filed 
to  go  public  last  summer,  but 
investors  were  put  off  by  excessively 
high  prices  and  none  of  the  IPOs  has 
been  completed. 

The  fcc  is  now  trying  to  distance 
itself  from  the  high  bids  it  accepted. 
"The  prices  the  bidders  are  willing  to 
pay  are  up  to  the  bidders,  not  to  the 
FCC,"  says  Kathleen  Ham,  head  of  the 
auction  division  of  the  Fee's  wireless 
telecommunications  bureau.  But  Al- 
len Salmasi,  chairman  of  NextWave, 
still  insists  the  Fee's  payment  rules 
enabled  him  to  get  a  great  deal  at 
the  C-Block  party.  "The  premium 
we  paid  for  the  licenses  is  lost  in  the 
noise  when  you  look  at  the  govern- 
ment financing  terms,"  says  Salmasi, 
whose  winning  bids  totaled  $4.7 
billion. 

Maybe  so,  but  NextWave  will  soon 


Allen  Salmasi,  chief  executive  of  NextWave  Telecom 

In  hock  for  $4.7  billion,  he  insists  he  got  a  good  deal.  But  can  he  go  public? 
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Japan  is  not  hospitable  to  small  businesses 
or  to  women  bosses.  Merle  Okawara 
has  beaten  both  challenges. 

The  pizza  queen 

By  Jean  A.  Briggs 


JC  Foods  President  Merle  Okawara  and  her  product 
How  to  do  the  impossible. 


need  more  cash  to  make  its  series  of 
upcoming  payments.  NextWave  has 
raised  about  $530  million  in  private 
financing,  but  $237  million  went  tor 
its  first  5%  down  payment  and  the 
second  5%  is  due  shortly.  That  leaves 
$56  million  to  make  the  first  $68 
million  quarterly  interest  payment  to 
the  Fee,  which  could  come  due  as 
early  as  March. 

Three  companies  that  won  A-  and 
B- Block  spectrum  did  manage  to  go 
public  in  1996.  But  Aerial  Commu- 
nications is  down  52%  since  its  initial 
public  offering,  and  Western  Wireless 
has  plunged  42%.  Even  Omnipoint 
Corp.,  considered  the  most  success- 
ful of  the  three  rollouts,  has  seen  its 
stock  price  fall  by  more  than  a  third 
since  mid -October. 

Even  if  NextWave  and  the  other  C- 
Block  winners  can  somehow  stay  in 
the  game,  the  game  itself  may  not  be 
worth  playing.  In  every  market,  the 
C-Block  PCS  providers  must  compete 
against  two  well-capitalized  and 
already  entrenched  PCS  companies  as 
well  as  two  cellular  telephone  service 
providers. 

One  of  the  top  C-Block  winning 
bidders,  bdpcs,  Inc.,  with  $874  mil- 
lion promised,  has  already  defaulted 
on  its  payments  to  the  FCC. 

If  Hundt  tries  to  renegotiate  the 
winners'  license  prices  down  to  a 
more  economic  level,  he  will  face  crit- 
icism for  giving  away  taxpayer  money. 
But  if  Hundt  doesn't  cut  the  C-Block 
winners  some  slack,  they'll  hand  the 
licenses  back  to  the  FCC. 

In  either  case,  that  vaunted  $10 
billion  will  probably  never  material- 
ize. Three  new  licenses  that  cover  the 
same  amount  of  spectrum  as 
NextWave's  New  York  license  are 
currently  going  for  about  $185  mil- 
lion— less  than  a  fifth  of  what 
NextWave  bid — in  yet  another  FCC 
auction. 

Kleiner  Perkins,  the  well-known 
Menlo  Park,  Calif  -based  venture  cap- 
ital firm,  backed  a  C-Block  startup 
company  organized  by  wireless  veter- 
an John  DeFeo,  who  built  U  S  West's 
cellular  business.  DeFeo  pulled  out  of 
the  auction  as  prices  skyrocketed.  So 
did  a  company  backed  by  cellular 
pioneer  Craig  McCaw.  The  winners 
should  have  drawn  a  lesson  from 
these  pullouts,  but  they  didn't.  H 


Merle  Okawara  can't  resist  a  chal- 
lenge. She's  one  of  these  people  who 
climb  mountains  just  because  diey  are 
there.  A  third-generation  Japanese 
American  from  Hawaii,  she  studied  at 
Northwestern  University  and  then  in 
1960  went  off  to  the  University  of 
Geneva  to  study  economics.  Econom- 
ics wasn't  tough  enough  for  her. 
Maybe  law  school?  "It  was  legendary," 
she  says.  "You  had  to  study  Roman 
law  and  take  the  exam  in  Latin." 

Looking  back  at  her  years  at  the 
University  of  Geneva  law  school,  she 
says:  "It  was  a  silly  lark,  but  good 
training  for  the  mind." 

She  then  went  into  the  pizza  busi- 


ness in  Japan.  The  pizza  business?  It 
was  a  challenge. 

Her  father,  Yetsuo  Higa,  then  had 
the  Pepsi -Cola  franchise  for  Japan.  On 
the  side  he  ran  a  small  business 
importing  pizza  from  California,  but  it 
was  losing  money  and  Higa  was  ready 
to  close  it.  The  Japanese  had  no  taste 
for  cheese:  "It  looks  like  wax,  tastes 
like  soap  and  smells  awful,"  was  a  typ- 
ical reaction  to  the  foreign  product. 

In  short,  the  pizza  venture  was  just 
the  kind  of  seemingly  impossible 
challenge  that  Okawara  can't  resist. 
In  1966  she  took  it  over. 

The  company,  JC  Foods,  import- 
ed sheets  of  frozen  crust,  topped 
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Customer  eating 
JC  Foods  pizza 
at  a  branch  of  First 
Kitchen  in  Japan 
Family-style 
restaurants  were 
the  place  to  be. 


them  with  sauce  and  cheese  and  then 
rcfroze  them.  But  Japanese  house- 
wives lacked  freezers  and,  since  they 
boiled,  stewed  or  fried  their  foods, 
had  no  ovens.  "We  were  selling  to 
cabarets,  snack  bars — five  pizzas  here, 
ten  there.  It  was  a  dinky  business," 
says  Okawara. 

She  wanted  to  expand,  but  banks 
weren't  willing  to  lend  to  small,  spec- 
ulative businesses,  especially  ones  run 
by  women.  In  the  end  her  family 
gave  her  credit  backing.  "I  had  to 
borrow  my  mother's  land  to  use  as 
collateral,"  she  recalls. 

The  Japanese  economy  was  grow- 
ing at  double-digit  rates  back  then,  so 
the  job  market  was  tight.  Com- 
pounding this:  "People  didn't  want 
to  work  for  a  small  company  that 
might  go  under.  They  wanted  to 
work  for  big,  prestigious  companies; 
they  w  ere  also  uncomfortable  work- 
ing for  a  woman,  particularly  a 
young,  foreign  woman." 

There  were  plenty  of  other  ways 
Okawara  could  make  a  living,  but  she 
was  too  stubborn  to  give  up.  She 
moved  her  factory  out  of  Tokyo  to 
the  island  of  Kyushu,  where  she 
rented  a  warehouse  in  the  middle  of 
a  rice  field  and  employed  farmers' 
wives  to  produce  die  pizza.  For  man- 
agement and  sales  slots,  she  recruited 
experienced  men  who  were  either 
retired  or  close  to  retirement.  "I  was 
hiring  people  in  their  60s,"  she  says. 
"They  had  dieir  retirement  money,  so 


they  were  willing  to  work  for  less. 
When  such  people  were  seen  in  our 
company,  the  younger  people  had 
more  confidence  in  me." 

Okay,  but  how  do  you  get  rice- 
and-fish  eaters  to  switch  to  cheese- 
laden  pizza?  How,  without  an  oven, 
does  one  heat  pizza? 

Okawara  tackled  the  diet  problem 
by  offering  free  samples  in  stores:  This 
was  at  a  time  when  the  Japanese  were 
hot  for  most  things  foreign.  She  han- 
dled the  oven  problem  w  ith  her  cus- 
tomary initiative  by  instructing  con- 
sumers to  put  pizza  on  foil  in  a  frying 
pan,  clap  a  lid  on  and  turn  on  the 
heat.  "The  cheese  melted,  and  they 
had  edible  pizza.  I  won't  say  it  was 
great-tasting  pizza.  It  was  edible." 

Eventually  the  electric  appliance 
manufacturers  came  up  with  the 
toaster  oven.  This  made  pizza  more 
popular  but  attracted  competition. 
Big  food  companies  entered  the 
frozen  pizza  market.  But  Okawara 
already  had  a  new  strategy — she  had 
broken  into  the  restaurant  market. 

"In  1971  I  heard  of  a  man  in 
Kyushu  who  was  going  to  open  a 
family  restaurant.  I  told  him  that  he 
should  put  pizza  on  the  menu,  that 
pizza  was  sold  everywhere  in  the 
U.S."  He  sampled  the  pizza  and 
agreed.  Under  the  Royal  Host  name, 
Koichi  Egashira  went  on  to  open 
hundreds  of  family- style  restaurants, 
and  JC  Foods  supplied  the  pizza. 
Later  Okawara  expanded  her  super- 


market business  by  selling  chilled 
pizza,  which  did  not  need  to  take  up 
scarce  freezer  space  in  the  stores. 

Carefully  observing  the  U.S. 
scene,  she  saw  early  on  that  home 
delivery  was  starting  to  take  off.  She 
didn't  want  to  get  into  that  business 
herself  but  convinced  her  brother 
Ernest  to  do  so.  He  got  the 
Domino's  franchise  and  now  runs 
the  delivery  business  all  over  Japan. 
She  supplies  the  pizza. 

JC  Foods  went  public  in  February 
1993  at  about  a  split-adjusted  $10.80 
a  share  for  4.1  million  shares 
(Okawara  still  owns  57%).  The 
timing  was  right  for  Okawara  but 
unfortunate  for  public  shareholders. 
Japan  sank  into  recession.  After  earn- 
ing $4.1  million  pretax  on  $81  mil- 
lion in  revenues  in  1992,  JC  Foods 
saw  its  profits  collapse  to  $2.6  million 
three  years  later.  The  stock  is  now  at 
the  equivalent  of  $5.90. 

Okawara  is  experimenting  with 
other  products,  importing  things  like 
pita  bread  and  quiche.  But  sales  for 
pizza  are  on  the  rise  again.  For  the 
fiscal  year  that  ends  this  March  they 
should  hit  $100  million,  not  includ- 
ing recent  acquisitions,  but  earnings 
still  haven't  recovered — they're 
expected  to  be  around  $1.6  million. 

It  looks  as  if  Merle  Okawara  will 
conquer  the  recession  just  as  she  has 
conquered  the  other  obstacles  that 
stand  in  the  way  of  a  small,  indepen- 
dent business  person  in  Japan.  H 
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Pro  football's  other  agents  dislike  him, 
which  is  fine  with  Drew  Rosenhaus. 

The  bogeyman 


By  Katrina  Burger 


"I  AM  THE  BOGEYMAN,"  brags 

Miami  Beach  sports  agent 
Drew  Rosenhaus.  "I'm  the 
guy  in  the  dark  who  every- 
body is  scared  of." 

No  wonder.  At  last  year's 
National  Football  League 
Scouting  Combines  in  Indi- 
anapolis, Rosenhaus  got  into 
a  row  with  rival  agent  David 
Levine  after  he  was  caught 
trying  to  poach  one  of 
Levine's  players.  "We  got 
into  a  heated  conversation," 
recalls  Levine.  "Drew  wanted 
to  take  it  outside,  but  I  said, 
'Forget  it,  it's  below  zero  out 
there.'" 

That  Rosenhaus  could 
have  been  suspended  by  the 
National  Football  League 
Players  Association  for 
attempting  to  steal  another 
agent's  client  didn't  appear  to 
bother  him.  He  was  just  W 
doing  his  job. 

With  thumb-in-the-eye  tactics  like 
this,  Rosenhaus  has  elbowed  his  way 
to  the  top  of  the  heap  of  the  coun- 
try's 800  certified  pro  football  agents. 
He  now  represents  49  players — the 
fourth-largest  stable  of  football  play- 
ers in  the  agent  world.  He's  only  30. 

The  belligerent  Rosenhaus  claims 
he  lures  players  from  competitors  by 
"going  that  extra  yard" — including  a 
willingness  to  slash  commissions.  The 
usual  rate  for  top  agents  is  3%  to  4% 
of  any  compensation  packages  they 
can  negotiate  for  their  clients;  Rosen- 
haus typically  charges  2%.  "He's  like 
a  discount  outlet,"  sniffs  Thomas 
DePaso  of  the  nflpa. 

Rosenhaus  doesn't  much  care  what 
they  call  him  as  long  as  he  gets  the 
business.  When  he  was  22  and  a 
second-year  student  at  Duke  Univer- 
sity School  of  Law,  Rosenhaus  talked 
Robert  Massey  into  letting  him  handle 


Drew  Rosenhaus  (front)  with  Seattle  Seahawks'  Brian  Blades 
But  where  are  the  clients'  yachts? 


Massey's  rookie  contract  negotiations 
with  the  New  Orleans  Saints.  Why 
would  Massey  sign  with  an  untested 
rookie  agent?  Because  Rosenhaus 
offered  to  work  for  nothing. 

Shortly  before  the  talks  with  then 
general  manager  Jim  Finks  were 
scheduled  to  begin  in  May  1989, 
Rosenhaus  called  producers  at  cable 
TV  sports  channel  ESPN  and  invited 
them  to  broadcast  the  negotiations. 
And  so  millions  of  Americans  looked 
on  as  an  unknown  kid  named  Rosen- 
haus fought  veteran  manager  Finks 
over  Massey's  contract. 

Nine  seasons  and  four  teams  later, 
Massey,  now  with  the  Jacksonville 
Jaguars,  is  still  with  Rosenhaus — and 
pays  him  2%  of  his  $500,000-a-year 
salary. 

Rosenhaus  claims  he  earned 
$800,000  pretax  in  1996.  Even 
allowing  for  some  exaggeration,  this 


is  an  impressive  amount  for  a  football 
agent.  Some  1,800  professional  foot- 
ball players  earned  $1.4  billion  last 
year,  but  competition  is  fierce,  with 
nearly  one  agent  for  every  two  play- 
ers. Still,  until  recently  it  was  a  fairly 
gentlemanly  business,  with  little  price 
competition.  Now  hungry  young 
agents  charge  as  little  as  .05%. 

Needless  to  say,  the  old-timers  hate 
Rosenhaus.  They  accuse  him 
of  using  false  promises  to  lure 
young  players.  That  hasn't 
stopped  Rosenhaus  from  cor- 
nering the  market  on  his  local 
team,  the  Miami  Dolphins; 
he  represents  almost  a  third 
of  the  team's  53  players. 

Sometimes  he  gets  too 
zealous.  Last  summer  Rosen- 
haus won  as  a  client  Errict 
Rhett  of  the  Tampa  Bay  Buc- 
caneers, in  part  by  boasting 
that  he  could  pull  off  a  $3 
million  deal  for  Rhett.  The 
Buccaneers  bid  $2  million. 
Rosenhaus  refused  the  offer. 
That  brought  Rosenhaus 
piles  of  publicity  but  no 
better  offer.  Rhett  was  left 
with  a  salary  of  just 
$336,000,  and  received  half 
of  that  because  of  the  games 
he  missed  while  holding  out 
for  a  better  deal.  "We  were 
disappointed,"  says  Rhett, 
who  still  gives  his  business  to 
Rosenhaus. 

"You  get  what  you  pay  for,"  blasts 
Steve  Weinberg,  an  old-line  agent 
who  says  he  won't  work  for  less  than 
4%.  "If  you  needed  surgery,  would 
you  go  to  the  cheapest  surgeon?" 
With  complaints  against  Rosenhaus 
and  his  ilk  piling  up,  last  May  the 
NFLPA  implemented  a  new  arbitration 
rule  to  resolve  agents'  gripes  with  one 
another.  Some  agents  refer  to  it  as  the 
Drew  Rule. 

Unfazed,  Rosenhaus  hosts  a  foot- 
ball show  on  Miami  TV,  has  a  cameo 
role  in  Tom  Cruise's  new  film,  Jerry 
Majjuire,  and  posed  as  a  model  in 
the  December  1996  issue  of  GQ 
magazine. 

"I'm  not 
friends, 

sho\\rs  off  the  sleek  Scarab  sport  fish- 
ing boat  docked  outside  his  Miami 
Beach  home.  H 


interested  in  making 
snaps  Rosenhaus  as  he 
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Now/  Microsoft"  Office  97  is  here.  Every  version  of  every  application  is  brand  new.  But  the  biggest  thing 
is  this:  Everything  in  Office  97  is  connected,  linked  and  wedded,  to  the  Internet.  Now  you  can  reach  out  to 
the  entire  world  and  talk  and  trade  and  share  anything.  You  can  save  any  document  — like  a  spreadsheet 
or  a  letter  or  a  product  list  or  a  presentation —  as  a  Web  page,  instantly.  You  don't  need  to  learn  HTML  or 
anything.  You  can  also   ik  from  one  document,  with  a  hyperlink,  directly  to  another  document  on  your  hard 
drive  or  on  the  Web.  So  you  can  seek  out  information  anywhere  without  having  to  go  calling,  faxing, 
paging,  yelling  and  waiting  to  get  what  you  need.  You  can  even  build  links  into  Office  documents  like  sales 
proposals,  charts  and  memos,  so  that  everyone  can  share  and  collaborate  and  work  as  one  big  happy 
family.  You  don't  have  to  read  reams  of  reference.  You  don't  have  to  hire  some  kid  from  MIT  to  help  you. 
It's  easy  and  it's  fast  and  that's  the  way  it  is. 
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Outlook 


Being  connected  means  having  access  to  all  sorts  of  new  information.  So  gives  you 

a  whole  new  application  to  keep  everything  straight.  It's  called  Outlook  is  like  your  own  special 

supercharged  desktop  Mom  that  keeps  track  of  your  and  your  and  your  and 

and  basically  makes  it  very  difficult  to  be  disorganized.  It  takes  every  little  detail 
of  your  life  and  packs  them  neatly  into  so  everything  is  easy  to  find  and  ready  to  spring 

into  action  for  you  at  any  moment.  Now  when  someone  e-mails  you  about  a  meeting,  a  business  trip  or 

you  can  drag-and-drop  that  info  into  your  calendar  to  use  when  you  need  it.  That  way,  you 
can  spend  more  time  thinking,  creating  and  inspiring  greatness  and  less  time  searching  for  sticky  notes. 
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Everything  in  Microsoft  Office  97  is  designed  to  make  everything  you  do  smarter,  faster  and  easier.  Like 
natural  language  formulas  in  Microsoft  Excel.  They  let  you  create  a  formula  for  your  spreadsheet  using  plain- 
old-easy-to-understand  English.  And  Grammar  Check  It  checks  and  corrects  your  grammar  as  you  typing. 
See  that  green  squiggle?  It  could  save  you  from  making  a  really  bad  impression  someday.  And  if  you  ever 
get  lost,  confused  or  lonely,  there's  a  new  Office  Assistant  that's  always  there  to  offer  tips,  shortcuts  and 
suggestions.  You  can  even  type  in  a  specific  question  and  be  taken  step  by  step  through  the  answer. 
It's  smart.  It's  fast.  And  it's  easy.  And  it's  all  part  of  a  magnificent  plan  to  help  you  do  more  and  work  less. 
Office  97  is  a  new  idea.  Everything  is  connected.  And  you  are  connected  to  everything. 
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Microsoft  Office  97  Professional  Edition  includes  new  versions  of  Word,  Microsoft  Excel.  PowerPoint*  Microsoft  Access  and  a  new  program.  Outlook1"  desktop 
information  manager.  To  learn  more  about  the  Microsoft  Office  family  of  products,  find  us  online  or  call  1-800-426-9400  for  the  name  of  a  reseller  near  you.  ©1997  Microsoft  Corporation 
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Owner's  manual 
for  business 


BY  JOHN  RUTLEDGE 


John  Rutledge  is  an 
economist  and  chair- 
man of  Rutledge  &  Co.. 
a  merchant  bank  in 
Greenwich,  Conn. 
rutledgeco@aol.com 


Long  before  I  became  a  business  owner  I 
was  a  worker — farmhand,  short-order  cook, 
bellhop,  waiter,  truck  ciriver,  college  professor 
and  adviser.  Along  the  way  I  worked  for  lots 
of  different  bosses  and  kept  a  running  journal 
of  things  that  work.  Here  are  a  few  lessons 
from  my  personal  business  owner's  manual. 

The  first  thing  for  an  owner  or  a  director  to 
remember  is  to  keep  an  eye  on  the  main 
objective:  to  increase  the  intrinsic  value  of  the 
capital  that  has  been  entrusted  to  his  care. 

Intrinsic  value  is  easy  to  describe  but  hard 
to  measure.  It  refers  to  the  underlying  value 
today  of  the  stream  of  future  income  or  cash 
flow  available  for  investors,  which  will  be  pro- 
duced by  the  firm's  capital. 

Estimating  the  intrinsic  value  of  a  business 
is  difficult,  since  it  first  requires  judgments 
about  the  firm's  future  profitability.  It  is 
important  that  the  owner  has  the  ability  to 
arrive  at  this  judgment  independently,  without 
relying  too  much  on  the  market,  outside 
advisers  or  the  firm's  managers. 

The  first  job  of  the  owner  or  board  of 
directors  is  governance;  making  sure  that 
everyone  in  the  organization  behaves  accord- 
ing to  the  business  principles  I  wrote  about 
last  month.  For  those  who  missed  my  column, 
or  have  forgotten,  I  said  that  a  firm's  most 
important  asset  is  its  reputation. 

The  owner's  second  job  is  capital  manage- 
ment. Unfortunately,  most  businesses  get  low 
marks  here. 

The  owner  and  managers,  must  continually 
search  out  and  prune  every  dollar  of  capital 
invested  in  low-return  activities,  i.e.,  the  ones 
that  do  not  lead  to  sustainable  cash  flow  for 
investors,  and  redeploy  it,  into  activities  with 
exceptionally  high  returns.  If  there  aren't  any 
value-creating  opportunities  inside  the  firm, 
the  owner  should  send  the  capital  back  to 
investors  through  dividends,  share  repurchases 
or,  in  the  extreme  case,  selling  the  firm.  To  do 
this  work,  the  owner  and  directors  need  to 
thoroughly  understand  return  on  capital  and 
internal  rates  of  return,  and  how  they  relate  to 
intrinsic  value. 

We  like  to  measure  the  intrinsic  value  of  our 
portfolio  companies  at  least  annually,  and  take 


measures  to  improve  or  redeploy  capital  as 
part  of  the  planning  process. 

Part  of  this  capital-management  function  is 
to  give  the  company's  manager  a  clear  charter. 
We  like  to  run  the  board  of  directors  as  if  it 
were  a  taxi-licensing  commission.  The  man- 
agers bring  a  plan  to  the  board  explaining 
how  they  plan  to  turn  each  dollar  they  request 
into  two  dollars  worth  of  business.  After 
reviewing  their  plans  we  license  the  managers 
to  use  the  capital  to  pursue  their  plans,  usually 
for  three  to  five  years,  with  annual  progress 
reviews.  The  license  is  good  only  for  the  pur- 
pose argued  in  the  plan,  i.e.,  they  can't  change 
their  minds  along  the  way  and  switch  from 
building  cars  to  buying  pork  bellies. 

In  place  of  an  M.B.A.,  business 
schools  could  offer  an  M.B.O., 
Master  of  Business  Ownership,  the 
real  path  to  building  lasting  value. 


This  charter  gives  the  managers  preap- 
proved  running  room,  without  interference 
from  the  coach  every  minute.  It  should  be 
broad  enough  to  let  them  deal  with  unfore- 
seen events  but  narrow  enough  to  keep  them 
in  the  ballpark.  Whenever  the  managers  want 
to  run  outside  the  charter,  or  deviate  from  the 
plan,  they  must  reapply  for  a  new  license. 

Owners  must  make  sure  that  compensation 
plans  are  aligned  with  the  goal  of  building 
intrinsic  value.  They  should  be  tied  to  cash 
flow,  not  to  arbitrary  objectives,  and  to  long- 
term  intrinsic  value,  not  this  quarter's  num- 
bers. There  is  no  substitute  for  equity  value. 
Unfortunately,  owners  don't  like  to  let  go  of 
power  and  managers  like  to  have  the  annual 
cash  bonus  as  a  carrot  in  front  of  their 
employees.  But  there  is  no  substitute  for 
equity  in  tying  people  to  a  firm's  future. 

Using  equity  in  place  of  annual  bonuses 
erases  the  farce  conducted  by  sandbagging 
managers  and  carping  directors.  Equity  comes 
in  many  forms.  In  our  business,  where  we  are 
paid  as  a  share  of  the  long-term  gains  on  capi- 
tal, it  is  called  carried  interest — and  everyone 
in  our  firm  has  a  piece  of  the  action.  Our 
owners  are  committed  to  the  firm's  success. 

By  now  I  hope  you  will  have  gotten  the 
point:  Ownership  is  not  for  coupon  clippers 
or  part-time  bosses.  It  is  hard  work  and 
requires  long  hours. 

We  would  be  much  better  off  if  our  busi- 
ness schools  scrapped  the  M.B.A.  In  its  place 
they  could  offer  the  M.B.O.,  Master  of  Busi- 
ness Ownership,  the  real  path  to  building 
lasting  value.  ■ 
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As  the  giant  media  conglomerates  moved  in  on 
book  publishing,  Nigel  Newton  smelled  opportunity. 

Bloomsbury 
blooms 


By  Richard  C.  Morais 

Bloomsbury  Publishing  Plc.  occu- 
pies the  town  house  built  in  1750  at 
No.  38  Soho  Square  in  London. 
Venerable  and  veddy  British?  Not  at 
all.  Bloomsbury  is  just  ten  years  old, 
and  it  was  founded  by  a  then-31- 
year-old  American.  Now  41,  Nigel 
Newton  has  published  59  bestsellers, 
and  his  authors  have  won  25  major 
literary  prizes,  including  the  Nobel, 
Pulitzer  and  Booker. 


Bloomsbury's  roster  includes  classy 
writers  like  Nadine  Gordimer,  Mar- 
garet Atwood  and  John  Irving.  To 
works  by  those  fiction  writers  add 
nonfiction  and  reference  books,  such 
as  the  Bloomsbury  Thesaurus,  the  first 
major  study  of  synonyms  since 
Roget's  1852  masterpiece. 

Nigel  Newton  was  born  in  San 
Francisco  to  an  American  mother  and 
an  English  father.  With  his  thick 


glasses  and  lumpy  cardigans,  he 
exudes  the  air  of  a  donnish  academic. 
Looks  deceive  again.  Bloomsbury 
earned  $1.7  million  pretax  on  rev- 
enues of  $19  million  in  1995;  best- 
sellers such  as  David  Guterson's  ele- 
gant Snow  Falling  on  Cedars  pushed 
sales  up  over  40%  in  the  first  six 
months  of  1996. 

Born  to  a  wealthy  family,  Newton 
went  to  study  English  literature  at 
Cambridge  University  in  1973.  He 
stayed  on  in  Britain,  learning  the 
book  trade  first  at  Macmillan  and 
then  at  Sidgwick  &  Jackson,  where 
he  became  deputy  managing  director 
at  the  age  of  27. 

In  the  1980s  a  spate  of  mergers  left 
the  publishing  industry  in  the  hands 
of  conglomerates,  and  Newton  spot- 
ted his  opportunity. 

He  thought  he  could  pick  off  some 
of  the  best  authors  by  starting  a  more 
humanly  scaled  publisher.  He  envi- 
sioned a  medium-size  company 
where  senior  management  "could 


=  Bloomsbury 
>  Publishing  Pic's 
|  Nigel  Newton 
There's  more  than 
one  way  to  have 
a  bestseller. 


discuss  the  type  size  on  jackets,  the 
things  that  really  matter,  rather  than 
administer  a  bureaucracy." 

By  January  1986  Newton  was 
meeting  at  six  every  morning  with 
David  Reynolds,  another  entrepre- 
neurial executive,  "dreaming  up" 
their  ideal  business.  Six  months  later 
they  recruited  Elisabeth  Calder  (the 
respected  editor  of  Salman  Rushdie 
and  Julian  Barnes)  and  Alan  Wherry, 
the  powerful  and  gregarious  sales 
director  at  Penguin  Books. 

Newton  put  together  a  detailed 
50-page  business  plan  and  peddled 
his  vision  to  the  City  on  "long  lunch- 
es." His  plan  included  giving  the  first 
authors  who  switched  to  Bloomsbury 
5%  of  the  equity  through  an 
"authors'  trust."  A  clever  move. 
Newspapers  like  the  Times  and  the 
Guardian — intrigued  by  the 
"authors1  trust" — gave  the  new 
house  big  play  in  dieir  business  pages. 
A  few  weeks  later,  in  September 
1986,  Newton  had  $2.9  million  in 
capital  from  venture  firms,  and  in 
May  1994  the  company  went  public 


on  die  London  Stock  Exchange. 

The  Bloomsbury  team  hit  the  floor 
running  in  1987,  producing  nine 
bestsellers  dieir  first  two  years,  among 
them  Scott  Turow's  Presumed  Inno- 
cent and  Jay  Mclnerney's  The  Story  of 
My  Life.  Despite  the  quality  of  their 
books,  they  have  never  shied  away 
from  flashy  promotions.  In  1993 


Newspapers  like  the 
Times  were  intrigued 
by  the  "authors'  trust. 


Bloomsbury  published  A  Spanish 
Lover,  the  popular  Joanna  Trollope's 
latest  novel.  The  company  printed 
1.3  million  copies  of  the  first  chapter 
of  the  book  and  negotiated  with  the 
Sunday  Times  to  have  the  chapter 
inserted  in  the  newspaper.  Blooms- 
bury recouped  half  of  the  $100,000 
production  costs  by  selling  ads  in  the 
insert  and  offered  an  $8  rebate  to  any 
Times  reader  who  bought  the  book  in 
the  first  three  days  after  publication. 


The  book  went  straight  to  number 
one  on  the  Sunday  Times  Top  Ten 
bestseller  list.  Since  then,  all  of 
Joanna  Trollope's  books  have  been 
number  one  bestsellers. 

In  the  U.S.  Newton  is  already 
licensing  reference  books  to  CD-ROM 
and  other  multimedia  operators.  He's 
now  getting  ready  to  launch  the 
Bloomsbury  imprint  in  the  U.S.  "We 
won't  acquire  a  U.S.  publisher. 
Buying  somebody  else's  deadwood  is 
not  the  best  way  to  go  forward,"  he 
says.  "We'd  prefer  to  piggyback  on 
someone  else's  infrastructure,  paying 
them  for  using  their  sales  force." 

Tempted  to  emulate  Newton  and 
start  your  own  dream  business?  He 
points  out  that  he  was  doing  his  suc- 
cessful money-raising  at  a  time  when 
one  of  his  Sidgwick  &  Jackson  books, 
Bob  Geldof's  autobiography,  was  a 
bestseller.  "Your  life  force,  as  viewed 
by  people  who  are  assessing  you,"  he 
says,  "flows  in  part  from  what  you  are 
connected  with  at  the  moment."  In 
other  words,  success  attracts  money, 
anonymity  doesn't.  HE 
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If  you're  very  lucky,  there  will  be  a  few  moments  in  your  career  when 
the  people  who  really  matter  think  you're  an  absolute  genius.  And  if 
you're  about  to  upgrade  to  computers  with  Pentium'  Pro  processors 
and  convert  your  company  to  Windows  NT",  the  next  such  moment 
could  be  arriving  sooner  than  you  expected.  That  is,  if  you  make  the 
extraordinarily  brilliant,  wunderkind-like  decision  to  choose  the  AST" 
Bravo  MS-T  Pro. 

The  power  everyone  wants. 

The  Bravo  MS-T  Pro  comes  with  amazing  technology  like-  the  Matrox 
Millennium  graphics  card.  And  with  the  Pentium"  Pro  processor  it's  a 
breeze  to  run  popular  business  programs-in  1 6  or  32  bit  format— up 
to  64%  faster  than  you  run  them  now.  To  enhance  productivity  even 
more,  there's  AST-lntraAccess  complete  Intranet/Internet  software. 


Amazing  technology.  Amazingly  affordable. 

$1 ,999*.  (Sorry  if  we  shocked  you.)  That's  close  to  a  thousar 
less  than  many  comparable  competitive  models.  Which  mi 
can  have  exactly  what  you  want,  and  a  lot  more  of  it  than  yoi_ 
Business  should  be  this  easy. 

Don't  expect  the  usual  service.  Expect  more. 

To  prove  how  eager  we  are  to  keep  you  happy,  AST  Express 
provides  the  fastest,  most  flexible  service  around.  We'll  usuall 
your  call  in  a  minute  or  less.  And  if  you  need  parts,  we  ce 
them  in  a  day.  For  a  reseller  near  you  call  us  at  800-876-4A! 
www.ast.com.  We'd  be  happy  to  answer  your  guestions  a 
AST  Bravo  MS-T  Pro.  And  more  than  happy  to  welcome  you 


*  Estimated  selling  pnce,  monitor  not  included  Actual  pnce  may  vary  Contact  resellers  tor  details  ©1996  AST  Research.  Inc  AST  is  a  registered  trademark  AST  Computer,  the  AST  logo,  AST-CommandCenter.  AST-  IntraAccess  and  AST  rjpressService  and  'Where  Things  are  Happening"  are  trademi 


The  guy  who  chose  the  ASF  Bravo  computers 


with  Pentium  Pro  processors  and  Windows  NT 


!1.999 


I  I  II  •  t  I 


J  •  •   ■  "  •'  l  «  t  l>  V  \  .  '. 


For  a  free  copy  of  our  IDC  white  paper, 
"Successfully  Migrating  to  Next  Generation 
PCs",  call  us  at  1  -800-447-0023,  ext.  100. 


ISO  and  200  MHz  Pentium'  Pro  processors,  Matrox  Millennium  graphics 
with  2  MB  WRAM  upgradeable  to  8MB,  SX  CD-ROM, 
Intel  EtherExpress'"  Pro  IO/I0O  PCI  adapter  on  select  models, 
rr~ —  Microsoft  Windows  NT"  Workstation  4.0, 

AST-CommandCenter" ',  AST-lntraAccess!" 


COMPUTER  I 
Where  things  are  A 


and  the  Intel  Inside  logo  are  registered  trademarks  and  trie  Pentium  Pro  processor  logo  is  a  trademark  ot  Intel  Corporation  All  other  products  or  services  mentioned  herein  may  be  trademarks  or  registered  trademarks  ol  their  respective  owners  Information  subiect  to  change  without  notice 


Stephen  Wiggins  knows  that  marketing  an  HMO 
effectively  is  no  different  from  marketing 
cars  or  movies  or  sneakers. 

Ta  gotta  give  'em 
what  they  want 


By  John  R.  Hayes 


Trying  to  get  his  fledgling 
Oxford  Health  Plans  hmo  off 
the  ground  in  1986,  Stephen 
Wiggins  hounded  New  York 
State  officials  to  speed  up  the 
licensing  process.  One  Friday 
afternoon  he  was  told  to  expect 
a  state  inspection  of  his  New 
York  office  a  week  from 
Monday.  But  he  had  no  New 
York  office.  Scrambling  all 
week,  he  rented  a  wildly  paint- 
ed yellow  and  red  loft,  bought 
45  unassembled  desks  and 
chairs,  and  spent  the  final  Satur- 
day putting  pieces  of  furniture 
together.  "The  inspectors  came 
and  looked  at  me  and  asked,  Ts 
this  real,  or  does  this  all  get 
packed  up  tomorrow?'  While 
the  inspectors  weren't  fooled, 
they  were  impressed.  "We  got 
the  license,"  Wiggins  says. 

Say  this  for  Stephen  Wiggins: 
He  does  what's  needed  to  get  ■ 
the  job  done.  Today  Norwalk, 
Conn. -based  Oxford  is  a  $3  billion 
(revenue)  HMO  with    1.5  million 
members  and  40,000  doctors. 

Still  thinking  outside  of  the  box, 
Wiggins  has  just  persuaded  his  board 
that  Oxford  should  add  2,500  chiro- 
practors, nutritionists,  massage  ther- 
apists, yoga  instructors  and  acupunc- 
turists to  its  medical  staff.  This  is 
medicine?  It  is  at  Oxford.  The  addi- 
tions followed  a  survey  that  showed 
that  75%  of  Oxford's  members 
wanted  nontraditional  treatments. 

Give  'em  what  they  want.  Oxford's 
spectacular  track  record  is  as  much 
due  to  smart  marketing  as  efficient 
medical  management.  It  has  doubled 


Stephen  Wiggins,  chairman  of  Oxford  Health  Plans 
Yoga  and  massage  therapy?  Yes,  this  is  an  HMO. 


its  revenues  annually  for  five  years. 
Sales  for  1996  will  come  in  over  $3 
billion.  Earnings  per  share  have 
grown  83%  annually  for  five  years  and 
should  come  in  at  $1.22  for  1996. 
Since  going  public  in  1991,  its  stock 
has  gone  from  a  split-adjusted  2  to 
59,  creating  a  market  cap  of  $4.5  bil- 
lion and  a  nest  egg  of  more  than 
$150  million  for  Wiggins,  40,  who 
owns  over  3%  of  the  stock.  Not  bad, 
considering  Wiggins  started  the  com- 
pany in  1984  with  $90,000  in  capital. 

"At  the  root  of  everything  we  do," 
Wiggins  explains,  "is  a  belief  that  the 
customer  will  tell  us  what  to  do  if  we 
will  only  listen." 


Wiggins  listened  when  people  said 
they  preferred  the  flexibility  of  being 
able  to  see  their  own  doctors.  So 
from  the  beginning  Oxford  offered 
its  members  a  choice:  Stick  with 
Oxford's  low-cost  services,  such  as 
100%  hospital  coverage,  $10  doctor 
visits  and  free  preventive  care.  Or,  for 
a  20%  copayment,  use  non-Oxford 
doctors  and  hospitals.  That  has  made 
the  hmo  an  easier  sell,  but  it's  a 
moneyloser  if  members  stray  too  fre- 
quently to  non-Oxford  doctors. 

To  keep  them  in-house,  Wiggins 
needed  to  sign  up  lots  of  good  doctors 
and  hospitals.  He's  done  both.  Recruit- 
ing what  he  calls  opinion  leaders — 
S  department  heads  and  chiefs  of 
B  £  staff — he  offered  them  advisory 
9  8  board  positions  and  cheap  Oxford 
stock,  as  low  as  25  cents  a  share 
(split  adjusted)  to  join. 

These  top  doctors  in  turn 
lured  other  doctors.  It  was  a 
snob-appeal  strategy,  Wiggins 
concedes:  "The  club  with  the 
longest  waiting  list  is  the  most 
exclusive."  Another  lure:  Oxford 
pays  doctors  every  time  they  see 
a  patient.  At  other  HMOs  fixed- 
fee  contracts  mean  doctors  lose 
money  if  they  see  a  patient  more 
than  a  few  times  a  year. 

For  all  of  this,  or  perhaps 
because  of  it,  Oxford's  profits 
have  lagged  its  competitors. 
According  to  Sanford  C.  Bern- 
stein &  Co.,  Oxford's  medical 
costs  run  $1,620  per  member, 
versus  about  $1,200  for  the 
industry.  Over  five  years  its 
pretax  margins  have  averaged 
7%,  compared  to  18%  for  U.S. 
Healthcare.  But  Wiggins  figures  that 
he's  building  for  long-term  loyalty 
rather  than  short-term  profits. 

On  the  doctors'  side,  Wiggins' 
latest  ploy  would  give  specialists  full 
decision-making  authority,  but  pay 
them  a  fixed  price  based  on  diagno- 
sis. Outcome  report  cards  would  help 
members  choose  doctors. 

What's  next?  Geographical  expan- 
sion. "We  think  our  model  will  move 
to  other  markets  successfully,"  says 
Wiggins.  "We  could  grab  20,000  to 
25,000  commercial  customers  in 
Philadelphia  next  year.  We're  an  ant 
on  the  landscape  right  now,  but  we're 
a  well-armed  ant."  ■■> 
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FRANKLIN  TAX-FREE 
I  N  CO  M E    FUN  DS 

Protect  Your 
Hard-Earned  Investment 
Earnings  From  Taxation 


■  Are  taxes  taking  a  toll  on  your  investment 
earnings?  You  can  help  protect  those  earnings 
in  a  Franklin  tax-free  fund. 

■  Franklin  offers  a  selection  of  43  tax-free 
funds.  Many  pay  dividends  exempt  from  both 
regular  federal  and  state  personal  income  taxes, 
so  you  may  be  eligible  for  double  tax  savings.1 
Franklin's  tax-free  funds  offer: 

Monthly  Tax-Free  Income 
Professional  Portfolio  Management 
The  Potential  For  Tax-Free  Compounding 

■  By  investing  in  a  portfolio  of  tax-free  munici- 
pal securities,  you  can  continue  to  work  toward 
your  financial  goals  while  supporting  economic 
growth  in  America. n  The  funds  invest  in  securi- 
ties issued  to  finance  state  and  local  government 
operations  which  can  include  projects  such  as 
housing,  highways,  schools  and  hospitals.  This 
can  help  create  jobs  and  improve  the  standards 
of  living  in  communities  everywhere. 

■  Call  your  investment  representative  or 
Franklin  today. 

fFor  investors  subject  to  federal  or  state  alternative  minimum  tax,  all  or  u 
portion  of  these  dividends  may  be  subject  to  such  tax,  depending  on  the  fund. 
Distributions  of  capital  gains  and  of  ordinary  income  from  accrued  market 
discount,  if  any,  are  generally  taxable. 

investing  in  a  Franklin  tax-free  fund  does  not  guarantee  that  your  finan- 
cial goals  will  be  met. 
Franklin  Templet  mi  Distributors,  Inc. 


CALL  TOLL  FREE  1 -88 8 - F R A N K L I N  EXT.  F217 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Franklin  tax-free  income  fund  for  my  state,  including  sales  charges  and  expenses. 
I  will  read  it  carefully  before  I  invest  or  send  money. 
□  I  am  currently  a  Franklin  shareholder. 

Name 
Address 
City/State/Zip 


F  R  A\  N  K<  1 1  N 

77  7  Mariners  Island  Boulevard 

  San  Mateo,  CA  94404- I  585 

A    Member    of   the    $172    Billion    Franklin    Templeton  Group 


Daytime  Phone 


Create  a  successful  formula,  apply  it  relentlessly 
and  you  get  a  company  like  Clear  Channel 
Communications. 

Tamales? 
Cars?  Coke? 


By  Peter  Newcomb 


Lowry  Mays  is  chief  executive  of 
Clear  Channel  Communications,  a 
$395  million  (sales)  owner  of  radio 
and  television  stations  rapidly  gaining 
on  giants  Disney  and  Westinghouse. 

Ask  Mays  what  he  does  and  you 
won't  get  any  pretentious  answers 
about  being  in  media  or  communica- 
tions. He  says:  "I'm  in  the  business  of 
selling  automobiles  and  tamales."  For 
Mays,  61,  the  ultimate  customer  isn't 
the  listener  but  the  advertiser.  A 


Clear  Channel  Communications' 
Lowry  Mays 

Turning  heads  by  selling  tamales. 


solidly  built  man  who  greets  every- 
one with  a  bone-crushing  Texas 
handshake,  he  says  of  his  customers: 
"They  want  to  sell  Fords  and  Coke. 
That's  what  we  do." 

In  Tulsa,  where  the  company  runs 
two  television  and  five  radio  stations, 
the  sales  team  couldn't  get  the  local 


Chevrolet  dealer  to  substitute  radio 
spots  for  newspaper  advertising.  The 
general  manager  offered  a  deal:  Clear 
Channel  would  arrive  with  remote  TV 
and  radio  crews  and  broadcast  from 
the  dealer's  lot  all  weekend.  News- 
casters and  disc  jockeys  would  urge 
the  public  to  come  on  down. 

The  price?  The  dealer  would  pay 
Clear  Channel  $150  for  every  car  he 
sold  over  the  number  sold  the  previ- 
ous weekend:  The  dealer  moved  200 
additional  units.  "He's  been  on  the 
air  ever  since,"  Mays  beams. 

Essentially  Mays  makes  his  money 
by  buying  weak  stations  and  building 
them  up  with  heavy  promotions  and 
value-added  deals  for  advertisers.  He 
vets  each  deal  in  terms  of  what  his 
management  can  add  to  its  value.  "If 
we  cannot  obtain  a  multiple  of  five 
times  cash  flow  within  three  years,  we 
pass,"  he  says. 

Mays  just  paid  $140  million,  or  11 
times  cash  flow,  for  18  stations 
owned  by  U.S.  Radio.  Compare  that 
with  Westinghouse's  $5  billion  pur- 
chase of  Infinity  Broadcasting  that 
went  for  18  times  cash  flow.  Four 
years  ago  Clear  Channel  owned  just 
18  radio  stations;  today  it  owns  or 
controls  120  in  the  U.S.  alone.  It  has 
one  of  the  best  balance  sheets  in  the 
industry,  with  a  debt-to-cash -flow 
ratio  of  l-to-3. 

Hamstrung  for  years  by  old 
(recently  relaxed)  Federal  Communi- 
cations Commission  local  ownership 
restrictions,  Mays  has  been  more 
aggressive  than  his  competitors  in 
buying  up  overseas  properties.  A  year 
and  a  half  ago  in  Australia,  for 
instance,  where  there  are  no  foreign 
ownership  restrictions  for  radio,  Mays 
paid  $70  million  in  a  joint  deal  with 
Australian  Provincial  Newspapers  to 
buy  two  dozen  radio  stations — 
making  Clear  Channel  the  country's 
second-largest  radio  operator. 

Clear  Channel's  stock  was  up 
80%  last  year,  to  a  recent  $34, 
making  it  one  of  the  strongest  per- 
formers in  the  media  and  entertain- 
ment industry  in  a  year  when  most 
media  stocks  took  a  licking.  Mays' 
15  million  Clear  Channel  shares  are 
now  worth  over  $500  million. 
Media?  Communications?  Nah, 
Lowry  Mays  is  just  a  peddler  of 
tamales  and  iron.  M 
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Raising 


America  was  built  by  those  who  believed  there  was  a  better  way 
to  do  just  about  anything.  These  were  people  who  conquered  a  vast  frontier, 
made  the  world  safe  for  democracy  and  put  a  man  on  the  moon.  Through  it 
all,  we  have  been  at  our  best  when  we  have  set  our  sights  highest. 

In  that  spirit,  The  CIT  Group  proposes  a  series  of  stretch  goals  for 
the  American  economy.  We  believe  that  these  six  aggressive  yet  attainable 
objectives  form  a  foundation  for  a  more  prosperous  21st  Century  America. 

At  The  CIT  Group,  we  are  in  the  business  of  providing  companies 
and  individuals  with  the  financing  they  need  to  reach  their  goals.  In  fact, 
we  will  lend  over  $8  billion  toward  that  end  in  1997. 

We  have  seen  what  properly  financed  ambition  can  accomplish. 
We  know  how  powerful  the  American  Dream  can  be. 


The  CII  Group's  Stretch  Goa 


TAINABLE,  NON-INFLATIONARY 


GROWTH  OF  3.5% 


In  the  1990s,  the  American  economy  has  grown  at  a  rate  of  approximately  2%  annually. 
Given  the  current  realities,  many  believe  that  is  as  high  as  we  can  go  without 
triggering  significant  inflation.  We  disagree.  If  the  federal  government  carries  out 
its  promise  to  balance  the  budget  and  American  industry  continues  to  enhance 
productivity,  there  is  no  reason  our  economy  can't  sustain  at  least  a  3.5%  growth 
level.  We  believe  it's  something  worth  shooting  for. 


0  N  E  -  P  A  8 E  TAX  RETURN 


Whether  through  a  flat  tax  or  some  alternate  method,  enormous  benefits  are  to 
be  gained  by  making  our  tax  code  simpler  and  more  equitable.  We  believe  it's  possible 
to  create  a  fair  tax  code  that  never  requires  a  return  longer  than  a  single  sheet  of 
paper.  For  now,  let's  say  it's  OK  to  use  both  sides. 


J 


9  9  %  ADULT  LITERACY 


A  well-educated  workforce  is  the  most  vital  component  of  a  modern  economy. 
Yet,  one  out  of  five  adult  Americans  cannot  read  at  an  eighth  grade  level.  We  must 
not  accept  compromise  when  it  comes  to  ensuring  far  higher  standards  of  perfor- 
mance. Substantial  investments  are  needed  to  create  and  maintain  superior  facilities 
and  well-trained  teachers.  We  must  not  only  make  those  investments,  but  also 
rediscover  the  values  that  placed  education  among  our  most  cherished  pursuits. 


Contribute  y  our  thoughts  at  www.cilgroup.com. 


©1997  The  CIT  Group.  Inc 
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REDUCTION  IN  REGULATION 

Federal  regulation  has  helped  create  safer  workplaces  and  a  cleaner  environment.  All 
too  often,  however,  it  has  also  created  a  crippling  administrative  burden  on  American 
companies.  We  recommend  that  the  private  and  public  sectors  work  together  in 
addressing  this,  with  the  objective  of  eliminating  all  non-essential  regulation  from 
the  law  books.  We  suspect  it  could  at  least  be  cut  in  half. 


DRUG-FREE  WORKPLACE 


It  is  estimated  that  alcohol  and  drug  abuse  cost  American  business  upwards  of 
$140  billion  a  year  in  absenteeism  and  lost  productivity.  In  the  process,  it  destroys 
careers,  ruins  families  and  eats  at  the  fabric  of  our  society.  Ending  this  scourge  wil 
require  a  concerted  and  coordinated  effort  on  criminal,  social  and  medical  fronts. 
With  3  serious  commitment  from  both  public  and  private  sectors,  this  is  a  problem 
that  can  be  solved. 


IVE  JOB  FOR  EVERY  ABLE  WORKER 


As  a  nation,  we  have  enormous  challenges  to  meet  and  tremendous  opportunities  to 
explore.  We  simply  can't  afford  to  let  able  workers  stand  idle.  We  have  the  capacity 
and  the  need  to  create  a  meaningful  job  for  every  American  who  is  capable  of 
working.  With  a  concerted  effort  on  the  part  of  government  and  industry,  we  can 
and  must  find  a  way  to  unleash  this  capacity. 


Fhe  CIT  Group  is  interested  in  your  goals,  and  in  what  you 
:hink  of  ours  for  the  American  economy.  We  invite  you  to 
Ash  our  website  at  www.citgroup.com.  At  our  forum  there, 
/ou  can  agree,  disagree,  comment  —  even  add  your  own 
itretch  goals.  What's  important  is  that  you  participate. 


PeopleSoft's  Dave  Duffield  will  dance 
the  macarena  if  it  will  help  sell  software. 

Have  fun, 
kill  the  enemy 

By  Bruce  Upbin 


David  Duffield  doesn't  put  on  airs. 
He  doesn't  even  want  his  2,300 
PeopleSoft,  Inc.  employees  to  think 
of  him  as  a  boss.  He  works  from  a 
cubicle,  answers  his  own  phone  and 
opens  his  own  mail.  At  a  recent 
employee  meeting,  Duffield,  56, 
danced  the  macarena  in  front  of  500 
cheering  co-workers.  "If  you're  not 
having  fun,  go  work  for  a  competitor," 
he  says. 

Few  do.  Annual  employee  turnover 
is  3%,  one-quarter  of  the  national 
average.  Says  Sebastian  Gradv,  Peo- 
pleSoft's 32 -year-old  vice  president 
for  customer  services:  "If  Dave  gave 
us  Kool-Aid,  we'd  drink  it." 

Touchy-feely  this  may  be,  but  it 
pays  off  in  a  motivated  work  force. 
Staffers  who  win  outstanding  service 
awards  get  either  $500  in  cash  or  100 
stock  options.  They  invariably  take 
the  stock— and  so  far  haven't  been 
disappointed.  The  stock  has  returned 


115%  annually  since  the  1992  initial 
public  offering.  Since  Duffield 
cofounded  PeopleSoft  in  1987,  its 
sales,  profits  and  head  count  have 
nearly  doubled  annually. 

The  final  results  for  1996  should 
follow  the  pattern.  PeopleSoft  will 
likely  earn  S56  million  on  S430  mil- 
lion in  revenue,  both  up  89%. 

Based  in  booming  little  Pleasanton, 
Calif.,  PeopleSoft  sells  $500,000  soft- 
ware packages  that  help  large  compa- 
nies and  governments  run  their  pay- 
roll, accounting,  manufacturing  and 
distribution  tasks  on  client-server  net- 
works of  PCs.  This  S6  billion  market 
is  fought  over  by  Oracle,  Germany's 
SAP  AG  and  the  Netherlands'  Baan 
Co.,  but  PeopleSoft  is  the  company 
to  watch. 

Duffield,  who  has  engineering  and 
ALBA,  degrees  from  Cornell,  started 
installing  operating  svstems  for  IBM 
mainframe  customers  in  the  1960s. 


Weekends,  he  dabbled  in  designing 
software  that  would  run  corporate 
personnel  and  accounting  opera- 
tions— borrowing  a  program  a  friend 
had  developed  to  schedule  final 
exams  at  big  universities. 

Finding  a  receptive  market, 
Duffield  quit  IBM  in  1968  and 
formed  a  consulting  outfit  to  sell  his 
softw  are  to  clients  like  the  University 
of  Rochester  and  Rutgers  University. 
By  1986  his  Integral  Systems  had 
S55  million  in  sales,  but  he  quit  w  hen 
his  board  seemed  too  timid  for  his 
taste.  He  wanted  to  create  software 
to  move  back-office  functions  from 
mainframes  to  client-serv  er  networks. 
Too  risky,  said  the  board.  Duffield 
mortgaged  his  house  and  started 
PeopleSoft  with  about  $2  million  in 
seed  money. 

Duffield's  old  mainframe-softw  are 
riv  als — Dun  &  Bradstreet,  Tesseract, 
Integral — never  caught  up.  People- 
Soft  now  has  30%  of  the  human 
resources  market.  Only  sap,  with 
$2.2  billion  in  total  estimated  1996 
sales,  has  a  slightly  larger  share. 

PeopleSoft  introduced  a  financials 
software  package  (accounts  payable, 
general  ledger,  treasury)  in  1992  and 
a  distribution  package  (purchasing, 
inventory  control)  in  1994.  Last  yeai 
PeopleSoft  debuted  its  manufacturing 
software — products  that  will,  foi 
instance,  tell  a  lampshade  maker  how 
to  schedule  production  and  how 
much  raw  material  to  buy  when 
introducing  a  new  model. 

No  longer  a  niche  player,  People- 
Soft  now  runs  neck  and  neck  with 
Oracle  in  applications  software  and  is 
gaining  on  SAP.  At  a  November  pep 
rally,  Duffield  gleefully  read  aloud 
nasty  press  clips  about  Oracle's  Larry 
Ellison.  As  the  PeopleSoft  people 
cheered,  Duffield  brought  out  the 
beer,  wine  and  rock  music  played  by 
a  company  band,  the  Raving  Daves. 
The  message  is  clear:  Have  fun,  kill 
the  enemy. 

In  the  wild  tech  stock  market  this 
sort  of  performance  gets  people's 
attention.  PeopleSoft  stock  sells  for 
102  times  1996  earnings.  Can 
Duffield,  whose  holdings  have  a 
paper  value  of  SI.  5  billion,  keep  the 
momentum  going?  Who  knows?  But 
he  and  the  gang  are  having  a  lot  of 
fun  trying.  WB 
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transmission  that 
shifts  like  a 
^       manual,  to  really 

make  you  feel 
like  you  're  on  a  fast  track. 
But  because  this  is  an 
Intrepid,  you  can  also  get 
the  benefit  of4-wheel 
anti-lock  disc  brakes,  and 
cab-forward  roominess 


that  no  race  car  can 

compete  with. 

For  still  more  information, 
call  1-800-4-A-DODGEor 
visit  our  Web  site  at 
http://www.  4adodge.  com 


Dodge 


Mainstream  media  are  late  in  awakening  to  the  avid 
and  expanding  interest  in  religion  in  the  U.S. 

Spiritual  reality 


By  Tim  W.  Ferguson  with  Josephine  Lee 

If  you  doubt  that  religion  and  spir- 
ituality are  making  a  comeback  in 
America,  you  have  only  to  look  at  the 
tremendous  growth  in  the  market  for 
spiritual  products.  Evangelism's  face 
used  to  be  Elmer  Gantry  in  a  tent 
revival  meeting.  Today  it  is  likelv  to 
be  a  S  14.99  copy  of  McGee  and  Mel, 
the  children's  video,  say,  or  a  SI 5. 98 
Jars  of  Clay  CD,  or  a  S  19.99  Charles 
SwindolJ  self-help  book.  Or  a  movie 
about  angels,  such  as  Michael,  the 
current  hit  starring  John  Travolta. 

"There's  huge  interest  in  religious 
material  and  spirituality,"  says  Phyllis 
Tickle,  editor-at-large  for  Publishers 
Weekly.  "It's  been  the  fastest-grow  ing 
segment  in  adult  publishing  the  last 
two  years."  Much  of  this  involves  that 
hodgepodge  known  as  New  Age,  but 
it  also  includes  a  great  deal  that  is 
evangelical  or  otherw  ise  Christian. 
Observant  Jews  and  Muslims  also  are 
growing  more  vocal  in  the  U.S. 

The  emergence  of  400 
"megachurches"  serving  2,000  or 
more  parishioners  each  week — and 
bringing  in  a  combined  SI. 85  billion 
annual  income — has  begun  to  draw 
notice.  Elsewhere  money  streams 
toward  religious  goods  and  services. 
The  Evangelical  Christian  Publishers 
Association  shows  10%  annual 
growth  for  its  198  member  publish- 
ers over  the  last  several  years,  with 
estimated  total  sales  at  SI  billion. 

The  Colorado-based  evangelical 
group  Promise  Keepers  raised  $57 
million  in  1995  from  sales  of  tickets, 
tapes  and  souvenirs  at  rallies  where 
men  are  urged  to  accept  personal 
responsibility.  Promise  Keepers 
recently  brought  its  show  to  Babylon- 
on-the-Hudson  with  a  rally  at  New 
York's  Shea  Stadium.  Frank  Rich,  the 
New  York  Times''  aggressively  liberal 
columnist,  scorned  the  event,  but 
35,000  men  paid  S60  each  to  attend. 
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An  intellectual  barometer  of  sorts 
is  the  Public  Broadcasting  Service, 
which  in  recent  months  has  aired 
three  major  series  linked  to  religion. 
One  of  them,  Searching  for  God  in 
America,  was  hosted  by  Hugh 
Hewitt,  a  lawyer  and  conservative 
commentator  in  Los  Angeles.  The 
installments  and  a  companion  book 
featured  conversations  with  eight 
varied  religious  figures,  including  the 


Dalai  Lama.  The  talk-heavy  shows, 
which  were  rarely  broadcast  in  prime 
time,  got  tiny  ratings,  but  that  PBS  ran 
them  at  all  was  evidence  of  its  aware- 
ness of  the  religious  revival  here.  A 
later  Bill  Moyers  series,  Genesis, 
enjoying  good  placement  and  pro- 
motion, fared  better. 

Hewitt,  a  Catholic-cum-evangelical 
Presbyterian,  knows  religion  can  con- 
nect. In  the  book's  introduction,  he 


describes  his  prior  experience  as  a  radio 
show  host  on  kfi,  the  50,000-watt, 
clear-channel  behemoth  that  domi- 
nates Los  Angeles1  am  radio  ratings. 

"Rather  than  search  out  the  cut- 
ting-edge, hot-button  controversies, 
I  highlighted  everyday  faith  issues," 
relates  Hewitt.  "One  memorable 
show  in  that  year  of  O.J.  [1995] 
raised  a  simple  theological  question: 
Is  it  right  to  pray  for  the  dead?  My 
little  question  lit  up  the  board  [indi- 
cating incoming  telephone  calls].  I 
interviewed  an  Israeli  rabbi,  Adin 
Steinsaltz,  whom  Orthodox  Jews  will 
recognize  as  the  author  of  a  histori- 
cally significant  Talmud  commentary. 
Full  [telephone]  board  again,  despite 
the  rabbi's  intense  accent.  I  spent  six 
weeks  reading — just  reading — C.S. 
Lewis'  Mere  Christianity  over  the  air- 
waves. Full  board  times  six." 

Southern  California  radio  person- 
ality Dennis  Prager  has  attracted  a 
wide-ranging  audience  to  his  pro- 
gram, which  nearly  always  relates  reli- 
gion to  current  affairs.  Prager,  who  is 
Jewish,  was  recently  cited  by  Buzz 
magazine  as  one  of  the  ten  most 
influential  people  in  Los  Angeles. 

Judged  by  church  attendance  alone, 
Americans  are  not  becoming  more  reli- 
gious— but  among  the  faithful  a  greater 
cohesion  is  evident.  Millions  are  opting 
out  of  what  they  see  as  the  widespread 
moral  rot  of  contemporary  culture. 
Political  pundit  William  Kristol,  found- 
ing editor/publisher  of  the  'Weekly 
Standard  magazine,  calls  this  sector  of 
U.S.  society  a  "parallel  universe."  By 
that  he  means  its  members  live  in  a  cul- 
tural world  quite  different  from  that 
reflected  in  the  mainstream  media. 

Whatever  Kristol  calls  it,  marketers 
would  call  it  a  heck  of  a  niche.  Reli- 
gious radio  stations  have  almost 
quadrupled  over  the  past  25  years — 
and  the  number  of  religious  TV  shows 
increased  fourfold  in  just  one 
decade — the  1980s — alone.  Audience 
counts  are  tricky — many  of  these  sta- 
tions don't  take  traditional  advertis- 
ing and  don't  get  ratings — but  pre- 
sumably there's  been  a  shift  from 
other  types  of  programming. 

Berean  Christian  superstore,  San  Jose,  Calif. 
Retailers  recognize  that  kids  are  a  big 
part  of  the  "parallel  universe." 
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James  Dobson's  Focus  on  the 
Family  radio  program  is  one  benefi- 
ciary of  this  shift.  Dobson's  daily 
show  reaches  an  estimated  3  million 
to  5  million  listeners.  |  His  Colorado 
Springs-based  organization  of  the 
same  name  generates  so  much  mail  it 
has  its  own  zip  code,  and  is  so  big  a 
tourist  draw  it  has  its  own  exit  sign 
on  the  interstate.  |  Yet  Dobson  was 
barely  known  to  secular  society  until 
his  criticisms  of  Bob  Dole  and  Phil 


Gramm  for  neglect  of  social  issues 
drew  attention  during  the  presiden- 
tial race. 

Cal  Thomas  is  another  rising  star  in 
the  evangelical  vanguard.  His-op-ed 
political  column  is  now  syndicated  in 
450  new  spapers — compare  that  with 
210  newspapers  for  Norman  Vincent 
Peale  in  his  prime.  Among  today's 
syndicated  columnists,  Thomas  is 
now  on  a  par  with  trend-surfing  fem- 
inist Ellen  Goodman  and  second  only 


to  the  conservative  George  Will. 

The  belief  that  pervades  Thomas' 
writing  and  frequent  public  speaking: 
"I  think  all  of  life  is  religious — eco- 
nomic, relational,  political.  God  made 
us  and  has  a  plan  for  our  lives." 

The  message  to  date  has  had  a 
rockier  road  on  TV.  Thomas'  week- 
end public  affairs  talkfest  on  cable 
channel  CNBC  was  canceled  last  Sep- 
tember. CNBC  management  said  the 
show  wasn't  draw  ing  enough  of  a 


Buy  me  some  oF  time  religion 

Television/Video/ 
New  Media 

Touched  By  An  Angel 
( CBS  >.  after  three  sea- 
sons, ranks  eighth  on 
Nielsen's  most  recent 
primetime  TV  raring. . . 
Mc Gee  and  Mel,  a  \ideo 
series  for  children,  sells 
2.6  million  units  at 
S  14.99  each... Ad- 
ventures from  the  Book  of 
Mrtues  \ideo  sells 
140,000  units. ..  EMl's 
Sparrow  Communication 
Group's  Prayer  Bear 
video  series  sells  50,000 
units...  Christianity  HHB 
Online  named  one  of 

most  popular  sites  on  America  Online. . .Internet  sites: 
Christian,  71,200;  Catholic,  28.600;  Muslim/Islam, 
27.100;  Methodist  11,800;  Baptist,  11,000. 


Delia  Reese,  Roma  Downey  of 
CBS'  Touched  By  An  Angel 


Cal  Thomas  at  "96  Democratic  conve 


Radio 

Full-time  religious 
stations  total 
1.648  i  more  than 
400  are  Christian 
music  stations). . . 
Christian  radio  ad 
sales  in  1996: 
S200  million... 
Audience  for 
James  Dobson's 
Focus  on  the 
Family  broadcast: 
3  million  to  5 
million  ( his  mail- 
inundated  Col- 
orado Springs 
organization  gets 
its  own  zip  code  i. 


Music 

Christian  music  sales: 
S550  million. ..  EMl's 
Sparrow  produces  six 
gold  albums  ( 500,000 
or  more  sold  i  in  a  single 
year. . .  Jars  of  Clay  and 
Kirk  Franklin  and  the 
Familv  named  Top 
Billboard  200  Album 
Artists  in  1996. . . 
Concert  tickets  sales: 
S10  million  (400.000 
attendees). 


Publishing 

Sales  of  religious  publishers:  SI  bil- 
lion. . .  Book  units  sold:  over 
150  million. . .Syndicated 
evangelical  columnist  Cal 
Thomas  appears  in  450 
new  spapers,  second  only  to 
George  Will. . .  Conservative 
Catholic  Ignatius  Press  gen- 
erates S8  million 
in  sales. 


Retailing 

Wal-Mart.  Target,  Bor- 
ders, Barnes  8c  Noble 
expand  religious  invento- 
ry. . .  Religious  book 
chains  and  independents 
open  20,000  square-foot 
"superstores". .  .Thomas 
Nelson,  leading  producer 
of  Christian  goods, 
expects  S12  million  in 
sales  of  newly  introduced 
books,  \ideos  and  CD- 
ROMs  for  kids. 
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.his  team 
processes  gold 

at  Coeurs 
Nevada  mine. 


>eur  d'Alene  Mines  Corporation,  one  of  the  fastest  grow- 
;gold  and  silver  producers  in  North  America,  was  looking 
■  innovative  ways  to  finance  its  expanding  precious  metals 
^abilities.  UBS  Securities'  Energy  and  Natural  Resources 
m  executed  a  two-stage  financing  program  which  raised 
sr  $225  million  of  equity  within  a  four  month  period.  First, 
iS  underwrote  the  conversion  of  Coeur's  outstanding 


'urUBS 

team  found 
gold  for 
Coeuron 

Wall  Street. 


convertible  debentures.  Then,  we  lead  managed  its  $150 
million  offering  of  Mandatory  Adjustable  Redeemable 
Convertible  Securities  (MARCS  ).  Together,  these 
financings  allowed  Coeur  to  retire  existing  debt,  improve  its 
credit  rating  and  raise  important  expansion  capital.  If 
your  business  would  benefit  from  this  kind  of  capital 
strength  and  financial  creativity,  put  UBS  on  your  team. 


Union  Bank 
F.)  of  Switzerland 


Securing  LLC  is  a  wholly  owned  subsidiary  of  Un 
r  office!  of  Union  Bank  of  Switzerland  and  in  affi 


Bank  of  Switzerland.  299  Park  Avenue.  New  York.  NY  10171  Telephone:  (212)  «2I  3(1(1(1 
les  in  North  America  Chicago,  Houston.  Los  Angeles.  San  Francisco.  Toronto.  Montreal 


An  AS/400/  Advanced  Series  Solution 


Behind  Ron  Siemans 
success  in  helping  to  grow 
Royal  Caribbean's  fleet 


is  his  desire  to  let 
the  world  see  the  wo 


and  give  30,000 
travel  agents  quick  access  to 
their  reservations  database. 


Financing  available  Irom  IBM  Credit  Corporation  to  qualified  commercial,  state  and  local  government 
15/400  Advanced  Series  together  with  selected  software  and  services.  3.9%  applies  to  best  credit  customers 
lonth  terms.  Other  rates  and  terms  available.  Rates  vary  based  on  credit  rating,  financing  terms  and  options, 
to  change  without  notice.  Offer  subject  to  credit  approval,  and  other  restrictions  may  apply.  Systems  must  be 
lefore  December  31, 1996,  and  installed  by  January  31. 1997  IBM  and  AS/400  are  registered  trademarks  and 
Solutions  tor  a  small  planet  are  trademarks  of  International  Business  Machines  Corporation.  All  other  com- 
roducl  names  are  trademarks  or  registered  trademarks  of  their  respective  holders.  ©  1996  IBM  Corporation. 


Upgrading  his  AS/400  to  PowerPC™ 

technology  increased  the 
performance  of  customer  reservations 
by  50%  with  almost  no  downtime. 

Four  ships  become  fourteen,  l  our  itineraries 
become  over  fifty,  is  this  aggressive  expan- 
sion takes  place  at  Royal.  Caribbean,  Ron 
Sieman,  VP,  IT.  watches  \S/400  Advanced 
Series  easily  expand  with  them. 

Thirty  thousand  travel  agents  around 
the  world  access  Royal  Caribbean's  reser- 
vation systems,  so  speed  and  reliability  are 
crucial.  Fortunately,  Ron  was  aide  to 
upgrade  to  64-bit  RISC  processing  without 
having  to  ten  rite  software  or  experience 
costly  downtime.  And  99.9°/o  uptime  for 
AS/400  means  virtually  no  missed  sales. 

"We've  certainly  pushed  the  envelope 
with  the  AS/  100's  capabilities,  and  it 
dearly  bos  facilitated  new  growth,'  adds 
Ron.  is  Royal  Caribbean  grew,  so  did  the 
number  of  systems  it  interacts  with.  Sun. 
\ovell.  Data  General,  Tandem.  \  'T.  to  name 
a  few.  Rut  thanks  to  4S/400's  open  architec- 
ture, they  all  connect  seamlessly. 

To  learn  how  4S/400  Advanced  Serves 
with  PowerPC  technology  can  keep  your 
business  on  course,  call  I  HOD  lBM-2468,  ext. 
R  i2l<>.  and  ash-  about  our  3.9%  financing. 
Or  visit  us  at  ivww.as  lOO.ibm.com. 


Solutions  lor  a  small  planet" 


target  audience.  Thomas  blames  the 
ratings  not  on  the  content  but  on 
poor  scheduling,  and  points  to  the 
popularity  of  CBS'  Touched  by  an 
Anjjel  as  an  example  of  the  ratings  a 
religious  program  can  generate  if 
given  station  management's  support. 

Says  Thomas  of  the  people  who  read 
his  columns  and  who  tune  into  shows 
like  Touched  by  an  Angel.  "It's  a  pas- 
sionate kind  of  engagement.  Any  busi- 
ness would  kill  for  customers  like 
these— they  are  your  repeat  customers." 

The  Wal-Mart  and 
Target  Stores  retail 
chains  apparently  agree 
with  Thomas.  Both 
have  expanded  stock  of 
religious  products — like 
evangelist  Chuck  Swin- 
doll's  books  and  Chris- 
tian singer  Steven 
Curtis  Chapman's  tapes 
and  CDs — in  a  big  way. 
Ditto  the  big  Borders 
and  Barnes  &  Noble 
bookstore  chains. 

With  a  more  visible 
market  for  spiritually 
tinged  products,  secular 
players  are  getting 
involved.  Bruce  D. 
Johnson,  the  former 
general  manager  at 
Turner  Animation's 
Hanna-Barbera  unit,  BBB 
founded  Porchlight 
Entertainment,  whose  first  big  pro- 
duction is  the  TV  and  video  series 
Adventures  from  the  Book  of  Virtues. 
The  adaptation  of  the  bestselling 
William  Bennett  book  is  being  mar- 
keted and  distributed  by  Warner 
Resound,  an  arm  of  Time  Warner. 

To  the  traditional  Christian  book- 
stores and  retailers  a  mainstreaming 
of  the  market  is  not  entirely  welcome. 
Their  trade  association  claims  that 
sales  have  tripled  to  $3  billion  since 
1980,  but  at  the  same  time  the  com- 
petition has  become  bruising.  Top 
executives  of  $30.8  million  (sales) 
Joshua's  Christian  Stores  were 
removed  last  year  by  its  NYSE-traded 
parent,  Tandycrafts,  after  the  72 -store 
chain's  stale  inventory  led  to  big 
writedowns  and  losses. 

To  keep  pace,  successful  indepen- 
dents and  most  of  the  chains — 
Joshua's,  Berean  Christian  Stores,  Bap- 


tist Bookstores — have  begun  opening 
"superstores,"  which  for  them  means 
20,000  or  more  square  feet. 

The  nation's  largest  Christian 
chain,  184-unit  Family  Bookstores,  of 
Grand  Rapids,  Mich.,  with  $135  mil- 
lion in  revenues,  has  mostly  kept  to 
smaller,  strip-mall-size  spaces,  fearing 
overkill.  But  its  Living  Vine  store  in 
Irving,  Tex.  is  30,000  square  feet, 
making  it  the  biggest  purely  religious 
store  of  all.  Mark  Scott,  general  man- 
ager of  the  Baptist  Bookstore  chain, 


Travolta  as  angelic  Michael 
Hollywood  gets  sort  of  spiritual. 


which  has  63  outlets,  explains  the 
enlargement  urge:  "We  are  moving 
from  a  bookstore  to  a  department 
store  or  a  specialty-lifestyle  store." 

Lifestyle?  In  a  consumer  society, 
people  are  finding  new  ways  to  express 
their  religiosity.  Books  and  bibles  fell 
below  40%  of  sales  at  the  average 
Christian  "bookseller"  in  1995.  The 
big  margins  are  in  apparel,  framed  art 
and  various  inspirational  gifts.  Oxford- 
cloth  shirts  with  a  Christian  insignia? 
"People  wear  their  faith,"  says  Scott  of 
Baptist  Bookstores. 

Children  are  the  big  growth 
market  for  these  retailers  now.  With 
$308  million  in  sales,  publicly  traded 
Thomas  Nelson  is  already  the  ieader 
in  producing  Christian  goods.  It 
wants  to  reach  the  kids,  so  last  July 
Thomas  Nelson  formed  a  Tommy 
Nelson  line  of  books,  videos  and  CD- 
ROMs  aimed  at  kids  up  to  age  14. 


Tommy  Nelson  expects  to  bring  in 
$12  million  its  first  year. 

Tyndalc  House  of  Wheaton,  111.,  a 
major  Christian  publisher,  gets  20%  of 
its  $40  million  annual  revenue  from 
kids'  stuff,  such  as  the  live-action/ani- 
mation  McGee  and  Mel  video  series 
and  another,  Last  Chance  Detectives, 
patterned  after  the  Hardy  Boys  stories 
and  produced  for  $1  million  an 
episode  with  Focus  on  the  Family. 

Rupert  Murdoch  is  part  of  this  spir- 
itual scramble  as  well,  via  his  Harper- 
Collins acquisition.  The 
<  unit  had  earlier  acquired 
g  a  publisher  of  Christian 
§  books  and  other  materi- 
|  als:  $100  million  (1996 
§  revenues)  Zondervan 
Publishing  House  of 
Grand  Rapids,  Mich. 
Other  big  houses  have 
opened  religious  lines. 
Even  romance  publisher 
Harlequin  Enterprises 
has  a  Christian  imprint. 

Christian  music  has 
been  regaining  appeal 
(Forbes,  Jan.  2,  1995). 
Gaylord  Entertainment 
($800  million  estimated 
1997  revenues),  a  coun- 
try  and-western  force, 
has  just  boosted  its  pres 
ence  with  the  purchase 
of  Word   Records  & 
Music,  and  Viacom's 
Blockbuster  Music  unit  is  boosting  its 
promotion  of  the  top  Christian  artists. 
EMI,  through  various  labels,  had  nearly 
half  of  the  Top  20  albums  on  a  recent 
Christian  retailing  list. 

Attorney-pundit  Hewitt,  whose 
new  book,  Defending  Belief  is  due  out 
this  year,  hopes  that  renewed  spiritu 
ality  will  encourage  more  celebrities 
and  public  figures  to  come  out  of  the 
closet  with  their  religious  faith  and 
beliefs,  using  them  to  combat  socia; 
ills.  Hewitt  recalls  that  Oxford  dor 
OS.  Lewis  felt  compelled  by  the  crisi 
of  World  War  II  to  broadcast  over  the 
BBC  the  text  that  became  Mere  Chris 
tianity.  "That  kind  of  thinking  was  the 
high-water  mark  of  contemporary 
Christian  culture,  and  something  o 
that  caliber  is  in  order  again." 

To  judge  from  the  hard  evidence 
of  ringing  cash  registers,  a  growing 
flock  awaits  the  call.  ■ 
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NEWPORT  BEACH,  California  to  be  precise.  At 
Toyota's  U.S.  design  center,  Americans  are  creating 
innovations  found  in  our  world-renowned  Lexus 
coupes  and  in  our  U.S.-built  Tacomas  and  Camryst 
This  center  is  part  of  Toyota's  $5.8  billion  investment 


in  our  U.S.  operations  -  an  investment  that  provides 
almost  20,000  direct  jobs.  From  research  and  develop- 
ment, to  manufacturing  and  sales,  Toyota  is  bringing 
growth  and  jobs  to  communities  across  America. 
And  bringing  U.S.  quality  to  the  rest  of  the  world. 


Investing    in    the    things    we    all    care  about. 


TOYOTA 


For  more  information  about  Toyota  in 
Corporate  Services,  9  West  57th  Street, 


America  visit  our  web  site  at  http://uiww.toyotausa.com  or  write  Toyota  Motor 
Suite  4900-Y2,  New  York,  New  York  10019.   *Most  Camrys  are  built  in  America. 


China  today  is  a  weird  mix  of  entrepreneurial  vigor 
and  powerful  economic  growth  along  with  corruption 
and  political  repression.  Its  rulers'  admiration 
for  Singapore's  Lee  Kuan  Yew  is  a  pointer  to  the  future. 

Stepping-stones 
to  a  new  China? 


By  Andrew  Tanzer 

While  the  foreign  media  concen- 
trate on  political  repression  in  China, 
the  country's  1.2  billion  people  con 
tinue  relentlessly  on  the  path  to  eco- 
nomic development.  In  this  respect 
China  has  two  great  resources:  a  sav- 
ings rate  of  35%  to  40%  of  GNP,  which 
enables  it  to  finance  most  of  the 
development  from  internal  sources, 
and  an  inexhaustible  supply  of  willing 
workers.  Attracted  by  this,  foreign 
investors  pumped  a  cumulative  $122 
billion  into  China  in  the  1989-95 
period,  according  to  the  World  Bank, 
making  China  the  world's  second 
most  popular  destination  for  foreign 
direct  investment,  after  the  U.S. 
Russia  took  in  just  $4  billion  during 
the  same  period. 

Since  the  late  1970s,  when  Mao's 
lunatic  Cultural  Revolution  ended 
and  Deng  Xiaoping  unveiled  his  eco- 
nomic reform  program,  China's 
annual  GNP  growth  has  averaged 
nearly  10%.  It  should  easily  maintain 
an  8%-to-l()%  average  clip  for  the 
next  10  to  L5  years  as  the  economy 
benefits  from  deregulation,  import- 
ing modern  technology  and  shifting 
surplus,  low-productive  farm  labor  to 
higher  value  industrial  and  service 
jobs.  At  this  rate,  adjusted  for  pur- 
chasing power  parity,  China  should 
have  a  GNP  equal  to  that  of  the  U.S. 
by  2015. 

But  despite  all  the  loosening  in  the 
economic  sphere,  the  Communist 
Party  still  rules,  and  there  is  no  polit- 
ical democracy.  Officially  the  place 
isn't  even  capitalist;  in  the  official 
term,  it's  a  "socialist  market  econo- 


my," yet  it  looks  more  market  and 
less  socialist  all  the  time. 

"Feeling  the  stones  to  cross  the 
river"  is  the  Chinese  aphorism  often 
invoked  by  Deng  Xiaoping  to  explain 
his  cautious  strategy  for  China's  eco- 
nomic development.  No  shock  ther- 
apy here,  but  a  willingness  to  try 
almost  everything,  mixed  with  a  fear 
of  moving  too  fast  in  so  vast  and 
potentially  explosive  a  society. 

China  remains  saddled  with  over- 
staffed, inefficient,  moncylosing  state 
industries.  Privatizing  them  all  at 
once  would  create  mass  urban  unem- 
ployment and  social  instability,  but 


New  Suzhou  (above),  and  the  old  city 
Once  known  for  its  ancient  gardens 
and  canals,  the  town  is  in  the  heart  of 
China's  bustling  Yangtze  River  Delta. 


nevertheless  the  ruling  Communist 
Party  is  attempting  to  make  state- 
owned  industries  more  efficient.  Last 
year,  for  instance,  861,000  state- 
workers  were  laid  off  in  Shanghai 
alone,  according  to  Chinese  press 
reports.  To  help  with  the  rationaliza- 
tion of  these  inefficient  enterprises,, 
China  is  currently  testing  different 
bankruptcy  practices  in  various 
provinces. 

In  Shanghai,  a  handful  of  foreign 
banks,  including  Citibank,  will  be 
allowed  to  engage  in  local  currency 
transactions,  again  to  test  the  waters. 
"They  like  to  see  how  something  will 
work  on  a  geographic,  sectoral  scope 
before  going  national,"  explains 
Nicholas  Lardy,  a  China  economist  at 
the  Brookings  Institution. 

There  is  even  some  experimenta- 
tion on  the  political  front:  Village  and 
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town  leaders,  including  non-Party 
candidates,  are  being  elected  through 
real,  contested  elections  throughout 
most  of  the  country.  Just  a  token? 
The  elected  bodies  have  only  limited, 
local  powers,  but  they  bring  to  mind 


the  grassroots  elections  held  in 
Taiwan  in  the  1950s  and  1960s, 
which  gradually  moved  up  to  higher 
and  higher  levels  of  office  and  ulti- 
mately culminated  in  real  democra- 
cy— the  first  in  Chinese  history 


(Forbes,  Apr.  8,  1996). 

This  parallel  is  very  striking  to 
Thomas  Rawski,  a  China  economist 
at  the  University  of  Pittsburgh  and  a 
frequent  traveler  to  China  for  more 
than  two  decades.  "[The  Chinese] 
have  made  a  lot  of  progress,"  he  says. 
"I  see  it  as  being  similar  to  Taiwan 
and  South  Korea  before  their  democ- 
ratization. There's  a  danger  area  [for 
dissidents] — which  is  shrinking  all  the 
time — and  if  you  stray  into  it,  you  are 
dealt  with  harshly,  but  there's  actual- 
ly quite  a  lot  of  freedom  now." 

And  experimentation,  constant 
experimentation.  Nothing  better 
illustrates  this  pragmatic  attitude  than 
the  teaming  up  with  Singapore,  that 
aggressively  free-trade  city-state,  to 
create  a  large  industrial  park  near 
Shanghai. 

This  park  is  part  of  a  much  larger 
development  zone  at  Suzhou,  a 
2  8 -square- mile  city-within-a-city. 
Launched  in  1994,  the  park  has  already 
attracted  investment  commitments  of 
over  $2  billion  from  such  multination- 
al corporations  as  Black  &  Decker, 
Delco,  Advanced  Micro  Devices,  Eli 
Lilly,  Samsung,  Hitachi,  L'Oreal, 
Siemens  and  Becton  Dickinson. 

An  ancient  city  situated  50  miles 
west  of  Shanghai,  Suzhou  has  long 
been  renowned  for  its  canals  and 
tranquil  gardens.  These  days  it  is 
known  for  its  bustle  and  prosperity. 
Private  enterprise  is  thriving,  foreign 
investment  is  pouring  in,  and  the  old 
silk  town's  1.4  million  inhabitants  are 
fed  and  dressed  to  standards  that 
were  unimaginable  even  a  mere 
decade  ago. 

The  China-Singapore  Suzhou 
Industrial  Park  is  the  brainchild  of 
Singapore's  former  prime  minister, 
Lee  Kuan  Yew,  a  controversial  figure 
in  the  West,  but  widely  admired  in 
China.  Like  England  a  century  ago, 
Singapore  has  far  more  capital  than 
can  be  profitably  invested  at  home. 
So  the  rich  city-state  is  investing  its 
surplus  capital  abroad. 

The  China-Singapore  Suzhou 
Industrial  Park  is  by  far  the  largest  of 
these  undertakings.  It  is  modeled  on 
Singapore's  Jurong  Town,  a  planned 
community  on  the  western  part  of 
the  equatorial  island  that  integrates 
industrial  sites,  residential  areas  and 
commercial  space. 


Forbes  ■  January  27,  1997 


"9 


i 


In  choosing  Suzhou 
for  this  project,  Singa- 
pore chose  well:  The 
2,500-year-old  city  is  in 
the  heart  of  China's  pop- 
ulous, booming  Yangtze 
Delta  region,  which  is 
starting  to  pass  Guang- 
dong's Pearl  River  Delta 
(see  map,  p.  78)  as  the 
country's  most  impor- 
tant industrial  and  eco- 
nomic region.  Many  of 
the  factories  in  Suzhou, 
such  as  those  of  Siemens 
and  Hitachi,  are  tied  to 
operations  in  Singapore. 

Whereas  Singapore  is 
interested  in  earning  a  HH 
return  on  its  invested 
capital  in  Suzhou,  China  is  interested 
in  learning  how  Singapore  was  trans- 
formed in  under  40  years  from  a  city 
of  rickshaw  pullers  and  coolies  to  a 
city-state  whose  citizens  are  highly 


Hope  for  Suzhou 
Industrial  Park 

The  creation  of  a  city 
within  a  city 

China's  economy  is  booming, 
and  Suzhou,  in  Jiangsu  Province,  is 
key  to  the  country's  ambitious 
growth  plans.  The  China-Singapore 
Suzhou  Industrial  Park  may  be  a 
model  for  future  manufacturing, 
commercial  and  residential  zones. 


Singapore's  Lee  Kuan  Yew  (left)  and  China's  Deng  Xiaoping 
Controversial  in  the  West,  Lee  is  revered  in  China. 


educated  and  have  an  average  income 
surpassing  England's. 

"The  Chinese  government  wanted 
to  learn  more  about  the  Singapore 
system,  how  we  can  be  efficient  and 


market-oriented,  yet  social- 
ly cohesive,"  says  David 
Lim,  a  senior  official  of  Sin- 
gapore's Economic  Devel- 
opment Board  and  chief 
executive  officer  of  China- 
Singapore  Suzhou  In- 
dustrial Park  Development 
Co.,  Ltd. 

It's  not  just  Singapore's 
economy    that  interests 
China's  rulers.  They  are 
attracted  by  its  orderly 
society   and   clean,  safe 
streets.  Explains  the  edb's 
Lim:  "Our  approach  is  to 
make  sure  you  don't  have 
crime  and  a  drug  problem, 
or  let  corruption  creep  into 
the  system,  and  that  you 
have  clean  streets  and  safe  factories 
while  maintaining  a  competitive  cost 
structure." 

Lim  points  out  that  Shenzhen,  one 
of  China's  early  development  zones 


The  new  Oz 
A  bold  plan  to 
learn  from  the 
Singapore 
experience. 


Total  expected  investment: 

$20  billion 

Planned  population:  600,000 
Projected  employment:  360,000  10% 
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Other 


A  broad-based 

manufacturing 

community... 


Food  & 
beverage 

Supporting 
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27% 


Electrical  & 
electronics 


Chemical, 
Precision  pharmaceutical 
engineering    &  health  < 


Manufacturing  investment 
by  industry  (May  1996) 


17% 


Source:  China-Singapore  Suzhou 
Industrial  Park  Development  Co.  Ltd. 
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pool 

Labor  rates 
(monthly) 

Divisional  manager  $350 

Engineer  $253 

Accountant  $181 

Secretary.  $205 

Production  supervisor  $205 

Technician  $185 

Worker  $85 
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in  coastal  Guangdong  Province,  has 
been  a  great  economic  success,  but 
with  such  undesirable  side  effects  as 
crime,  prostitution  and  pollution. 
Westerners  may  decry  Singapore's 
rather  authoritarian  government,  but 
the  Chinese  do  not  want  simply  to 
trade  the  problems  of  socialism  for 
what  they  see  as  the  ills  of  modern 
capitalism,  such  as  they  perceive  are 
beginning  to  crop  up  in  Taiwan  and 
Hong  Kong. 

Since  Deng  Xiaoping  visited  Singa- 
pore in  1978,  Chinese  leaders  have 
admired  Singapore's  blend  of  eco- 
nomic freedom  and  tight  political  and 
social  control. 

Thus  in  the  Singapore-Suzhou 
zone  Singapore  is  extending  its  public 
administration  experience  as  well  as 
its  economic  experience.  The  local 
government  body  that  is  setting  poli- 
cies for  the  park  and  approving 
investments  is  chaired  by  the  mayor 
of  Suzhou  and  composed  only  of 


Subsidies  (70.5%  of  base  salary) 
Housing  30% 
Pension  21% 
Medical  14% 
Training  2.5% 
Union  2% 


...and  an  educated 
work  force 

Educational  facilities  in  Suzhou 

10  universities  and  colleges 
61  research  institutes 
81  technical  institutes 
302  secondary  schools 
2,061  primary  schools 
2,691  kindergartens 


Since  Deng  visited  in  1978, 
China  has  admired 
Singapore's  economic  free- 
dom and  political  control. 


Chinese  officials.  But  nearly  all  these 
bureaucrats  and  technocrats  spend 
weeks  or  months  in  Singapore  visit- 
ing government  agencies  to  study 
urban  planning,  public  housing 
development,  environmental  control, 
security,  factory  safety  and  customs 
management. 

"We  explain  to  them  how  we  solve 
problems  in  Singapore,"  says  Chong 
Lit  Cheong,  director  of  the  edb's 
Suzhou  operation.  "We  don't  dictate 
to  them,  but  we  open  our  entire  gov- 
ernment machinery,  and  they  decide 
what  they'd  like  to  learn." 

One  of  the  first  programs  the 
Suzhou  township  authority  picked  up 
on  was  Singapore's  Central  Provident 


...living 
in  a  planned 
commercial/residential 
area 

Phase  1 

6-story  apartment  block 
6-story  apartment  block  with 
shopping  units 

8 -story  commercial  office  block 
Phase  2 

2  blocks  of  office  buildings 

3  blocks  of  high-rise 

6  blocks  low-rise  residential 
2  blocks  retail/residential 
2  blocks  dormitories 


...attracts 
major  foreign 
investors 

Samsung 

Investment:  $150  million 
Business:  semiconductors 
Employees:  647 


Fund.  This  is  an  IRA-like  individual 
retirement  account  and  social  securi- 
ty system  that  employees  can  draw  on 
for  housing  and  medical  expenses. 
The  township  will  likely  launch  its 
own  cpf  in  1997.  (Shanghai  is  already 
experimenting  with  a  reduced-contri- 
bution version  of  Singapore's  CPF.) 

The  Suzhou  team  is  also  studying 
how  Singapore's  Criminal  Investiga- 
tion Department  fights  corruption — 
a  tacit  admission  that  scandalously 
open  corruption  is  prevalent  in  Com- 
munist-ruled China  today. 

The  zone  is  also  adopting  Singa- 
pore's so-called  good  neighbor  prac- 
tices, which  permit  the  government 
to  force  run-down  factories  to  repair 
broken  windows,  clean  up  blackened 
walls  and  cut  the  grass. 

China-Singapore  Suzhou  Industri- 
al Park  Development  Co.  is  putting 
up  ready-built  factories  and  housing, 
installing  utilities  and  other  infra- 
structure in  what  was  farmland  until 


Becton  Dickinson 

Investment:  $50  million 
Business:  medical  devices 
Employees:  250 

Nabisco 

Investment: 
$50  million 
Business:  biscuits 
Employees:  500 

Vickers 

Investment: 
$4  million 

Business:  hydraulic  components 
Employees:  33 

Knowles  Electronics 

Investment:  $5  million 
Business:  electronic  components 
Employees:  300 

Advanced  Micro  Devices 

Investment:  $108  million 
Business:  integrated  circuits 
Employees:  1,500 

Solectron 

Investment:  $45  million 
Business:  circuit  boards 
Employees:  1,500 
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Construction  in 
China-Singapore 
Suzhou  Industrial 
Park  (above  left); 
Singapore's  David 
Lim;  electronics  fac- 
tory in  Industrial 
Park 

A  laboratory  in 
China  that  is  bor- 
rowing from  the 
Singapore  model. 


recently.  The  corporation  is  majority- 
owned  by  a  Singapore  Inc.  consor- 
tium of  government  agencies  and 
public  and  private-sector  companies 
that  has  sold  small  stakes  to  carefully 
chosen  foreign  firms,  including  GE 
Capital. 

"We  chose  Suzhou  [for  our  first 
China  plant]  because  of  our  working 
relationship  with  the  [Singapore]  EDB 
and  because  we  thought  it's  a  much 
safer  bet  with  government  support 
from  both  sides,"  says  Becton  Dick- 
inson's Yap  Chew  Loong.  "Multina- 
tionals want  a  comfort  zone.  If  they 
have  a  problem,  they  need  somebody 
to  talk  to." 

In  their  desire  to  limit  the  turmoil 
that  inevitably  accompanies  rapid 
economic  growth,  the  Party  planners 
in  Beijing  will  probably  encourage 
more  self-contained  developments 


like  the  Suzhou  park. 

And  there  will  be  more  such  exper- 
iments. For  if  China  is  to  maintain  its 
high  growth  rates,  it  must  spread 
development  out  of  hot  spots  such  as 
Suzhou  and  the  Yangtze  River  Delta 
into  the  interior,  with  its  vast  pools  of 
low-cost  labor.  This  is  already  starting 
to  happen  as  wages  and  land  prices 
are  bid  up  in  early-to-develop 
enclaves  such  as  Guangdong's  Fearl 
River  Delta  and  Shanghai. 

"Market  forces  are  pushing  devel- 
opment into  the  interior  provinces  at 
a  rapid  pace,"  reports  the  University 
of  Pittsburgh's  Rawski.  "The  gar- 
ment export  industry  is  pulling  out  of 
Shanghai  and  Shenzhen  and  moving 
into  provinces  like  Hubei  for  lower 
wages.  Trucking  is  not  a  big  deal  any- 
more— they're  building  highways  all 
over  the  country." 


"I'm  starting  to  see  a  shift  in  for- 
eign investment  to  provinces  like 
Sichuan  [pop.  110  million]  and 
Shandong  [pop.  90  million]," 
remarks  Julie  Reinganum,  president 
of  San  Francisco-based  Pacific  Rim 
Resources,  a  China  consultancy. 

Thus  Motorola,  Procter  &  Gamble 
and  Cummins  Engine  have  built 
plants  in  remote  Sichuan.  Hewlett- 
Packard  and  Lucent  Technologies — 
not  to  mention  hundreds  of  Korean 
firms — have  invested  in  coastal  Shan- 
dong Province,  which  has  also 
become  a  hotbed  of  the  so-called 
township  and  village  enterprises  that 
have  generated  100  million  jobs 
around  the  country  over  the  past  15 
years  (Forbes,  Sept.  23,  1996). 

For  the  Party  bosses,  the  dilemma 
is  how  to  encourage  this  healthy  eco- 
nomic progress  without  jeopardizing 
their  tight  political  control.  It  is  thus 
easy  to  see  why  they  look  so  admir- 
ingly at  Singapore,  which  they  see  as 
a  desirable  blend  of  authoritarianism 
and  free  markets. 

It  is  of  course  questionable 
whether  a  system  that  works  well  in 
a  compact  city-state  of  3  million  will 
work  in  China  with  its  1.2  billion 
people.  Yet  Singapore  sings  a  song 
the  Chinese  leaders  want  to  hear:  It 
is  prosperous,  educated,  free  of  cor- 
ruption— and  predominantly  Chi- 
nese. Those  are  the  kinds  of  step- 
ping-stones the  Chinese  leaders  want 
as  they  cross  the  river  into  the  21st 
century.  ■■ 
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The  diversity  trap 
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Texaco's  chief  executive,  Peter  Bijur,  has 
committed  his  company  to  racially  targeted 
hiring,  promotion  and  contracting.  He  gave 
all  black  employees  a  10%  raise  and  claimed 
that  such  measures  were  "good  business  for 
Texaco,  and  essential  for  our  future  success." 

Who  can  blame  the  poor  man  for  saying 
such  things  with  a  gun  to  his  head?  He  was 
faced  with  the  threat  of  a  boycott  in  a  highly 
competitive  market.  Yet  Bijur  must  have  rec- 
ognized the  irony  of  the  situation,  even  as  he 
fell  into  the  diversity  trap. 

The  most  inflammatory  statement  on  the 
infamous  Texaco  tapes  is  where  an  executive 
compares  African -Americans  to  jellybeans  at 
the  bottom  of  a  jar.  Far  from  being  a  racist 
remark,  this  was  a  direct  reference  to  language 
used  in  a  diversity  workshop  at  Texaco.  What 
a  travesty.  Expanded  diversity  training  at 
Texaco  is  prescribed  as  the  remedy  for  a  prob- 
lem that  diversity  training  produced. 

Recent  surveys  suggest  that  at  least  half  of 
all  major  American  companies  have  signed  up 
for  such  "diversity  workshops."  If  the  Texaco 
example  is  at  all  typical,  these  efforts  may  be 
causing  more  harm  than  the  good  they  do. 
Instead  of  minimizing  the  differences  among 
ethnic  groups  and  striving  to  find  common 
ground,  these  workshops  usually  tend  to 
sharpen  the  differences  and  heighten  tensions. 

The  Institute  for  Managing  Diversity,  based 
in  Atlanta,  urges  companies  to  "aggressively 
recruit"  women,  African-Americans,  Latinos 
and  native  Americans  "at  all  levels."  An  excel- 
lent idea.  But  the  institute's  head,  Roosevelt 
Thomas,  calls  for  the  development  of  new 
standards  based  on  an  affirmation  of  ethnic 
and  cultural  differences.  His  premise  is  that 
women  and  minority  groups  embody  distinct 
ethnic  and  cultural  "perspectives"  that  are 
business  assets  in  themselves  because  they 
contribute  to  creativity  and  productivity.  In 
other  words,  the  new  recruits  needn't  be  inte- 
grated into  the  business.  The  business  should 
change  its  way  to  fit  the  new  recruits. 

If  Avon  Products  wants  to  expand  its  cos- 
metics marketing  in  San  Antonio,  it  probably 
makes  sense  to  recruit  Hispanics  for  its  sales 
staff  and  to  include  Hispanic  media  outlets  for 
advertising.  But  there  is  no  Hispanic,  black  or 
Asian  perspective  on  computer  programming. 
And  this  is  true  in  most  businesses.  Most 


scholarly  research  throws  serious  doubt  on  the 
assumption  that  "managing  diversity"  leads  to 
a  more  innovative  or  productive  work  force.  It 
may  broaden  the  pool  of  potential  recruits, 
help  marketing  and  be  good  public  relations. 
It  does  not  in  itself  improve  productivity.  It 
may  even  lessen  it. 

Indeed,  Taylor  Cox,  a  strong  advocate  of 
diversity  training,  admits  in  his  recent  book, 
Cultural  Diversity  in  Organizations,  that 

Expanded  diversity  training 
at  Texaco  is  prescribed 
as  the  remedy  for  a  problem 
that  diversity  training 
seems  to  have  produced. 


"highly  cohesive  groups  have  higher  member 
morale  and  better  communication"  and  that 
"too  much  diversity  in  problem-solving 
groups  can  be  dysfunctional." 

Bradford  Cornell,  who  teaches  at  UCLA's 
graduate  school  of  management,  goes  further, 
contending  that  homogenous  groups  organize 
more  efficiently.  This  is  because  the  people  in 
such  groups  can  relate  to  each  other  better 
and  minimize  confused  signals  that  are  the 
product  of  different  languages  and  cultures. 
He  concludes  that  some  companies  may  real- 
ize important  gains  by  maintaining  a  relatively 
homogenous  work  force. 

To  deliberately  strive  for  a  homogenous 
work  force  would,  of  course,  bring  down  the 
wrath  of  the  Washington  enforcers  and  the 
whole  diversity  establishment.  It  would  be 
bad  public  relations,  too.  Some  form  of  diver- 
sity management  is  inevitable,  and  may  even 
promote  a  social  good. 

But  in  order  to  pay  off  at  the  bottom  line, 
diversity  has  to  be  approached  pragmatically, 
not  ideologically.  This  means  recognizing  that 
managing  diversity  is  part  of  the  cost  of  doing 
business.  It  means  cutting  out  the  hypocrisy 
about  enhancing  productivity.  It  means  help- 
ing recruited  minorities  enter  the  mainstream. 

Can  anyone  believe  that  paying  black  work- 
ers more  than  white  and  Asian  workers  for  the 
same  job  improves  employee  morale  and  racial 
harmony?  That  it  will  make  Texaco  a  stronger 
and  more  profitable  company?  Do  you  really 
believe  that,  Peter  Bijur?  WM 
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RESEARCH  HAS  SHOWN  THAT  PEOPLE 
USE  LESS  THAN  10%  OF  THEIR  BRAIN  CAPACITY 


WHAT  OCCUPIES  THE  REST? 


Jeep  4x4s  can  be  found  on  rugged  off-road  trails,  on  scenic  mountaintops,  and  on  the  mind  of  anyone  who  seeks  adver 


Always  wear  your  seat  belt.  Jeep  is  a  registered  trademark  of  Chrysler  Corporation 


Behind  every  visionary  stands  a  butt-kicking  enforcer. 
Meet  Microsoft's  Steve  Ballmer,  Bill  Gates'  alter  ego. 

The 

George 
S.  Patton 
of  software 


By  Jeffrey  Young 

Steven  A.  Ballmer,  40  years  old,  executive  vice  president 
of  sales  and  support  at  Microsoft  Corp.,  is  raging  up  and 
down  the  other  side  of  a  conference  table  at  the  company's 
Redmond,  Wash,  headquarters.  Unable  to  sit  still  for  more 
than  a  moment,  he's  up  and  attacking  the  whiteboard, 
pacing  back  and  forth  around  the  room  like  a  caged  jaguar, 
a  minute  later  pounding  the  table. 

Although  Microsoft  may  seem  to  the  world  an  institu- 
tional projection  of  Bill  Gates,  you  cannot  understand  the 
software  powerhouse  without  considering  Ballmer,  its  chief 
coach,  cheerleader  and  hatchet  man.  "No  one  should 
doubt  that  he's  number  two  in  the  company,"  says  Gates, 
41.  "Steve  is  my  best  friend." 

There's  nothing  detached  about  Steve  Ballmer.  He  roars 
at  the  mention  of  Netscape,  the  company  that  dared  to 
threaten  Microsoft's  position  by  opening  the  market  for 
Internet  browsers.  He  gets  angrier  still  when  it  is  suggest- 
ed that  Netscape  might  now  be  making  money  on  software 
for  servers — the  industrial-strength  Internet  computers  that 
Microsoft  is  determined  to  dominate.  He  gets  his  dander 
up  at  even  the  mention  of  any  company,  anywhere,  that 
may  have,  or  hope  for,  a  piece  of  Microsoft's  turf.  That 
turf,  Ballmer  makes  clear,  includes  software  for  large  net- 
works of  desktop  pes,  software  for  wallet-size  computers 
and  other  portable  devices,  software  for  television  set-top 


boxes,  software  for  automobiles,  software 
for  every  market,  it  seems,  not  already 
monopolized  by  Microsoft.  \ 

"I've  had  my  whole  group  of  guys — finance,  ^ 
marketing,  product  development — here  around 
this  table,"  he  barks,  leaning  all  the  way  across  the 
table  in  order  make  it  impossible  for  a  visitor  to 
doubt  what  he's  saying.   "And  we  pore  over 
[Netscape's]  10-K  and  financial  statements.  We  know 
exactly  where  they  make  their  money."  Netscape,  for  its 
part,  claims  it's  making  money  on  both  server  and  brows- 
er software. 

The  passion  and  intensity  are  breathtaking.  After  all,  this 
is  not  a  man  who  has  to  work  for  a  living:  He  owns  $5  bil- 
lion of  Microsoft  stock,  trailing  only  Bill  Gates  and  Paul 
Allen  in  this  regard.  He  could  be  spending  more  time  on 
the  basketball  court,  where  this  muscular  6-footer  relaxes 
by  working  up  a  sweat.  He  could  be  spending  more  time 
with  his  wife,  Connie,  and  their  two  young  sons  in  their 
3,700-square-foot  home  on  Lake  Washington.  Yet  here  he 
is,  spluttering  about  a  three-year-old  startup  with  one- 
twenty-fifth  of  Microsoft's  revenues. 

A  mischievous  gleam  glints  in  his  eye.  Though  deeply 
felt,  some  of  that  bluster  was  for  effect.  For  all  his  passion, 
he's  also  a  master  performer.  In  a  more  relaxed  vein  he 
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"Microsoft  could 
lose  Bill  Gates, 
but  it  could  not 
survive  without 
Steve's  sheer  will 
to  succeed." 


responds  to  a  question  about  Netscape's  supposed  threat 
to  Microsoft.  "We're  giving  away  a  pretty  good  browser  as 
part  of  the  operating  system.  How  long  can  they  survive 
selling  it?"  he  asks.  "And  by  the  way,  in  that  server  busi- 
ness, their  products  work  best  when  running  on  [Win- 
dows] NT.  So  we  win  when  they  make  a  sale,  anyway." 

With  $9  billion  in  cash  and  a  commanding  position  on 
the  desktop,  Microsoft  can  afford  to  throw  a  free  Web 
browser  in  with  its  operating  systems,  making  life  very  dif- 
ficult for  litde  Netscape,  whose  main  business  is  browsers. 
Unfair?  You  could  find  plenty  of  software  developers  and 
antitrust  lawyers  who  think  that  Microsoft  fights  rough,  but 
the  customers  don't  complain  about  free  software. 

The  free  browser  comes  with  copies  of  Windows  95.  If 
it  is  Gates'  talent  to  identify  markets,  it  is 
Ballmer's  to  seize  them.  Ballmer,  though, 
insists  that  he  is  merely  playing  defense.  He 
has  to  expand  into  Netscape's  browser  terri- 
tory lest  Netscape  encroach  on  his  operating 
system  territory. 

Ballmer's  "hard-core"  personality,  as  Gates 
describes  it,  is  tightly  woven  into  Microsoft's 
relentless  competitiveness.  Despite  its  huge 
R&D  budget,  Microsoft  has  never  really  been 
a  great  innovator.  Apple  Computer  was  way 
ahead  with  graphical  interfaces,  WordPerfect  with  word 
processors,  Lotus  Development  with  spreadsheets, 
Netscape  with  Web  browsers.  But  Microsoft  is  a  great 
implementer.  Tenacity — and  Ballmer's  ferocious  business 
acumen — have  made  it  the  power  that  it  is.  Elbowing  aside 
competitors,  pushing  for  every  little  advantage,  scrapping 
with  everyone,  the  company  wins  almost  all  the  battles  that 
it  fights. 

Ballmer  has  played  a  key  role  in  every  crucial  moment  in 
Microsoft's  history,  beginning  with  the  first  and  most 
important  of  them  all.  Weeks  after  joining  the  firm  in  1980, 
he  stepped  in  to  close  negotiations  for  the  purchase  of  Seat- 
tle Computer  Products'  disk  operating  system,  SCP-DOS. 
This  product,  the  heart  of  the  software  that  Gates  had 
already  agreed  to  provide  for  IBM's  original  PC,  formed  the 
foundation  of  Microsoft's  empire,  which  will  bring  in  $10 
billion  in  revenue  in  the  current  fiscal  year.  Ballmer  paid 
$50,000  for  that  early  DOS. 

Ballmer  inspires  some,  alienates  others.  Says  one  retired 
Microsoft  executive,  "We  used  to  say  that  Steve  was  the 
most  expensive  manager  in  the  company  because  we  had 
to  go  in  and  repair  a  lot  of  egos  after  he  had  been 
through."  You  can  live  through  a  little  table-pounding  by 
Ballmer  so  long  as  you  have  some  nice  stock  options  to 
look  forward  to.  The  system  works — Microsoft  doesn't  lose 
many  talented  people. 

Adrian  King,  now  an  independent  software  developer  in 
Portland,  Ore.,  had  the  office  next  to  Ballmer's  from  1984 
through  1989.  For  him,  Ballmer  inspired  more  admiration 
than  fear.  He  says,  "Microsoft  could  lose  Bill  Gates,  but 
it  could  not  survive  without  Steve's  sheer  will  to  suc- 
ceed. That's  what  makes  the  company  unique." 

It  was  Ballmer  who  in  1983  took  over  the  orig- 
inal Windows  development  effort  (when  that 
operating  system  was  already  a  year  behind 


schedule)  and  got  the  job  done.  In  that  crunch  he  proved 
to  be  a  shrewd  judge  of  character.  "I  learned  that  you  have 
to  get  the  right  guys,  and  you've  got  to  look  them  in  the 
eyes  and  listen,  and  find  the  guys  you  can  trust,"  Ballmer 
says.  "Then  ride  them." 

It  was  Ballmer  who  cossetted,  cajoled  and  soothed  IBM 
for  years  as  the  two  companies  tried  to  collaborate  on  what 
was  to  become  IBM's  operating  system,  called  OS/2.  And 
it  was  Ballmer  who,  when  that  corporate  marriage  broke 
up,  went  on  the  warpath  and  destroyed  OS/2,  in  the 
process  putting  Windows  into  the  majority  of  personal 
computers  on  the  planet. 

Did  Gates  and  Ballmer  plan  from  the  start  to  compete 
against  the  OS/2  that  Microsoft  was  ostensibly  coproduc- 
ing  with  IBM?  No,  says  Ballmer. 

This  is  how  he  relates  the  sequence  of 
events  in  this  pivotal  point  in  Microsoft's 
history.  After  winning  from  IBM  in  1986  the 
right  to  participate  in  the  development  of 
OS/2,  Ballmer  urged  IBM  to  agree  to  make 
a  then  still  rudimentary  Microsoft  product 
called  Windows  an  integral  part  of  OS/2. 
"We  almost  had  them.  First  they  said  yes, 
then  at  the  last  minute  they  told  us  we  had 
to  change  it  and  create  a  funny  perturbation 
called  Presentation  Manager."  It  never  caught  on. 

At  that  point  Ballmer  wanted  to  put  all  "our  wood 
behind  the  OS/2  arrow,  make  OS/2  really  great."  At 
about  the  same  time  Gates  and  Ballmer  offered  IBM  a  10% 
share  of  the  company — the  guys  in  Seattle  knew  just  how 
crucial  IBM's  support  was  and  wanted  to  tie  the  companies 
together  at  the  hip.  IBM  refused  the  investment  opportuni- 
ty. Too  bad:  For  $100  million  it  could 
have  owned  a  tenth  of  a 
company  now  worth 
$100  billion. 

At    any  rate, 
relates  Ballmer, 
Gates  decided 
to  push  ahead 
with  Win- 
dows, purely 
as  a  defensive 
measure.  "We 
hedged  our 
bets;  we  had 
to," 

Ballmer 


88 


explains.  "Independent  of  what  I  wanted  for  the  part  of  the 
business  I  ran — [operating]  systems — the  applications 
group  wanted  to  ship  Excel  and  Word,  and  OS/2  was  a 
long  way  off.  The  only  way  they  could  make  any  money 
was  to  have  a  Windows  platform  to  ride." 

Perhaps.  Yet  this  two-pronged  strategy  could  also  be 
seen  as  a  masterful  double  cross,  in  which  Microsoft 
worked  on  OS/2  just  to  know  where  it  was  going.  Armed 
with  that  inside  knowledge,  the  company  could  then  devel- 
op a  more  competitive  Windows. 

By  1990  the  relationship  with  IBM  was  already  fraying. 
Microsoft  tore  it  apart  with  two  fateful  steps.  It  released  an 
immensely  improved  Windows  3.0,  upstaging  OS/2  in  the 
consumer  market.  Not  long  after,  it  went  for  the  high-per- 
formance corporate  market  by  announcing  that  its  upcom- 
ing Windows  NT  would  support  both  Windows  and  OS/2. 

James  Cannavino,  who  was  chief  strategist  at  IBM  and  is 
now  chief  executive  of  Perot  Systems,  has  this  to  say  about 
Ballmer  and  Gates:  "Whether  they  were  just  playing  on  the 
gullibility  of  the  industry,  or  whether  they  positioned  it  that 
way,  they  told  the  world  they  were  going  to  OS/2,  when 
they  were  really  headed  to  Windows.  You  can  question 
whether  that  is  ethical  behavior." 

Ballmer:  "IBM  seemed  to  take  it  personally,  and  by  mid- 
1991  it  was  a  battle  royal,  us  against  them.  We  had  to  take 
on  the  biggest,  toughest  company  in  the  world,  go  head- 
to-head  and  just  knock  them  on  their  butts.  We  had  to  be 
fired  up!  We  were  scared!" 

Scared?  It's  hard  to  imagine  Ballmer  scared.  Microsoft 
was  poised  to  outflank  not  only  IBM  but  also  its  com- 
petitors in  application  programs  like  spreadsheets  and 
word  processors.  Lotus  and  WordPerfect  hitched  their 
wagons  to  OS/2.  Microsoft  was  of  course  first  with 
Windows  versions  of  its  competing  Excel  spreadsheet 
and  Word  word  processor. 

■  When  Windows  3.1   caught  on  in  1992, 
Microsoft  cleaned  up.  In  1988,  Lotus  Develop- 
ment's 1-2-3  outsold  Excel  roughly  5-to-l.  Today 
Excel  outsells  its  formerly  bigger  competitor  nearly 
2-to-l  in  spreadsheets.  Add  office  suites  and 
Microsoft  is  now  outselling  Lotus  by  a  1 2-to-l 
margin. 

Mcrosoft,  with  Ballmer  leading  the  charge,  is 
a  master  at  getting  what  in  the  grocery  trade  is 
known  as  shelf  space.  From  the  late  1980s, 
Microsoft  offered  three  licensing  systems  for 
MS-DOS.  One,  a  flat-rate-per-processor 
arrangement  made  it  uneconomical  for  a 
personal  computer  manufacturer  to  ship 
any  of  its  machines  with  an  MS-DOS  com- 


petitor. (The  manufacturer,  in  many  cases,  could  be  paying 
a  certain  royalty  for  each  PC  shipped,  whether  or  not  it  had 
ms-dos  on  it.) 

The  consent  decree  between  the  Justice  Department  and 
Microsoft  in  the  summer  of  1994  stopped  the  preemptive 
licensing  scheme.  But  by  that  time  the  royalty  had  served 
its  purpose:  Microsoft  DOS  had  all  but  eliminated  dr-dos 
and  cp/m  as  operating  system  rivals  in  IBM-compatible 
machines.  For  all  its  technological  power,  OS/2  remains  a 
weakling  in  the  marketplace. 

Recently,  a  sentence  in  the  company's  licensing  contracts 
with  computer  manufacturers  has  raised  a  ruckus.  Small, 
hardly  noticeable,  on  its  face  unimportant,  this  sentence 
arrogates  to  Microsoft  the  very  first  screen  of  icons  and 
program  choices  a  user  sees  when  the  computer  starts  up 
for  the  first  time.  In  short,  when  the  screen  lights  up, 
Microsoft's  name,  any  messages  it  wants  to  display  regard- 
ing Windows,  and  any  content  in  the  future  it  wants  to 
highlight  on  the  desktop  (like  MSNBC)  must  be  the  first 
thing  the  user  sees. 

The  contract  clause  has 
competitors 


in  a  fury.  Says  Gary  Reback,  a  Palo  Alto,  Calif,  attorney: 
"This  is  as  though  every  time  you  turned  on  any  television 
set  it  had  to  start  up  on  NBC,  offered  easy  connections  to 
MSNBC  and  other  wholly  owned  sites  . . .  and  you  had  to 
reprogram  the  VCR  to  get  CNN  or  anything  else."  Reback 
has  an  ax  to  grind:  He  represents  an  assortment  of 
Microsoft  competitors  who  are  complaining  to  the  Justice 
Department  about  Microsoft's  various  supposed  misdeeds. 
But  regardless  of  whether  Microsoft  is  doing  anything 
wrong,  Reback  is  right  about  the  big  advantage  that 
having  the  startup  position  guaranteed  gives  Microsoft  in 
selling  its  content  services. 

In  Ballmer's  view  the  Windows-on-boot-up  rule  is 
purely  defensive.  He  can't  sit  idly  by  while  Netscape 
attempts  to  take  over  the  desktop.  Indeed,  die  coming  soft- 
ware from  Netscape  called  Constellation  would  take  com- 
mand of  the  user's  attention,  perhaps  relegating  Windows 
to  a  little  icon  in  the  corner. 

"We  see  the  desktop  as  part  of  the  broader  Internet- 
enabled  world,"  says  Michael  Homer,  Netscape's  senior 
vice  president  of  marketing.  "Microsoft,  because  of  its 
dominance  in  individual  desktops,  sees  the  Internet  as  a 
part  of  the  local  desktop  and  needs  to  keep  the  user  in 
some  kind  of  Windows  environment." 

It's  not  clear  whether  Microsoft's  contract  provision  will 
ultimately  stand  up  to  antitrust  scrutiny.  However,  the 
company  is  already  working  to  repel  any  Netscape  move  on 
its  territory.  Future  versions  of  Windows  will  put  the  Web 
on  an  equal  footing  with  the  hard  disk  files  right  on  the  PC; 
the  effect  is  to  have  the  user  think  of  the  computer  as  one 
big  browsing  machine,  with  traditional  functions  like  word 
processing  just  another  site  that  you  could  browse  your  way 
into.  But  it  will  not  be  a  Netscape  browser  dominating  a 
Windows  operating  system;  it  will  be  a  Microsoft  browser 
dominating  a  Microsoft  operating  system. 

This,  in  short,  is  a  company  unwilling  to  give  a  com- 
petitor any  break  at  all.  "People  understand  that  we're  pas- 
sionate," says  Ballmer.  "We're  passionate  about  what  we're 
doing  for  our  customers.  We're  passionate  about  the  tech- 
nology and  what  is  possible.  We're  passionate  competitive- 
ly," he  says,  pausing  to  ruminate  for  a  moment.  "The  pas- 
sionately competitive  part  may  have  something  to  do  with 
the  antitrust  stuff.  But  everybody  who  is  any  good  is  a  little 
passionate,  aren't  they? 

"And  one  of  the  things  about  serving  customers  is  want- 
ing to  serve  them  better  than  the  next  guy;  otherwise  you 
don't  get  the  business!"  He's  yelling  again,  slamming  one 
fist  into  the  other  palm.  "We  want  to  score  the  highest  on 
the  test.  Not  just  do  okay,  but  do  the  best.  We  want  to 
win!"  Since  there  .aren't  any  laws  against  being  passionate 
about  your  business,  Microsoft  clearly  has  an  advantage 
that  not  even  the  Justice  Department  can  do  much  about. 

For  16  years,  Steve  Ballmer  has  been  at  the  center  of  the 
Microsoft  universe.  If  Gates  is  the  grand  strategist,  Ballmer 
is  the  master  tactician. 

Strategy?  Tactics?  The  military  analogy  is  apt.  Ballmer 
admits  to  "knowing  a  bit  more  about  Napoleon  than  the 
average  person."  Napoleon  was  a  master  at  defeating  pow- 
erful coalitions  by  taking  on  enemies  one  at  a  time.  He 
might  feei  quite  at  home  in  the  software  industry. 


Ballmer's  heroes:  his  maternal  grandfather  and  father. 
The  former  was  a  Russian  emigre  and  a  used  auto  parts 
dealer,  the  latter  a  Swiss  emigre  who  came  to  the  U.S.  after 
serving  as  a  translator  at  the  Nuremberg  war  trials,  got 
hired  at  Ford  as  a  payroll  clerk  and  ended  up  as  a  financial 
analyst. 

Ballmer  grew  up  comfortably  in  Farmington  Hills, 
Mich.,  a  middle-class  suburb  of  Detroit,  the  older  of  two 
kids,  and  went  to  a  private  high  school  where  he  was  a 
math  whiz,  a  rabid  Detroit  Pistons  basketball  fan  and  a 
modest  athlete. 

Ballmer  went  to  Harvard  where,  in  1974,  one  of  his 


The  field 
marshals 

For  a  business  as  new  as 
the  personal  computer 
industry,  Microsoft  is 
dominated  by  what  you 
could  call  old-timers:  Six 
of  the  firm's  seven  key 
executives  have  been  with 
the  company  for  at  least  a 
decade.  "These  are  all 
supersmart  guys  who've 
grown  up  with  the  busi- 
ness," says  Chairman  Bill 
Gates.  "This  team  is  an 
amazing  group.  None  of 
these  people  are  trying  to 
push,  or  care  that  much 
about  their  title,  or  even 
how  they  are  perceived 
externally." 

But  they  probably  care 
about  their  stock  options. 
Not  counting  Gates  and 
his  lieutenant  Steven 
Ballmer,  the  five  highest- 
ranking  Microsofters  have 
an  average  net  worth  of  at 
least  $17  million.  Here  are 
the  five,  with  Gates'  take 
on  their  talents. 

Robert  J.  Herbold, 
Chief  Operating  Officer 

Herbold,  53,  is  the 
oldest  member  of  the 
executive  committee  and 
the  newest,  having  come 
from  Procter  &  Gamble 
two  years  ago.  He  handles 
worldwide  operations. 
Proud  to  bring  P&G  rigor 


v     j  and  testing  to  the 
"i — r  firm's  advertising 
efforts,  he  has  also  made 
his  mark  elsewhere,  by,  for 
instance,  overseeing 
Microsoft's  sale  of  its  disk 
manufacturing  business 
last  year. 

Gates:  "He  has  experi- 
ence from  other  business- 
es, he  is  an  incredible 
operations  guy,  he  under- 
stands the  marketing  side 
and  he  definitely  makes 
my  job,  and  Steve's  job,  a 
lot  easier.  Manufacturing 
and  logistics  and  a  lot  of 
the  ways  that  we  stay 
organized  are  under  him, 
including  finance,  infor- 
mation technology,  opera- 
tions. He  came  in  to  fill 
the  role  of  Frank  Gaudette 
[executive  vice  president, 
operations;  died  1993] 
and  has  taken  a  little  bit 
more  than  that." 
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dormmates  was  Bill  Gates.  They  met  by  going  to  a  double 
bill  of  A  Clockwork  Orange  and  Singin'  in  the  Rain  (the 
song  the  violent  antihero  of  A  Clockwork  Orange  sang 
while  bashing  heads). 

"He  [Ballmer]  was  the  opposite  of  me,"  recalls  Gates.  "I 
didn't  go  to  classes  much,  wasn't  involved  in  campus  activ- 
ities. Steve  was  involved  in  everything,  knew  everyone. 
Steve  was  general  manager  of  the  football  team,  head  of  the 
lit[erary]  magazine,  ad  manager  of  the  Crimson  [newspa- 
per]. He  got  me  to  join  the  Fox  Club,  a  men's  club  where 
you  put  on  tuxedos,  smoke  cigars,  drink  too  much,  stand 
up  on  chairs  and  tell  stories,  play  pool.  Very  old  school." 


Very  new  school,  however,  in  his  meritocratic  creden- 
tials. Gates  dropped  out  of  college;  Ballmer  got  a  magna 
cum  laude  degree  in  applied  math.  In  the  Putnam  nation- 
al mathematics  competition  for  undergraduates,  Ballmer 
outscored  Gates. 

On  graduation,  Ballmer  took  a  job  as  an  assistant  prod- 
uct manager  with  Procter  &  Gamble.  There  he  learned 
about  elbowing  for  shelf  space.  Ballmer  and  his  P&G  col- 
leagues came  up  with  the  horizontal  brownie  mix  box, 
printed  so  that  it  took  up  a  few  more  inches  of  width  on 
the  shelf  and  left  less  room  for  Duncan  Hines  competitors. 

Within  two  years  Ballmer  knew  P&G  was  not  the  life  for 


Paul  A.  Maritz,  Group 
Vice  President,  Platforms 
&  Applications 

Born  in  Rhodesia  (now 
Zimbabwe),  which  his 
family  left  during  political 
unrest,  41 -year-old  Maritz 
was  educated  at  the  Uni- 
versities of  Cape  Town 
and  Natal  in  South  Africa, 
where  he  studied  comput- 
er science  and  mathemat- 


the  product  groups.  Paul 
is  a  technologist,  loves 
working  with  the  engi- 
neers and  is  always  trying 
to  make  the  strategy  more 
focused,  less  murky.  He  is 
very  good  at  that." 

Frank  M.  (Pete)  Higgins, 
Group  Vice  President, 
Interactive  Media 

Higgins,  39,  joined 
Microsoft  out  of  Stanford 
business  school  in  1983. 
Instrumental  in  making 
the  application  software 
bundle  Microsoft  Office  a 
success,  Higgins  now 
oversees  the  move  into 
content,  like  Slate  maga- 
zine and  MSNBC.  The 
$600  million-plus  they've 
spent  on  that  has  found 
few  profits  to  date. 

Gates:  "Pete  has  all  the 
new  areas,  the  interactive 
work.  Higgins  is  responsi- 
ble for  our  success  in  the 
Office  area.  He's  a  lot  like 
Paul  [Maritz]  except  that 


in  terms  of  business 
strength  he  and  Ballmer 
are  both  incredibly 
broad — sales  and  market- 
ing. Pete's  instincts  are 
sharp  about  the  whole 
business." 

Nathan  P.  Myhrvold, 
Chief  Technology  Officer 

Excitable,  enthusiastic, 
jovial,  polymathic,  37- 
year-old  Myhrvold  is 
Gates'  idea  man.  Has  a 
Ph.D.  in  physics  from 


Nathan  P.  Myhrvold 


Princeton.  Arrived 
at  company  in 
1986.  Runs 
Microsoft  Research. 

"Nathan  is  thinking  far 
in  front.  He  writes  memos 
that  capture  where  we 
should  be  going  and 
[where  we  should  deploy] 
new  researchers.  He  also 
understands  the  practical 
world  very  well,  so  you 
wouldn't  want  to  call  him 
just  a  scientist.  He's  a  lot 
more  than  that." 


Jeffrey  S.  Raikes 


Jeffrey  S.  Raikes, 
Group  Vice  President, 
Sales  &  Marketing 

Raikes,  38,  came  to 
Microsoft  in  1981  from 
Apple,  where  he  managed 
the  original  VisiCalc 
spreadsheet  business.  The 
son  of  a  well-to-do 
Nebraska  farmer,  he  has 
an  undergraduate  engi- 
neering degree  from  Stan- 
ford. A  martinet  for  the 
sales  force,  he  is  prosper- 
ous enough  to  own  a 
piece  of  the  Seattle 
Mariners. 

"We  hired  Jeff  because 
he  was  a  very  energetic, 
sharp  guy  who  wanted  to 
get  in  on  the  ground  floor 
of  the  software  industry," 
says  Gates.  "We've 
become  very  close  friends. 
We've  done  so  much 
together."  -J.Y.  WM 


Paul  A.  Maritz 

ics.  Hired  from 
Intel  in  1986,  he's 
a  quiet,  bearded, 
thoughtful  man,  tall  and 
stocky.  One  former  col- 
league says  he  owes  much 
of  his  success  to  knowing 
how  to  manage  Steve 
Ballmer. 

"Paul's  a  very  crisp 
thinker,"  Gates  says.  "He 
comes  across  as  not  bring- 
ing emotion  to  the 
process.  He  doesn't  come 
across  as  hard  core,  not 
like  Steve  and  I  do.  But 
he's  very  hard  core. 
"Maritz  runs  most  of 
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him,  but  he  learned  something:  "Procter  has  a  way  of  being 
very  crisp  and  focused  in  its  sales  process.  Summarize  the 
situation,  state  the  idea,  explain  how  it  works,  reinforce  key 
benefits,  suggest  an  easy  next  step  and  do  it  all  in  30  sec- 
onds." He  starts  chanting  it  like  a  mantra  and  bouncing  up 
and  down  in  his  seat.  "We  use  the  same  idea  today  at 
Microsoft." 

He  left  for  Stanford  business  school,  where  in  his  first 
year  he  won  all  the  marbles.  Bain  &  Co.,  a  top-tier  con- 
sulting firm,  put  up  $10,000  for  an  award  to  the  most 
promising  first-year  student,  and  rival  firm  Boston  Con- 
sulting Group,  not  to  be  outdone,  offered  its 
own  $10,000  prize.  Ballmer  won  both.  (At 
the  time,  Scott  McNealy  was  a  second-year 
student  at  Stanford.  He  went  on  to  cofound 
Sun  Microsystems  and  make  a  business  of 
butting  heads  with  Microsoft.) 

In  early  1980,  halfway  through  his  first 
year,  Ballmer  got  a  call  from  Bill  Gates.  All 
he  knew  about  Microsoft  was  that  it  was  "a 
leading  company  in  a  growing  industry  I 
knew  nothing  about — I  hadn't  even  used  a 
personal  computer  then."  Gates  needed  a 
business  manager.  After  an  interview  over 
dinner  with  Gates'  parents,  and  negotiations  —— 
carried  on  over  a  ship-to-shore  telephone 
while  the  company  founder  sailed  the  Caribbean  on  the 
rented  Doo-wah  Boo-wah,  Ballmer  agreed  to  come  on 
board  for  $40,000  a  year  and  a  formula  for  up  to  10%  own- 
ership, based  on  the  increase  in  sales  after  he  arrived. 
Ballmer  dropped  out  of  business  school  and  ended  up  with 
8.75%  (since  diluted  to  5.1%)  of  what  is  now  the  fifth  most 
valuable  public  company  in  the  U.S. 

As  a  master  tactician,  there  is  something  George  Patton- 
like  about  Ballmer.  If  you  have  a  breakthrough,  exploit  it 

and  worry  about  the  risks 
later.  Gates  remem- 
bers:   "We  had 


"I  learned  that 
you  have  to  get 
the  right  guys, 
and  you've  got  to 
look  them  in  the 
eyes  and  listen, 
and  find  the  guys 
you  can  trust. 
Then  ride  them." 


one  argument.  After  he  had  been  there  a  few  weeks,  he 
said,  even  though  we  have  30  people,  we  need  to  hire  17 
more.  I  said  we  can't  afford  to  hire  17  more  people. 

"We  sat  in  my  office  and  talked  about  this  for  like  12 
hours.  Clearly  we  didn't  see  it  the  same  way.  The  next  day, 
after  I'd  thought  about  it,  I  said,  'Okay,  hire  as  fast  as  you 
can.  We'll  see  if  I  have  to  shut  you  off.'  To  this  day  we've 
been  hiring  smart  people  as  fast  as  we  can  find  them." 

Within  a  couple  of  years  of  when  Ballmer  joined  Microsoft, 
Paul  Allen,  Gates'  partner  and  boyhood  friend,  started  with- 
drawing, primarily  for  health  reasons.  (With  his  Hodgkin's 
disease  in  remission,  Allen  now  works  outside 
Microsoft  on  an  assortment  of  computer- relat- 
ed ventures.)  Since  1992  Ballmer  has  been 
part  of  a  three-man  office  of  the  president 
which,  with  Gates,  has  been  running  the  com- 
pany; the  foursome  has  now  been  reincarnat- 
ed as  an  executive  committee  of  nine  (see  box, 
p.  90,  about  five  of  them).  Ballmer  was  best 
man  at  Gates'  wedding  in  1995. 

A  conversation  with  Ballmer  is  by  turns 
exhausting,  profane  and  funny.  "Prepubes- 
cent  adolescents — immature."  That's  his 
judgment  on  people  like  Oracle's  Larry  J. 
Ellison  and  Sun  Microsystems'  Scott 
McNealy.  Ellison  and  McNealy  are  promot- 
ing the  so-called  Net  computer,  a  bare-bones  machine  that 
would  store  little  software  but  would  download  bits  of  it  as 
needed.  Such  a  minimalist  NC  machine  could  displace  the 
traditional  fat  machine,  groaning  with  Microsoft  software. 

"They  haven't  a  clue  what  customers  want,"  Ballmer 
thunders.  "Look,  the  answer  isn't  to  strip  things  down  and 
give  everyone  a  computerized  typewriter  for  a  word  proces- 
sor, but  to  make  word  processors  simpler  and  simpler  and 
smarter  and  smarter  so  they'll  do  more  for  you. 

"Customers  want  more  computing  power  and  software, 
not  less.  They  want  everything  to  work  together  easily. 
That  takes  more  code,  not  less.  I'm  not  a  troglodyte.  We 
get  75,000  calls  a  day  to  technical  support.  Nobody  has  a 
better  idea  what  customers  want  than  we  do.  And  it's  not 
some  stripped-down  network  computer."  The  argument  is 
reminiscent  of  the  contest  between  Ford's  Henry  Ford  and 
gm's  Alfred  Sloan.  Ford  bet  on  a  cheap,  simple  machine, 
the  Model  T.  Sloan  bet  the  market  would  keep  wanting 
something  better. 
Sloan  won. 

But  wouldn't  some  people  want  a  Net  computer  as  a 
second  machine,  say  for  a  kid?  "Hogwash,"  Ballmer  retorts. 
"You  find  me  a  parent  who  is  going  to  spend  $500  on 
something  that  is  unproven,  needs  Internet  access  to  do 
anything  at  all,  and  won't  run  Windows  software;  versus  a 
home  PC  that  costs  about  800  bucks,  has  all  this  neat  soft- 
ware already,  and  can  run  new  Java  [from  Sun]  or  NC  soft- 
ware, too." 

Does  the  world  want  a  fat  computer  or  a  thin  one? 
Maybe  the  world  doesn't  know.  Maybe  the  victory 
will  go  to  the  side  pushing  the  hardest  and  with  the 
most  passion.  In  such  a  contest  it  would  be  risky 
to  bet  against  the  big,  table-pounding  fellow 
from  Microsoft  via  Procter  &  Gamble.  ■) 
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Ive  had  to  ily,  sit  in  taxis,  attend  meetings  and 
live  on  snacks  for  24  hours  straight.  Now  what?" 


Now,  you  decompress  at  a  Four  Seasons  Hotel,  wkere  tke  demands  of  Business  feel  less  demanding.  A  suit  pressed  in  an  kour? 
i  plane  ticket  in  minutes?  A  presentation  witk  computer  grapkics?  We're  at  your  service  24  k  ours  a  day.  Our  menus  (jU 
ffer  selections  from  low-  fatl  inguine  witk  tomato  and  kasil,  to  rack  of  lamk,  to  komei.iade  ckicken  soup.  And  our  kvjJ>? 
ealtk  cluks  and  pools  are  equally  irresistikle  after  endless  kours  of  travel.  In  tkis  value-conscious  era,  tke     FOUR  SEASONS  HOTELS 
smands  of  kusiness  demand  notking  less.  For  reservations,  pkone  your  travel  counselor  or  call  F800"332"3442. 


Four  Seasons*  Recent 
hotels  and  resorts 


Four  Seasons  •  Regent.  Defining  lite  art  of  service  at  46  nolels  in  1Q  countries. 


Every  LifeBook 
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with  powerful 
communication 
software . 
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Also  known  as : 

"the  big  decision  maker" 


Often  forced  to  make  decisions 
about  stuff  it  doesn't  understand 
(like  technology),  the  gut  is  much 
more  effective  when  it  has  some- 
thing solid  to  go  on. 
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New  software  is  helping  business  cut  legal  costs. 

Haggle  no  more 


By  Carolyn  T.  Geer 

Robert  Reese,  general  counsel  of 
$4  billion  (sales)  Hershey  Foods, 
describes  the  bills  the  typical  big 
company  gets  from  its  outside  law 
firms:  "Reams  of  paper,  densely 
packed  with  tiny  print,  listing  in 
chronological  order  the  number  of 
hours  the  firm  worked  on  a  given 
case.  At  the  end,  a  number,  usually  a 
large  one,  indicating  the  total  due." 

Pressed  for  time  and  unable  to 
decipher  many  of  the  entries,  the  in- 
house  lawyer  normally  haggles  a  bit 
and  pays.  "But  you  have  this  nagging 
feeling,"  explains  Reese.  "Did  you 
get  value?" 

According  to  Price  Waterhouse, 
the  median  total  legal  spending  by 
U.S.  companies  tops  $13  million  a 
year.  How  much  bang  are  they  get- 
ting for  their  bucks?  New  software 
lets  companies  see  where  they're 
investing  legal  dollars  and  whether 
the  return  is  worth  the  cost. 

Republic  National  Bank  of  New 
York  is  using  new  software  from 
Houston's  PeerPoint  Technologies  to 
manage  its  $15  million  in  annual 
legal  bills.  The  bank  now  receives 
invoices  electronically  from  8  of  its 
law  firms,  and  will  connect  another 
15  firms  this  year.  The  transmissions 
come  encrypted  over  a  private  net- 
work run  by  IBM's  Lotus  Notes,  for 
which  Republic  pays  $7,500  per  year. 
The  software,  which  goes  for  $1,000 
per  copy,  checks  the  bills  against 
Republic's  fee  guidelines  and  instant- 
ly generates  an  exception  report  for 
items  that  don't  comply. 

Among  the  rules:  Photocopies 
must  cost  no  more  than  1 0  cents  per 
page;  travel,  faxes,  photocopying, 
messenger  services  and  other  non-fee 
expenses  should  not  exceed  10%  of 
the  total  bill.  This  year  the  bank  is 
adding  a  new  rule  that  prohibits 
more  than  one  attorney  from  attend- 
ing a  meeting,  hearing  or  trial  unless 
approved  in  advance. 


Republic  creates  a  budget  for  any 
legal  matter  expected  to  cost  more 
than  $5,000  and  compares  actual 
expenses  against  the  budget  as  the 
bills  flood  in.  This  software  acts  as  an 
early  warning  system  against  costs 
that  are  heading  out  of  control. 
Eventually  Republic  will  have  enough 
historical  information  in  its  database 


to  compare  the  costs  of  various  types 
of  cases  and  the  performance  of  dif- 
ferent lawyers  and  firms. 

Republic  expects  the  software  to 
cut  its  legal  costs  by  at  least  20%  this 
year.  Says  Patricia  Campbell,  director 
of  Republic's  outside  counsel  man- 
agement program,  "My  feeling  is 
[the  law  firms]  are  more  careful  once 
they  know  you  have  these  tools." 

This  software  became  possible 
when  the  American  Bar  Association 
in  1995  standardized  billing  codes  for 
all  U.S.  law  firms,  much  like  the  stan- 
dardized diagnosis  codes  that  physi- 
cians use  on  insurance  forms.  For 
example,  expenses  connected  with  a 
lawsuit  are  now  broken  down  by 
phase  (case  assessment,  discovery), 
task  (fact  gathering,  depositions)  and 
activity  (drafts/revisions,  client  com- 
munications). Each  element  is 
assigned  a  number.  Drafting  a  docu- 
ment, for  example,  is  coded  A103. 

The  software  captures  this  data  and 


sorts  it  so  that  companies  can  track, 
for  example,  how  much  time  their 
lawyers  are  spending  taking  deposi- 
tions— -virtually  impossible  to  do 
manually.  Law  firms  used  to  typically 
list  a  total  amount  due  for  "services 
rendered"  or  a  total  number  of  hours 
with  scant  explanation  or  breakdown. 

The  new  standard  codes  spare  law 
firms  from  having  to  comply  with  dif- 
ferent billing  systems  for  every  client. 
And  they  allow  cost  data  from  differ- 
ent companies  to  be  redacted,  pooled 
and  examined  for  global  trends. 

Another  new  tool  is  DefenseNet,  a 
litigation  cost  and  performance  analy- 
sis software  product.  It's  the  brain- 
child of  Stuart  Rickerson,  former 
general  counsel  of  Keene  Corp. 
Keene  wound  up  in  bankruptcy  court 
in  1993,  after  being  bombarded  with 
100,000  lawsuits  over  asbestos  insu- 
lation that  was  once  manufactured  by 
a  subsidiary. 

The  software,  which  costs  2%  of 
whatever  costs  are  run  through  the 
system,  suggests  how  much  certain 
cases  should  cost.  It  also  has  formu- 
las for  how  the  work  should  be  per- 
formed, who  should  do  which  tasks, 
how  long  they  should  take  and  in 
what  order  they  should  be  done. 

For  now  the  baselines  are  drawn 
from  Rickerson's  experience  and  that 
of  a  dozen  other  experts  in  mass 
torts,  medical  malpractice  and  work- 
ers' compensation  insurance.  Over 
time  the  baselines  will  be  continually 
modified  according  to  the  partici- 
pants' experiences. 

Premier,  Inc.  is  an  alliance  of  1,800 
hospitals  that  have  banded  together 
to  cut  costs.  A  few  years  ago  one  of 
its  hospitals  in  Tennessee  was  hit  with 
a  birth  injury  suit  with  a  potential 
verdict  of  $20  million. 

The  relevant  baseline  was  weighted 
in  favor  of  paralegals  and  associates 
doing  the  pre-trial  work.  But  when  an 
associate  uncovered  evidence  refuting 
key  testimony  of  the  plaintiff's  expert 
witness,  a  senior  partner  was  brought 
in  to  negotiate  a  settlement. 

Of  course  the  partner  charged 
more  per  hour  than  the  associate,  but 
overall  costs  dropped.  Explains  Frank 
Heckman,  head  of  insurance  claims  at 
Premier,  "At  that  point  it  became 
more  cost-effective  to  bring  in  some- 
one with  more  experience."  BE 
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Largest  international  no-load  manager1 

THE  POWER  OF  GLOBAL  INVESTING 

T.  Rowe  Price  International  Stock  Fund— performance  potential  plus  diversification. 

If  you  want  to  diversify  for  enhanced  return  potential  with  reduced  risk,  don't  overlook 
international  equity  investing  with  T.  Rowe  Price.  By  providing  exposure  to  potentially  stronger- 
performing  foreign  markets,  international  stock  investments  can  help  increase  long-term  returns. 
And,  since  foreign  economies  tend  to  move  independently  of  each  other  and  the  U.S.,  diversifying 
internationally  can  actually  help  reduce  the  overall  volatility  of  a  domestic  portfolio. 

Our  International  Stock  Fund — one  of  the  oldest  and  largest  international  no-load  mutual 

funds — follows  a  prudent  strategy  of  investing  in  the  stocks  of  established 
Forbes  companies  outside  the  United  States.  It  has  proven  itself  over  periods  of 

Honor  Roll         both  up  and  down  markets,  in  times  of  both  a  weak  and  a  strong  U.S.  dollar. 
7  years  running        jn  fact^  t]ie  fund's  success  has  placed  it  on  the  Forbes  Honor  Roll  for  the 
Morningstar        seventh  consecutive  year — the  only  international  mutual  fund  that  can 
★  ★★★  claim  this  distinction.  The  fund's  performance  from  3/31/84  to  6/30/96  was 

JBHIHHfBHHHHk  considered;  18  honorees  were  selected*  The  fund  was  also  awarded  a  four- 
star  overall  rating  from  Morningstar.  It  was  rated  among  361;  179;  and  58  international  equity 
funds  for  the  3-,  5-,  and  10-year  periods  ended  11/30/96,  respectively** 

Benefit  from  our  expertise.  At  T.  Rowe  Price,  we've 
been  helping  people  invest  overseas  since  1979,  when  we 
joined  forces  with  Robert  Fleming  Holdings,  Ltd.,  one  of 
the  world's  oldest  and  most  successful  international 
advisers,  to  form  Rowe  Price-Fleming.  Today,  Rowe  Price- 
Fleming  serves  as  investment  adviser  to  our  family  of 
international  funds  and  manages  over  $27  billion  in 
foreign  stock  and  bond  assets. 


Of  course,  international  investing  has  special  risks, 
including  currency  fluctuation,  political  and  economic 
instability,  and  the  volatility  of  emerging  markets.  As 
with  any  stock  fund,  there  will  be  price  fluctuation. 
$2,500  minimum  investment  ($1,000  for  IRAs). 
No  sales  charges. 


T.  Rowe  Price  Family  of 
Foreign  Equity  Funds 

•  Global  Stock  Fund 

•  International  Stock  Fund 

•  International  Discovery  Fund 

•  European  Stock  Fund 

•  Japan  Fund 

•  New  Asia  Fund 

•  Latin  America  Fund 

•  Emerging  Markets  Stock  Fund 


mm 


Call  24  houis  for  a  free  information  kit  including  a  prospectus 

1-800-541-6147 

hup:  1 1  www.  troweprice.  com 


Invest  With  Confidence 

T.RoweRlce 


itegic  Insight  Simfund.  *As  cited  in  Forbes  magazine  (Mutual  Funds  issue)  dated  8/26/96.  The  honorees  are  chosen  annually;  candidates  must  be  open  to  new  investors  and  have  had  the 
e  management  for  at  least  5  years.  Sector  funds  are  excluded.  "Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  through  1 1/30/96.  These  ratings  may  change 
ulih  and  arc  calculated  from  the  fund's  v.  V.  and  10-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects 
1  performance  below  90-day  Treasury  bill  returns.  The  1  -year  rating  is  calculated  using  the  same  methodology  but  is  not  a  component  of  the  overall  rating.  The  fund  received  4, 3,  and  4  stars 
he  3-,  5-,  and  10-year  periods,  respectively.  For  the  1 -year  period,  the  fund  received  4  stars  and  was  rated  among  81 3  international  equity  funds.  Ten  percent  of  the  funds  in  an  investment 
gory  receive  5  stars,  the  next  22.5%  receive  4,  and  the  next  35%  receive  3.  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  KF033980 
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A  smart  idea  can  be  ruined  by  lousy  execution. 
Under  new  management,  Chris  Whittle's 
classroom  TV  is  thriving. 

TV  in 

the  classroom 


Remember  Channel  One?  It  was 
Christopher  Whittle's  grand  plan  to 
put  free  television  sets  in  every  sec- 
ondary school.  The  students  would 
be  shown  a  12-minute  news  broad- 
cast every  morning,  including  2  min- 
utes of  paid  ads.  But  the 
honey-tongued,  bow-tied 
Whittle  came  across  as  a  slick 
huckster,  and  drew  howls  of 
outrage  from  parents  and 
teachers  who  didn't  think 
commercials  had  any  place  in 
the  classroom. 

It  didn't  help  that  the  orig- 
inal Channel  One  newscast, 
replete  with  thumping  rock 
music,  looked  more  like  a  set- 
ting for  the  ads  than  for  the 
news.  Whittle's  media  empire 
crumbled  in  1994,  and 
Channel  One  seemed  an  idea 
whose  time  had  passed. 
K-III  Communications,  bet- 
ter known  for  owning  maga- 
zines like  New  York  and 
Seventeen,  picked  it  up  for  a 
fire  sale  price,  $240  million — 
less  than  die  $250  million 
value  of  the  12,000  satellite 
dishes  and  350,000  TV  sets 
Whitde  had  given  away.  MND 

K-III  has  quietly  turned 
the  entrepreneur's  quirky  vision  into 
a  first-rate  business. 

First  steps:  Move  the  sales  force 
and  headquarters  to  New  York  from 
Knoxville  and  outsource  the  servic- 
ing of  TV  sets  and  satellites  to  local 
vendors.  That  shaved  more  than  20% 
from  the  budget.  Under  K-III,  the 
news  programming  has  also  become 
more  serious.  No  more  exposes  on 
the  contents  of  the  average  teen's 
closet.  Still,  young  reporters  and 


broadcasters  retain  a  certain  scruffi- 
ness  that  appeals  to  teen  viewers. 
They  wear  floppy  flannel  shirts 
instead  of  suits  and  don't  try  to  affect 
lofty  detachment:  When  reporter 
Anderson  Cooper,  29,  stumbled  into 


Channel  One's  low-key  chief  executive,  David  Tanzer 
Avoiding  the  limelight— and  the  controversy  of  Chris 


a  pile  of  mutilated  corpses  during  a 
broadcast  from  Rwanda  last  summer, 
he  gagged. 

Shortly  afterwards,  ABC  News 
hired  Cooper  as  its  youngest  corre- 
spondent ever.  And  last  fall  ABC  News 
signed  an  agreement  to  exchange 
programming  with  Channel  One. 
"It's  become  a  first-rate  newscast," 
says  Jeffrey  Cole,  director  of  UCLA's 
Center  for  Communications  Policy. 
"The  kids  who  watch  know  more 


about  Bosnia  than  most  adults." 

Ad  rates  to  clients  like  Reebok, 
Gatorade  and  Nintendo  now  average 
$185,000  for  a  30-second  spot,  up 
from  $125,000  in  the  Whittle  era— 
and  considerably  higher  on  a  cost- 
per- thousand  viewers  basis  ($25)  to  I 
what  the  major  networks  command. 
Makers  of  videogames,  soft  drinks 
and  blue  jeans  use  it  to  reach  a  cap- 
tive audience  each  morning  of  8  mil- 
lion, 40%  of  the  nation's  teenagers. 

The  demographics  are  promising 
for  Channel  One,  too.  By  2005  the 
number  of  kids  between  12  and  17 
will  grow  from  22  million  to  almost 
26  million — the  biggest  spurt  since 
the  boom  of  the  Fifties  and  Sixties. 

Last  fall  Channel  One  signed  up 
Sears,  which  is  using  the  network  to 
flog  its  Canyon  River  Blues  private 
label  jeans.  "We  get  a  friendly 
reception  from  people  who 
were  not  on  speaking  terms 
with  Channel  One  because  of 
Whittle,"  says  Channel  One 
Chief  Executive  David  Tanzer. 

Whereas  Whittle  barely 
broke  even,  Channel  One 
last  year  earned  $30  million 
on  revenues  of  $70  million. 
"It's  moving  much  more 
quickly  than  I  expected," 
says  K-III  Chairman  William 
Reilly,  who  claims  that 
Channel  One  should  be 
worth  $1  billion  in  two  years. 

What's  next?  Brand  exten- 
sions through  videotaped 
teacher  training  guides  and 
afterschool  programming 
such  as  college  preparation 
courses.  Channel  One  also 
launched  a  news  show  for 
kids  over  public  TV  stations. 

And  what  of  the  opposi- 
tion to  ads  in  the  classroom? 
It  has  faded.  "Even  the 
commercials  let  us  talk  about  how 
images  are  constructed,"  says  Paul 
Folkemer,  principal  of  Benjamin 
Franklin  Middle  School  in 
Ridgewood,  N.J.  "These  kids  are  a 
lot  more  sophisticated  about  com- 
mercials than  adults  want  to  believe." 

Whittle,  general  partner  of  the 
Edison  Project,  a  private  company 
that  runs  public  schools,  had  the 
right  idea.  He  just  didn't  know  how 
to  execute  it.  -J.L.  H 
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EAB  sure  doesn't  act  like  a 
typical  bank. 

It's  customer-oriented, 
innovative  and  committed  to 
the  communities  it  serves. 

A  few  of  the  reasons  why, 
today,  EAB  is  widely  recog- 
nized as  one  of  the  up-and- 
coming  banks  in  the  New  York 
market. 

"We  have  a  proud  tradi- 
tion of  customer-driven  inno- 
vation," says  EdTravaglianti, 
Chairman  and  CEO  of  EAB. 
"We  were 
a  leader  in 
the  devel- 
opment of  the  drive-up  win- 
dow and  the  credit  card.  The 
name  of  the  game  in  banking 
is  adapting  to  change  quickly 
and  efficiently." 

No  one  does  that  better 
than  EAB  and  its  technology 
partner,  Computer  Associates. 
EAB  has  been  a  CA  client  for 
more  than  a  decade,  and  today 
uses  more  than  107  CA  soft- 
ware products  ranging  from 
CA-UNICENTER'  systems 
management  software  to 
CA-lnfopoint  banking  software 

"CA  software  is  an  integral 
part  of  our  business  because  it 
enables  us  to  continually 
develop  new  and  innovative 
products  and  services.  That 
keeps  us  on  the  cutting  edge 
of  customer  service." 

And  your  customers? 

"They  love  it.  When  you 
put  your  customers  first, 
you'  re  bound  to  succeed. 
It's  like  money  in  the  bank." 


(aOMPUTER® 

Associates 

Software  superior  by  design. 
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Daredevil  startups 

Roger  Werner  isn't  your 
average  weekend  sports 
enthusiast.  He's  a  skier, 
surfer,  motorcycle  rider, 
windsurfer,  sailor,  power 
boater,  canoer,  jet  skier 
and  car  racer.  No  surprise 
then  that  the  former  head 
of  ESPN  has  started  two 
Stamford,  Conn. -based 
sports  cable  channels. 
Outdoor  Life  covers  field, 
stream,  alpine  and  ocean 
sports.  Speedvision  fea- 
tures events  and  news  on 
fast  cars,  boats  and  planes. 

Backed  by  owners  Cox 
Broadcasting,  Comcast 
and  Continental  Cablevi- 


sion,  Werner,  47, 
launched  both  channels  in 
the  last  year  and  will 
spend  $180  million  over 
the  next  four  to  build  up 
from  their  13  million  sub- 
scribers. Werner  hopes  to 
double  subscribers  this 
year  and  triple  per-channel 
revenues  to  $  1 0  million, 
breaking  even  by  2000. 

It  may  not  be  that  easy. 
PaineWebber  media  ana- 
lyst Christopher  Dixon 
estimates  that  of  70-odd 
startups  vying  for  capacity 
against  40-plus  established 
channels,  at  best  15  will 
succeed. 

But  Werner  is  unde- 
terred, believing  the 
appetite  for  sports  viewing 


(<What  does 
Bill  want?" 


Gregory  Maffei 

of  Microsoft 

"This  is  a  company 

with  an  enormous 

amount  of 

intellectual 

challenge." 


Trying  to  anticipate  what  long-term  strategies  Bill  Gates 
wants  to  implement  is  what  Gregory  Maffei  has  done  daily 
since  joining  Microsoft  four  years  ago  to  oversee  its  new 
venture  capital  and  mergers  and  acquisitions  initiatives. 

Conferring  often  with  chairman  Gates,  Maffei,  36,  has 
lots  of  autonomy.  Doing  about  1 5  deals  a  year,  he  has 
spent  $1.5  billion,  including  investments  in  WebTV  and 
DreamWorks.  He  handled  the  MSNBC  joint  cable  televi- 
sion venture  with  ge's  nbc  unit — as  well  as  last  year's 
acquisition  of  Vermeer,  the  Web  software  company. 

Gates  named  Maffei  treasurer,  and  just  gave  him  the 
200-person  comptroller's  group  to  run.  Managing 
Microsoft's  $8  billion  in  cash,  Maffei  just  did  its  first  pre- 
ferred stock  offering,  raising  $1  billion  for  buy-backs  to 
offset  dilution  from  employees  exercising  stock  options. 

With  a  1986  Harvard  M.B.A.,  Maffei  worked  in  ven- 
ture capital  for  Citicorp  before  becoming  cfo  of  its  trou- 
bled Pay  'N  Pak  home  repair  stores,  which  he  liquidated. 
At  Microsoft,  he  is  seen  as  heir  apparent  to  the  CFO.  "This 
is  a  company  with  an  enormous  amount  of  intellectual 
challenge,"  he  says.  "It's  like  drinking  from  a  firehose." 


Cable  guy  Roger  Werner 
A  jack  of  all  sports. 


is  as  insatiable  as  his  own 
for  participation.  "We  are 


Recipes  from 
Martha 

You  don't  expect  a  33- 
year-old  Harlem  Globe- 
trotter's son  with  a  Har- 
vard M.B.A.  to  pick  happy 
homemaker  Martha  Stew- 
art as  a  role  model.  But 
that's  just  what  Keith 
Clinkscales  has  done. 
Chief  executive  of  the 
music  magazine  Vibe, 
Clinkscales  is  out  to  copy 
Stewart's  successful  brand- 
building  strategy.  "We're 
trying  to  take  the  name 
and  extend  it,"  he  says. 

Launched  in  1993  by 
jazz  man  Quincy  Jones, 
and  with  $  1  million  in 
seed  money  from  Time 
Warner,  Vibe  now  has 
400,000  subscribers  and 
$20  million  in  revenues;  it 
broke  even  last  year. 

Clinkscales  has  already 
launched  Vibe  on-line  and 
the  Vibe  music  seminar  for 
industry  professionals. 
Next:  a  deal  with  Colum- 
bia Tristar  for  a  daily  enter- 
tainment talk  show  called 
Vibe  starting  this  fall. 

But  the  music  isn't  all 


beavering  away  like  mad  to 
get  distribution,"  he  says. 
"Our  rollout  is  constrained 
[only]  by  the  industry's 
ability  to  add  capacity." 


sweet.  The  recording 
industry  is  in  a  slump,  and 
Time  Warner  dumped  its 
interest  last  year — leaving 
Clinkscales,  Jones,  former 
Time  Warner  executive 
Robert  Miller  and  Vibe 
publisher  John  Rollins  as 
sole  owners. 

But  Clinkscales,  who 
successfully  launched  his 
own  startup,  75,000-circu- 
lation  Urban  Profile, 
before  joining  Vibe  three 
years  ago,  professes  not  to 
be  worried.  "We're  trying 
to  be  the  cool  place."  ■■ 


Keith  Clinkscales  of  Vibe 
Martha  on  his  mind. 
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First-ever  Senior  PGA  TOUR  Yearbook 

276  pages  packed  full  of  information  about  the  sports 
success  story  of  the  modern  era. 


Many  of  America's  top  golf  writers  have  contributed 
to  the  first  Yearbook 

■  Read  Tim  Rosaforte,  Golf  World,  on  Jack 
Nicklaus'  busy  'retirement' 

■  Dave  Dorr,  St.  Louis  Post-Dispatch,  on  Hale  Irwin, 
the  fastest  man  to  $1  million 

■  Jeff  Williams,  Newsday,  on  Jim  Colbert,  the  man 
who  nipped  Irwin  at  the  post  for  the  title  of  leading 
money  winner 

■  Plus  Jerry  Potter,  USA  Today,  on  the  great 
moments  of  the  1996  Senior  PGA  TOUR  season  and 
Thomas  Bonk,  Los  Angeles  Times,  on  the  veterans 
who  started  it  all 


■  Read  what  the  players  say  about  the  Senior  PGA 
TOUR 

■  The  women  behind  the  stars 

■  How  charities  benefit  from  the  Senior  PGA  TOUR 

■  How  the  Senior  TOUR  players  stay  fit 

■  Full  previews  of  all  44  Senior  PGA  TOUR  events 


Call  toll  free:  1-800  743  7944 

Just  $9.95  (plus  $3.95  handling)  or  take  advantage  of  a  3-year 
subscription  (1997-99)  -  just  $25  (plus  $10  handling)  for  all  three  issues! 


Or  write  to: 

Senior  PGA  TOUR  '97 


PO  BOX  752 

Wilmington,  OH  451  77-0752 
Enclose  a  check  payable  to: 
Crow  International 


COMPUTERS/COMMUNICATIONS 


Attachmate's  mainframe-to-PC  software 
made  a  bridge  to  the  past.  It  now  badly  needs 
a  bridge  to  the  future. 

Why  Frank 
Pritt  docked 

his  yacht 


By  Ann  Marsh 

A  GREAT  barrier  to  new  technologies 
is  the  investment  people  have  in  the 
old  ones.  That's  why  the  U.S.  hasn't 
embraced  the  metric  system.  It's  why 
the  unergonomic  Qwerty  keyboard 
survives.  And  it's  how  Frank  Pritt 
made  a  small  fortune. 

Pritt's  Bellevue,  Wash. -based 
Attachmate  Corp.  sells  a  software 
translation  service  between  an  old 
technology,  the  computer  mainframe, 
and  a  new  one,  the  desktop  comput- 
er. The  motivation  to  buy  such  soft- 
ware is  straightforward:  Corporations 
want  to  install  desktop  machines,  but 
they  are  reluctant  to  give  up  their  old 
mainframes,  which  still  store  about 
70%  of  all  corporate  data  and  handle 
critical  tasks. 

Pritt  created  a  program,  called 
Extra,  that  turns  a  PC's  screen  into  a 
facsimile  of  the  mainframe's  old  ter- 
minal. It  may  seem  strange  to  teach  a 
sophisticated  PC  with  a  color  monitor 
and  multimedia  doodads  how  to  ape 
the  green-on-black  screen  of  yester- 
day's terminals,  but  there  was  a  burst 
of  demand  for  this  backward -looking 
technology.  Besides  providing  a  reli- 
able connection,  Extra  lets  users  surf 
a  mainframe  with  a  Windows  format. 
You  might,  for  example,  cut  and 
paste  the  week's  film  distribution 
numbers  into  your  company's  gener- 
al ledger  without  having  to  key  down 
through  1 5  levels  of  mainframe  text 
screens. 


Within  12  years  of  its  founding, 
Attachmate  was  getting  $400  million 
a  year  in  revenue  from  this  bridge 
between  old  and  new  technology, 
known  as  terminal  emulation.  Attach- 
mate never  went  public,  but  it  came 
close  a  few  times  and  Pritt  seemed  to 
have  it  made,  owning  70%  of  a  firm 
probably  worth  $800  million  at  its 
peak.  Pritt  retired  at  the  age  of  53  to 
a  second  home  in  Newport  Beach, 
Calif,  and  started  to  spend  more  time 
on  his  boat.  He  left  2,000  employees 
in  the  hands  of  Chief  Executive  James 
Lindner.  Lindner  had  been  president 
of  DCA,  once  Attachmate's  second- 
largest  competitor.  The  two  compa- 
nies merged  in  1994. 

In  technology,  however,  there  is  no 
such  thing  as  having  it  made.  What 
would  Attachmate  do  for  a  living 
when  the  last  mainframe  died?  Lind- 
ner cast  about  for  a  new  line  of  busi- 
ness. He  attempted  to  redefine 
Attachmate  as  "the  intranet  compa- 
ny" and  released  a  Web  browser.  But 
this  piece  of  software  got  crushed  in 
the  donnybrook  between  Netscape 
and  Microsoft.  Today  the  Attachmate 
browser  dooesn't  even  sell  500  copies 
a  month. 

Pritt,  still  chairman,  was  spending 
most  of  his  time  on  the  water  and 
had  left  Lindner  to  his  own  devices. 
But  a  year  ago,  in  another  move  to 
create  a  new  business,  Lindner  stum- 
bled again.  Attachmate  released 


server  software  for  PC  networks. 
But  the  line  extension  backfired. 
Microsoft,  which  had  been  giving  a 
preferential  recommendation  in  favor 
of  Extra  to  customers  of  its  own 
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server  software,  punished  Attachmate 
by  dropping  all  joint  marketing  and 
by  shifting  its  loyalty  to  Attachmate's 
competitors. 

In  June  Attachmate  abandoned  its 


server  software  product  line.  A 
month  later  Pritt  came  out  of  retire- 
ment, moved  back  to  Washington 
and  docked  his  boat.  He  then  fired 
Lindner. 


Attachmate  founder  Frank  Pritt 
Attached  to  a  dinosaur? 


In  addition  to  this  mess,  Pritt 
found  that  the  core  business  of  sell- 
ing Extra  direcdy  to  corporations  was 
in  trouble.  From  the  beginning, 
Attachmate  competed  in  the  emula- 
tor business  with  IBM.  At  first  IBM 
provided  a  comfortable  price  umbrel- 
la, charging  $200  to  $300  per  user. 
Meeting  those  prices,  Attachmate 
could  make  a  handsome  return. 

But  new  competition  started  driv- 
ing prices  down.  In  late  November 
IBM  announced  a  partnership  with 
Netscape  to  bundle  a  cheap  $100 
emulator  along  with  Netscape  Navi- 
gator. Attachmate  isn't  biting.  It's 
betting  that  customers  will  stay  loyal 
to  the  higher-end  Extra.  But  milk 
from  the  old  milk  cow  has  become  a 
lot  thinner. 

Pritt  is  counting  on  several  new 
products  to  bail  out  the  company. 
One  Attachmate  product  sends 
updated  software  electronically 
throughout  a  company's  network. 
Another  puts  up  a  large  data  file — like 
a  personnel  manual — in  a  public 
space.  In  October  Attachmate  started 
selling  software  to  help  corporations 
pull  old  databases  off  mainframes  and 
publish  them  on  the  Internet. 

In  none  of  these  applications, 
however,  is  Attachmate  even  close  to 
a  market-leading  position,  as  it  is 
with  Extra.  "Their  world  is  just 
changing  very  quickly,"  says  Smith 
Barney's  chief  technology  officer, 
Bichard  Breunich,  who  relies  on 
Attachmate  products  less  than  he 
used  to.  Customers  like  him  predict 
that  Microsoft  and  Netscape  will 
eventually  make  their  browsers  so 
powerful  that  they  can  browse  right 
into  mainframes,  making  the  very 
concept  of  the  free-standing  emula- 
tor obsolete. 

Pritt  isn't  throwing  in  the  towel: 
"We're  kind  of  the  independent  guys 
in  here.  Freedom  of  choice  is  a 
tremendous  value  that  an  indepen- 
dent can  offer  in  this  market."  He's 
hoping  a  lot  of  people  will  give  him 
business  rather  than  throw  it  to  the 
giants.  It's  a  nice  thought,  but  it  may 
not  cut  any  ice  with  buyers  like 
Richard  Breunich.  M 
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Where  is  it  written  that  cutting  costs  has  to  be  a  cruel,  ruthless  act? 

Take  the  new  NEC  PowerMate'  Series,  for  instance.  To  most  people,  it's  a 
sophisticated  workhorse  that  enables  them  to  be  more  productive.  To  you, 
however,  it's  an  effective  way  to  lower  costs  by  reducing  system  downtime  and 
mrpp^      Now  increasing  end-user  efficiency. 

^^A*^    featuring  The  fact  is,  each  PowerMate  system  can 

save  up  to  15%  of  the  total  cost  of  desktop 
with  mmx™  ownerslliP'  tnanks  to  advanced  features  that 
technology,    provide  efficient  network  management.* 


the  Pentium 
Processor 


tium 


THE  NEC  POWERMATE  SERIES, 
QUITE  POSSIBLY  THE  OILY 
COST-SAVING  MEASURE  THAT  WOI' 
UPSET  YOUR  EMPLOYEES. 


bulb, 
ml  ye<?vvs. 


selves  %4SQ  over 


Our  exclusive  MagicEye'"  technology  continually  monitors  the  system's 
ih,  including  hard  drive  activity,  temperature  and  voltage.  And,  if  a  problem 
!?tected,  IS  managers  can  remotely  access  the  system  via  Intel's 
iesk'  Client  Manager  3.0.  What's  more,  CyberMedia's  FirstAid  95  Deluxe 
|  natically  fixes  configuration  errors  and,  along  with  McAfee's  anti-virus 
,/are,  protects  valuable  data. 

What  does  it  all  add  up  to?  Quite  simply,  fewer  problems  and  more 
luctivity.  Now  isn't  that  a  cost-saving  measure  everyone  can 
iwith? 


For  more  information,  call  1-8 
http://www.nec.com. 


J-NEC-INFO,  or  visit  us  on  the  web  at 


SEE,  HEAR  AND  FEEL  THE  DIFFERENCE 


©1996  Packard  Bell  NEC.  Inc  NEC  and  PowerMac  se  legswed  Mm  o!  NEC  CnporaRxi  used  under  license  by  RSCkad  Bel  NEC.  he  "See. 
Hear  and  Feel  the  DittaeW  is  a  trademark  of  NEC  Technoksges,  Inc.  MagicEve  is  a  trademark  c(  Packard  Bel!  NEC.  he.  The  Wei  inside  Lege. 
LANDesk  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  o!  We!  Corporation  Product  specifications  listed  are  no!  r«cessa%  reflec- 
tive et  ail  Pov,erMate  models  available.  'Savings  based  on  Gartner  Group  Strategic  Analysis  Report;  Tola!  Cos:  o!  Ownership.  The  Impact  o:  System 
Management  Tools.'  September  17, 1996.  Key « 23358 


SILICON  STARTUP 


Itxpressrro  —  


Corporations  are  in  a  rush  to  open  sites  on  the  Internet  and  at  5* 
a  loss  how  to  go  about  it.  That's  why  Proxicom  is  cleaning  up. 

We  do  Web  work 


By  Shailaja  Neelakantan 

In  the  gold  rush,  the  prospectors 
didn't  make  out  as  well  as  the  folks 
selling  pickaxes  and  blue  jeans.  Prox- 
icom, an  integrated  Internet  services 
firm,  is  selling  the  Internet  equivalent 
of  pickaxes  and  blue  jeans.  Unlike 
almost  all  the  firms  that  run  Web 
sites,  Proxicom  is  making  good 
money — $1.5  million  pretax  last  year 
on  sales  of  $9  million. 

"We  are  one-third  management 
consultant,  one-third  advertising 
agency  and  one-third  systems  inte- 
grator," says  Raul  Fernandez,  30, 
founder  and  chief  executive  of  the 
McLean,  Va.  firm.  Indeed,  Fernandez 
counts  30  of  his  120  employees  as 
creative  types — designers  of  Web 
content  pages  or  Web  ads.  Many  of 
the  rest  are  software  types.  They  can 
tie  a  Web  site  into  an  existing  corpo- 
rate database. 

One  of  Proxicom's  71  clients  is 
Paws,  Inc.,  a  firm  that  owns  and 
licenses  Garfield  comic  strips  and 
related  merchandise.  Proxicom  tied 
the  Paws  Web  site,  which  features 
Garfield  (the  cat)  comics,  into  a 
transaction  server  that  handles 
orders  for  knickknacks  like  Garfield 
stuffed  animals  and  Garfield  mugs. 

In  this  case,  Paws  supplied  the 
comic-packed  Web  site  (www- 
garfield.com)  that  attracts  the  view- 
ers; for  most  of  its  clients,  including 
Amtrak,  Owens  Corning,  Sallie  Mae, 
Travelers  and  Universal  Press  Syndi- 
cate, Proxicom  puts  together  the  site 
itself. 

Typical  Proxicom  fee:  at  least 
$75,000.  For  that,  you  get  a  fair 
amount  of  custom  work  plus  an 
assortment  of  canned  software, 
including  a  program  that  opens  up  a 
discussion  group  on  your  Web  site. 

Fernandez  wants  you  to  know  that 
Web  development  is  harder  than  it 
looks.  He  fairly  bursts  with  pride  over 
winning  the  first  Clio  advertising 


award  for  a  Web  site,  the  one  for 
L'eggs  pantyhose  (www.leggs.com). 
The  objective,  he  explains,  is  to 
attract  visitors  who  might  be  inter- 
ested in  buying  the  company's  prod- 
ucts, and  the  way  to  do  that  is  not 
necessarily  to  talk  about  products. 
Thus,  the  L'eggs  site  offers  interac- 
tive calculators  to  determine  mort- 
gage costs  and  calculate  your  heart 
rate  after  exercise.  It  also  features 
nutritional  tips  and  career  advice. 

The  connection  to  lingerie?  None. 
But  people  are  drawn  to  Web  sites  for 
innovative  content,  not  necessarily 
products.  If  they  are  won  over  by  the 
mortgage  page,  they  can  hop  to  the 
product  page  and  order  a  pair  of  con- 
trol-top sheer  pantyhose  on-line, 
using  a  credit  card  number. 

Proxicom's  competitors  include 
two  other  firms,  Organic  Online  and 
Modem  Media.  But  Organic  Online 
concentrates  more  on  advancing 
Internet  technology  than  on  online 
commerce.  Modem  Media  focuses  on 
marketing  strategy. 

Fernandez  encountered  the  Inter- 
net in  1992,  while  collaborating  on 
corporate  and  government  accounts 
with  Steven  Jobs'  Next  Software, 
Inc.,  the  firm  that  Apple  Computer 
just  agreed  to  buy.  Striking  out  on  his 
own  in  1993,  Fernandez  eventually 
raised  $5.3  million  of  venture  capital, 
mostly  from  General  Atlantic  Part- 
ners in  Greenwich,  Conn.  Idolizing 
Jobs,  Fernandez  fashioned  his  com- 
pany name  after  the  Spanish  word  for 
"next." 

For  now,  Web  programmers  are  in 
such  short  supply  that  youthful  hack- 
ers who  know  hypertext  markup  lan- 
guage and  not  much  else  can  com- 
mand $40,000  salaries.  But  the  time 
will  soon  come,  predicts  Fernandez, 
when  there  will  be  a  glut  of  these 
skills.  That's  why  Proxicom's  strategy 
from  the  start  has  been  to  be  a  full- 


Raul  Fernandez,  Proxicom  founder 

Can  you  make  the  leap  from  mortgages 

to  pantyhose?  Get  on  the  Internet. 


service  Web  developer. 

The  company  can  also  do 
intranets — Web-like  pages  aimed  at 
internal  corporate  communications. 
In  this  line  of  work  its  clients  include 
General  Electric,  Mobil  Oil,  Citicorp 
and  Georgia-Pacific. 

Next  on  the  Proxicom  agenda: 
They  are  going  public,  probably  later 
this  year.  Given  the  huge  valuations 
Wall  Street  is  willing  to  assign  to 
Web-related  companies  that  aren't 
even  in  the  black,  a  profit- making 
firm  shouldn't  have  trouble  raising 


capital. 
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You  can't  take  biotech  drugs  by  mouth. 
Needles  hurt.  So  why  not  inhale? 

Breathe  deeply 


By  Philip  E.  Ross 


Insulin  dust 
Inhale  gets 
insulin  particles 
deep  into  the 
lungs  by  making 
them  less  than  3 
microns  wide 
(left).  Hand- 
pumped  air  blows 
the  particles  into 
the  inhalation 
chamber  of  the 
company's 
portable  device 
(below). 


Biotech  firms  must  clear  a  lot  of 
hurdles  to  get  a  molecule  to  market, 
not  least  among  them  the  hypoder- 
mic needle.  Most  biomolecules  are 
proteins,  every  bit  as  digestible  as 
meat.  You  can't  take  them  by  mouth. 
You  don't  want  to  take  them  by 
injection. 

Needlephobia  prevents  biomole- 
cules from  superseding  optional 
drugs  such  as  aspirin.  It  even  reduces 
the  consumption  of  life-saving  drugs 
such  as  insulin.  All  too  many  of  the 
1  million-odd  diabetics  in  this  coun- 
try who  need  insulin  take  just  one 
shot  a  day  rather  than  the  recom- 
mended three  or  four. 

Some  companies  have  tried  to 
make  proteins  mouth-friendly  by 
coating  them  against  stomach  acids 
only  to  find  that  the  lower  digestive 
tract  also  breaks  down  proteins. 


Others  have  strug- 
gled to  administer 
biomolecules 
through        the  J 
nose,    in  the 
manner  of 
cocaine.  But 
snorting  is 
not  good  for  such 
drugs,  delivered  in  quanti- 
ty over  many  years. 

Inhale  Therapeutic  Systems  of  Palo 
Alto,  Calif,  targets  another  gateway 
into  the  bloodstream:  the  lungs. 
"The  lungs  have  as  much  surface  area 
for  absorption  as  a  tennis  court,"  says 
Robert  Chess,  39,  Inhale's  chief  exec- 
utive. Also,  the  tiny  sacs  in  which  the 
lungs  absorb  oxygen  are  lined  with 
extremely  thin  cells. 

Chess,  an  alumnus  of  Caltech, 
Harvard  Business  School  and  Intel, 


flourishes  a  6-inch  plastic  tube,  then 
slides  out  a  clear  chamber  of  equal 
length.  He  inserts  a  blister  pack  of 
powdered  insulin,  throws  a  lever  to 
puncture  the  pack,  squeezes  a  pistol 
grip,  and — poof! — the  chamber  fills 
with  white  smoke.  "You  can  take  it  in 
with  a  single  breath,"  he  says. 

Each  particle  of  insulin  measures 
less  than  3  microns,  says  lohn  Patton, 
a  50-year-old  fish  intestines  expert 
who  serves  as  head  of  research.  (Fish 
intestines?  There's  a  common  thread 
here:  absorption  of  chemicals  across 
membranes.) 

Patton  explains:  "We  designed  the 
particles  so  that  when  they  hit  the 
lungs,  they  dissolve  almost  immedi- 
ately. The  macrophage — the  lungs' 
immune  policeman — is  sitting  there 
with  his  hand  out,  and  we  give  a  cer- 
tain percentage  to  the  macrophages. 
But  most  get  in  under  the  radar 
screen."  The  particle's  collapsed- 
beach-ball  look  turns  out  to  be  a 
good  way  to  avoid  clumping. 

Pfizer  has  the  rights  to  Inhale's 
insulin  delivery  system  and  is  doing 
clinical  trials.  Inhale  says  its 
system  gets  insulin  into 
the  bloodstream  faster  than 
injections  do,  at  a  rate 
resembling  that  of  Eli  Lilly's 
new  modified  insulin,  Huma- 
log.  Other  biomolecules  that 
Inhale  hopes  to  deliver  are  ery- 
thropoietin, growth  hormone 
and  interferons  alpha  and  beta. 
Inhale  isn't  the  first  to  target  the 
lungs.  German  scientists  did  so  in 
1925,   when    they   proved  that 
aerosolized  insulin  could  reach  the 
bloodstream  after  being  inhaled.  It 
was  too  inefficient  and  cumbersome 
to  be  practical.  Inhale,  by  using  a 
concentrated  dry  powder,  makes  1 
breath  do  the  work  of  up  to  50.  It 
asserts  that  the  variability  in  dosage  is 
as  small  as  or  smaller  than  that  of 
injections.  It  also  says  its  powder 
beats  regular  insulin's  shelf  life — a 
trick  accomplished  by  binding  the 
insulin  with  sugars  to  produce  a 
glassy  coating  that  survives  even  at 
tropical  temperatures. 

Not  least  of  the  company's  advan- 
tages is  the  simple,  cheap-to-manu- 
facture design  of  the  hand-operated 
device.  If  it  delivers  as  promised,  dia- 
betics will  be  grateful  indeed.  Hi 
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Get  off  Steve's  case 


BY  GUY  KAWASAKI 


Guy  Kawasaki  is 
an  Apple  fellow 
and  author  of 
How  to  Drive  Your 
Competition  Crazy. 


American  Indians  used  to  harvest  buffalo  by 
stampeding  herds  toward  a  cliff.  Once  the 
leaders  got  pointed  in  the  right  direction,  the 
rest  of  the  herd  followed. 

Stampedes  over  cliffs  still  occur:  Witness  the 
predictions  of  the  demise  of  America  Online.  I 
confess  that  I  own  AOL  stock,  but  this  column 
is  about  crowd  control,  not  investments. 

The  typical  put-down  story  goes  like  this: 
Stephen  Case,  AOL's  ambitious  founder,  has 
overreached  himself.  The  Internet  is  going  to 
wipe  out  AOL  because  people  can  get  much 
more  information  at  less  expense  by  "getting 
on  the  Internet"  than  by  joining  a  commercial 
on-line  service  such  as  AOL. 

Now  consider  the  source  of  these  stories:  a 
reporter  who  gets  his  E-mail  off  an  Atex  ter- 
minal set  up  by  the  data-processing  depart- 
ment on  the  eleventh  floor.  This  reporter 
browses  the  Internet  on  a  386  laptop  set  up 
by  that  same  data-processing  department  (if, 
that  is,  the  reporter  uses  E-mail  and  browses 
the  Internet  at  all). 

This  is  like  a  stationary- bike  owner  telling 
you  which  mountain  bike  to  buy. 

Don't  get  caught  in  this  stampede,  and 

AOL  has  built  a  brand. 
This  brand  awareness  isn't 
going  away  anytime  soon. 


here's  why.  First,  you  can  access  AOL  almost 
anywhere  with  a  local  call.  Getting  AOL  E- 
mail  in  Tokyo  is  no  more  difficult  or  expen- 
sive than  getting  it  in  New  York.  Try  that 
with  an  Internet-based  mail  server.  Many 
companies  force  employees  to  get  their 
E-mail  while  traveling  by  using  a  complex, 
time-consuming  and  not  too  reliable  system 
of  calling  the  office  computer  and  then 
entering  passwords  to  get  past  a  fire  wall. 
Forget  it.  This  is  like  using  your  tongue  to 
move  a  trackball. 

Second,  AOL  costs  $20  a  month  for  unlimit- 
ed use.  This  is  the  1990s  equivalent  of  Federal 
Express'  curve -jumping  decision  to  charge 
one  price  for  shipping  a  package  no  matter 
where  it  was  going  in  the  U.S.  The  $20  rate 
means  that  AOL  has  met  the  price  competition 
of  Internet  service  providers,  but  the  AOL 


experience  is  much  better  for  most  people.  At 
this  price,  you  can  think  of  the  Internet  as  a 
shopping  center  and  AOL  as  an  anchor  store. 

Third,  speaking  of  a  better  experience,  AOL 
passes  the  mother-in-law  test  where  the  Inter- 
net fails.  If  your  mother-in-law  told  you  one 
day  that  she  "wants  to  get  on  the  information 
superhighway"  to  "surf  the  Net,"  would  you 
tell  her  to  find  an  Internet  service  provider, 
learn  how  to  configure  her  computer  and  go 
on-line  to  download  the  latest  version  of 
Netscape  Navigator?  (Caveat:  This  question 
assumes  that  you  love  your  spouse.)  The 
honest  answer  is:  no,  because,  to  this  day, 
"getting  on  the  Internet"  is  way  too  complex. 

For  most  people,  the  easiest  way  to  use  E- 
mail  and  browse  the  Internet  is  to  join  AOL. 
Installing  the  AOL  software  automatically  pro- 
vides E-mail,  chatting  and  file-transfer  func- 
tionality as  well  as  an  Internet  browser  from 
one  of  two  companies,  depending  on  which 
AOL  is  wooing  or  suing  at  the  moment.  Usual- 
ly the  only  configuring  one  has  to  do  is  enter- 
ing an  AOL  local  access  number  and  a  pass- 
word. Okay,  it's  slow  compared  with  an  ISDN 
connection  to  a  hotshot  Internet  ramp 
provider.  But  you  have  to  be  pretty  adept  to 
get  an  ISDN  modem  to  work.  "Slow"  is  better 
than  "not  possible." 

Fourth,  AOL  has  achieved  the  status  of  a 
brand.  Consider  these  pairs:  "fights  cavi- 
ties"/Crest,  "Natural"/Thom's  of  Maine, 
"Fresh  breath"/Closeup.  Like  these  tooth- 
paste companies,  AOL  has  built  a  brand.  Sure, 
it  took  some  magical  accounting  and  passing 
out  more  trial  disks  and  CD-ROMs  than  the 
number  of  joints  smoked  at  Woodstock,  but 
when  you  hear  "on-line  service"  you  think 
"aol."  This  brand  awareness  isn't  going  away. 

Fifth,  AOL  has  created  a  strong  sense  of 
community.  There  are  on-line  chat  sessions 
and  message  boards  where  people  build  long- 
lasting  and  intimate  relationships.  These  rela- 
tionships transcend  the  anonymity,  aloofness 
and  occasional  cruelty  of  the  Internet.  The 
difference  is  like  sitting  next  to  people  you've 
never  met  and  will  hopefully  never  see  again  at 
a  Super  Bowl,  versus  sitting  with  the  parents 
of  players  on  your  kid's  football  team  every 
game  of  the  season.  The  AOL  community  is 
too  strong  to  die. 

This  is  the  lesson:  When  you're  jumping  into 
the  Internet,  look  before  you  follow  the  herd. 
The  herd  may  be  heading  for  the  cliff.  ■ 
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"Only  Oracle  Applications  provide 
the  flexibility  we  need  to 
integrate  22  business  units  in 
120  locations  across  27  countries." 

Dr.  Keith  Turnbull,  Executive  Vice  President 

Alcoa 


Icoa,  the  world's  largest  manufacturer  of  aluminum 
id  related  products,  operates  22  independent  business 
lits  spanning  27  countries.  They  needed  applications 
lat  each  business  unit  could  rapidly 
lapt  while  still  sharing  common  ^ 
asiness  process  and  data.  Alcoa 
lose  Oracle  Applications. 


Oracle  Applications  automate  your  entire  enterprise 
with  over  30  integrated  software  modules  for 
finance,  supply  chain  management,  manufacturing, 
project  systems,  human  resources  and 

Market 

Management     SupplyChain  i  ™„„.,„0™orl,- 

Management  market  management. 


racle  is  the  world's  jfj; 
g  suppl— 
ons, 


Manufacturing 


Projects 


Finance 


♦      '  e  <*    T  e  c  h  n 


0* 


Do  your  business  applications 
provide  the  flexibility  you 
need  to  manage  your  business? 
If  not,  call  Oracle  at  1-800-633-1058, 
s  on  the  Web  at 


un  Microsystems.  Our  strength  is  networking  people.  From  the  very  beginning,  we've  been  bundling  networking  capabilities 
lto  every  system  we  sell.  With  a  range  of  innovative  products  and  services,  from  Java™  to  high-end  server  systems  and 
owerful  microprocessors  to  the  Solaris™  operating  environment,  we  offer  a  breadth  of  solutions  to  meet  any  enterprise  , 
imputing  need.  No  matter  how  diverse.  So' wherever  and  however  your  people  need  information 

)  be  successful,  Sun  is  there  to  help  them-and  you- not  just  get  the  advantage,  but  also  get  ahead,  ^j^j^  ^^l^/^l/ 
or  more  information,  contact  us  at  http://www.sun.com  THE  NETWORK  IS  THE  COMPUTER™      ^  microsystems 


1 996  Sun  Microsystems,  Inc.  All  rights  reserved.  Sun,  Sun  Microsystems,  the  Sun  Logo,  Java,  Solaris,  and  The  Network  Is  The  Computer  are  trademarks  or  registered  trademarks  of  Sun  Microsystems,  Inc.  in  the  United  States  and  other  countries 
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Rx:  radical 
lawyerectomy 


BY  PETER  HUBER 


Peter  Huber,  a  senior 
fellow  of  the  Manhattan 
Institute,  is  the  author 
of  Orwell's  Revenge; 
E-mail  address  is 
72643.2211® 
CompuServe.com 
His  home  page  is 
http://www.phuber.com/ 
huber/home.html 


How  DO  you  trim  $20  billion  a  year  from 
Medicare?  That's  about  what  it  will  take  to 
stave  off  bankruptcy.  The  easiest  way:  ampu- 
tate lawyers. 

It  can  be  done.  In  1995  Congress  immu- 
nized community  health  care  centers  from 
malpractice  suits.  The  federal  government 
now  covers  the  claims  incurred  by  these  feder- 
ally subsidized  clinics — claims  are  heard  by  a 
judge,  not  a  jury,  and  there  are  no  punitive 
awards.  The  clinics  save  an  estimated  $40  mil- 
lion in  malpractice  insurance.  That  funds 
treatment  for  an  additional  half-million  indi- 
gent patients. 

Why  stop  there?  The  country  spends  about 
$8  billion  a  year  treating  elderly  heart-disease 
patients.  Cap  awards,  abolish  punitive  dam- 
ages, implement  a  few  other  direct,  financial 
limits  on  medical  malpractice  suits,  and  you 
reduce  hospital  expenditures  on  cardiac 
patients  by  5%  to  9%. 

If  limits  like  these  had  been  written  into 
federal  law,  nationwide  spending  on  cardiac 
disease  in  the  late  1980s  would  have  been 
$600  million  a  year  lower.  Extrapolate  these 
results  to  medical  spending  generally — a 
debatable  but  reasonable  enough  basis  for 
estimation — and  you  find  that  tort  reform 
would  save  the  country  as  a  whole  well  over 
$50  billion  a  year. 

But  how  much  more  negligent  medicine 
would  that  encourage?  How  many  more  car- 
diac patients  would  die?  How  many  more 
would  get  inferior  treatment  and  suffer  a 
second  heart  attack  as  a^M^Ter.  Many 
m^:.M??W.,cel 'employees  to  get  their 
E-mail  while  traveling  by  using  a  complex, 
time-consuming  and  not  too  reliable  system 
of  calling  the  office  computer  and  then 
entering  passwords  to  get  past  a  fire  wall. 
Forget  it.  This  is  like  using  your  tongue  to 
move  a  trackball. 

Second,  AOL  costs  $20  a  month  for  unlimit- 
ed use.  This  is  the  1990s  equivalent  of  Federal 
Express'  curve -jumping  decision  to  charge 
one  price  for  shipping  a  package  no  matter 
where  it  was  going  in  the  U.S.  The  $20  rate 
means  that  AOL  has  met  the  price  competition 
of  Internet  service  providers,  but  the  AOL 


ous  heart  disease  in  1984,  1987  and  1990. 
The  study  correlates  spending  for  medical 
care  with  state  tort  laws.  About  three 
patients  in  five  were  treated  in  states  that 
placed  no  direct  limits  on  rights  to  sue.  But 
two  in  five  were  hospitalized  in  states  that 
did.  Direct  liability  limits  have  clear,  strong 
effects  on  medical  spending,  the  study 
concludes. 

But  that's  just  the  first  half  of  the  story. 
Previous  studies — most  notably  one  conduct- 
ed by  Harvard  Medical  School  in  1990 — 
asked  panels  of  doctors  to  review  patient  files 
and  attach  subjective  judgments  about 
adverse  outcomes  and  deficient  treatment. 
Much  of  the  "negligence"  identified  in  this 
way  had  no  significant  impact  on  the  ostensi- 
ble victim.  Studies  like  this  didn't  reveal  much 
about  the  consequences  of  malpractice  litiga- 
tion because  they  didn't  pin  down  the  conse- 
quences of  malpractice  itself. 

With  elderly  cardiac  patients  there  are 
objective  standards  for  assessing  ineffective 
care:  Patients  die,  or  they  end  up  back  in  a 
cardiac  ward  not  long  after  discharge. 

Medical  tort  reform 
would  save  the  country 
$50  billion  a  year. 

Analyzing  the  record  on  these  solid  criteria, 
Kessler  and  McClellan  reach  a  second,  clear 
conclusion:  None  of  the  liability  reforms 
studied  "led  to  any  consequential  differences 
in  mortality  or  the  occurrence  of  serious 
complications." 

If  liability  doesn't  force  doctors  to  provide 
better  treatment,  why  does  it  boost  the  cost  of 
medicine  so  sharply?  Unlimited  liability  gets 
you  more  medicine,  not  better.  Lawyer-shy 
doctors  administer  tests  willy-nilly,  and  hand 
off  patients  to  specialists  with  great  alacrity. 

Jfeh  you  hear  "on-line  servSY. to  avoid  liabUi- 
"aol."  This  brand  awareness  isn't  gnt  r° 

Fifth,  AOL  has  created  a  strong  sense  cer 
community.  There  are  on-line  chat  sessiof.ry 
and  message  boards  where  people  build  lont 
lasting  and  intimate  relationships.  These  rela- 
tionships transcend  the  anonymity,  aloofness 
and  occasional  cruelty  of  the  Internet.  The 
difference  is  like  sitting  next  to  people  you've 
never  met  and  will  hopefully  never  see  again  at 
a  Super  Bowl,  versus  sitting  with  the  parents 
of  players  on  your  kid's  football  team  every 
game  of  the  season.  The  AOL  community  is 
too  strong  to  die. 

This  is  the  lesson:  When  you're  jumping  into 
the  Internet,  look  before  you  follow  the  herd. 
The  herd  may  be  heading  for  the  cliff.  ■ 
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THE  FORBES/HULBERT  SURVEY  OF  INVESTMENT  LETTERS 

Calculated  risk 

A  few  investment  letters  can  moderate  your  risk 
without  decimating  your  returns.  Which  ones  are  they? 


By  Mark  Hulbert 

Hypothesis:  You  are  not 
prepared  to  abandon  the 
stock  market  entirely,  yet 
you  are  convinced  a  cor- 
rection is  overdue.  What 
you  need  is  some  way  to 
reduce  your  risk  without 
entirely  forsaking  the 
long-term  returns  equities 
provide. 

A  very  few  investment 
letters  can  be  helpful  here. 
My  surveys  show  that 
such  letters  have  per- 
formed well  in  this  bull 
market  despite  being  far 
less  exposed  to  equities 
than  stock  mutual  funds. 
In  return  for  the  under- 
performance  many  letters 
protect  you  from  the  risk 
of  being  fully  invested. 

Since  1980,  when  the 
Hulbert  Financial  Digest 
began  monitoring  the 
investment  letter  industry, 
the  average  investment  letter 
has  been  only  54%  invested  in 
equities.  The  average  equity  mutual 
fund,  in  contrast,  has  been  more  than 
90%  invested.  You  can  say  that  is  bad: 
It  means  that  the  funds  have  done 
better  on  the  whole  than  the  letters. 
On  the  other  hand,  there  were  no 
guarantees  that  the  market  would  be 
as  strong  as  it  has  been. 

But  there's  more  to  risk-reduction 
than  simply  diluting  your  portfolio 
with  cash.  You  want  to  hedge  with- 
out too  much  cutting  into  your 
return.  A  handful  of  letters  really  earn 
their  keep  by  cutting  risk  without 
causing  a  commensurate  erosion  in 
your  return.  That  is  no  easy  feat,  as 
anyone  knows  who  has  sat  with  a 
large  amount  of  cash  and  watched 
the  bull  market  get  away  from  him. 

To  find  out  which  these  few  are, 


A  very  short  honor  roll 


Performance 

Newsletter 

Gain 

UP  DOWN 

since 

—markets— 

11/90 

B  B 

No-Load  Fund 

15.9% 

Investor 

B  B 

Value  Line 

16.3 

Convertibles  Survey 

Only  two  newsletters  did  well  in  both 
bull  and  bear  markets  and  also  beat 
the  market's  risk-adjusted  return. 


we  separated  up  market  peri- 
ods from  down  market  peri- 
ods, and  graded  the  letters' 
performances  separately  in 
each  on  a  curve.  Honor  grades 
go  to  the  top  half  of  the  class 
for  bull  markets  and  to  the  top 
half  in  bear  markets.  Now,  how 
many  investment  letters  land  a 
B  or  an  A  in  bull  and  bear  mar- 
kets? Precious  few — only  10  of 
the  80  letters  rated  for  perfor- 
mance over  the  past  six  years. 

Alas,  most  letters  do  well  in 
only  one  kind  of  market.  Con- 
sider the  Cabot  Market  Letter, 
which  recommends  risky,  high- 
multiple  stocks,  a  policy  that 
earns  Cabot  an  A  grade  in  up 
markets.  But  Cabot  pays  a 
heavy  price  during  corrections. 
In  last  summer's  short,  sharp 
setback  for  Nasdaq  highfliers, 
its  model  portfolio  lost  50%. 
Hence  the  F  grade  for  down 
markets. 
On  the  other  side  of  the  coin 
are  bearish  stopped  clocks  such  as 
Overpriced  Stock  Service.  This 
letter's  A+  grade  for  down  market 
performance  didn't  stop  it  from  turn- 
ing in  a  dismal  compound  annual 
return  of  minus  60%.  Neither  Cabot 
nor  Overpriced  did  the  job  of  pro- 
tecting followers  when  the  market 
turned  against  them. 

We  imposed  one  other  condition 
for  making  the  honor  roll  (at  left): 
beating  the  market  on  a  risk-adjusted 
basis.  There's  a  simple  formula  for 
determining  whether  a  money  man- 
ager is  delivering  enough  reward  for 
the  risks  he  takes.  It's  based  on  the 
Sharpe  ratio,  named  for  Nobel  Prize- 
winning  Stanford  Professor  William 
Sharpe.  This  ratio  measures  a  portfo- 
lio's ability  to  beat  riskless  Treasury 
bills  against  the  portfolio's  volatility. 
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Rating  the  market  letters 


Performance 

Newsletter 

Editor 

Telephone 

Annual 

Gain 

Risk* 

Relative 

UP 

DOWN 

subscription 

since 

Sharpe 

—markets— 

price 

11/90 

ratio 

B 

c 

Addison  Report 

Andrew  L  Addison 

508-528-8678 

$250 

12.1  % 

low 

0.67 

c 

D 

AgBiotech  Stock  Letter 

Jim  McCamant 

C  1  n  O/IO  io/io 

ICC 

165 

n  o 

0.2 

very  high 

NM 

B 

A 

Bl  Research 

Tom  Bishop 

ono  mn  no a A 

203-2/0-9244 

nn 

90 

on  i 

20.1 

very  high 

n  c  a 

0.54 

C 

A 

Big  Picture 

Stephen  Leeb 

800-832-2330 

127 

11.5 

average 

0.46 

B 

C 

Bob  Brinker's  Marketimer 

Robert  Brinker 

r\"\  a  cni   or  c  c 

914-591-2655 

185 

15.3 

average 

0.81 

A 

F 

Cabot  Market  Letter 

Carlton  Lutts  &  Timothy  Lutts 

508-745-5532 

295 

14.8 

very  high 

0.38 

A 

D 

California  Technology  Stock  Letter 

Michael  Murphy  &  David  Jones 

a  i  c  tot  o/inc 

415-726-8495 

295 

16.8 

very  high 

0.44 

A 

C 

Chartist 

Dan  Sullivan 

o  1  n  cnc  oo  o  c 

310-596-2385 

i  cn 

150 

1  o  0 

18.3 

high 

n  c  o 
0.63 

C 

B 

Chartist  Mutual  Fund  Timer 

Dan  Sullivan 

o  1  n  cnc  oooc 

i  nn 
100 

i  n  o 
10.3 

average 

n  a  a 

(J. 44 

C 

B 

Clean  Yield 

Rian  Fried 

OflO   C  O  O  7170 

on 

TOO 

high 

n  a  o 
U.4y 

D 

D 

Dines  Letter 

James  Dines 

195 

-0.4 

high 

-0.10 

B 

c 

Dow  Theory  Forecasts 

Richard  Moroney 

ni n  no  i  r  a  on 

219-931-6480 

233 

13.2 

low 

n  70 

0./2 

A 

D 

Emerging  &  Special  Situations 

Kobert  Natale 

onn  oco  1  c /i  i 
500-8bZ-lb41 

OCQ 

IOC 

ly.b 

high 

U./o 

B 

C 

Equities  Special  Situations 

Robert  J  Flaherty 

onn  007  oa nn 

o00-Z:S/-o400 

i  cn 
150 

1  A  1 

14./ 

high 

n  a  o 
0.43 

C 

A 

FXC  Investors 

Francis  X  Curzio 

7i o  di7  10 on 

718-417-1330 

190 

17  1 

1  /.l 

low 

n  nc 

0.96 

B 

D 

Fabian  Premium  Investment  Resource 

Douglas  Fabian 

800-950-8765 

179 

14.1 

average 

0.62 

B 

B 

Fidelity  Insight 

Eric  Kobren 

onn  aaa  rodo 

800-444-6342 

99 

14.9 

low 

n  n7 
0.9/ 

A 

C 

Fidelity  Monitor 

Jack  Bowers 

onn  om  onn/i 

800-397-3094 

96 

21.2 

average 

i  m 

1.0/ 

B 

C 

Ford  Investment  Review 

Ford  Investor  Services 

onn  o  a  o  nom 

800-842-020/ 

120 

11.4 

high 

n  a  i 
0.41 

C 

B 

Fund  Exchange 

Paul  Merriman 

onn  /ioo  ziono 
800-423-4893 

IOC 

125 

110 

11.8 

very  low 

n  70 
U./o 

A 

c 

Fundline 

David  Menashe 

818-346-5637 

127 

21.2 

average 

1.01 

F 

A+ 

Futures  Hotline  &  Mutual  Fund  Timer 

Craig  Corcoran 

nn  a  { n  o  no  c  c 

295 

a  n  c 

-49.5 

very  high 

n  c  o 

-U.b8 

F 

D 

Granville  Market  Letter 

Joe  Granville 

Oir   A  7 A  COCO 

olb-4/4-Djoo 

ocn 

oo  c 
-Zo.b 

very  high 

n  oo 

— u.zy 

C 

B 

Graphic  Fund  Forecaster 

Fred  W  Hohn 

onn  coo  o o oo 

800-532-2322 

1  on 

129 

7.7 

average 

n  07 
U.2/ 

D 

A 

Growth  Fund  Guide 

Walter  Rouleau 

605-341-iy/l 

on 
99 

C  0 

b.2 

average 

n  1  c 
U.lb 

D 

A 

Growth  Stock  Outlook 

Charles  Allmon 

301-654-5205 

195 

7.2 

very  low 

0.67 

D 

A 

Harry  Browne's  Special  Reports 

Harry  Browne 

onn  c o i  c  1  a o 

800-531-5142 

00  c 

225 

7  r 

/.5 

very  low 

n  cn 
0.50 

A 

C 

Insiders 

Norman  Fosback  &  Glen  King  Parker 

onn  a  a  o  nnnn 

800-442-9001) 

a  n 

49 

OC  1 

25.1 

high 

n  nn 
0.90 

D 

A 

International  Harry  Schultz  Letter 

Harry  Schultz 

OO  1  c  cooc 

0  0  c 

285 

c  c 

5.5 

high 

n  1 1 
0.11 

D 

A 

InvesTech  Market  Analyst 

James  B  Stack 

onn  nc c  o c nn 

800-955-8500 

175 

0  7 

0./ 

very  low 

n  /i  c 

0.45 

D 

A 

InvesTech  Mutual  Fund  Advisor 

James  B  Stack 

800-955-8500 

175 

9.7 

very  low 

0.58 

B 

c 

Investment  Quality  Trends 

Geraldine  Weiss 

cm  /icn  0010 
bl9-4by-ool8 

07C 

2/5 

1/10 

14.8 

low 

n  oc 
O.o5 

B 

B 

Investment  Reporter 

Canadian  Business  Service 

a i r  ocq  1  1 77 

4ib-oby-ll// 

070 

zyy 

1  7  7 

high 

0  70 

u./y 

C 

A 

Investor's  Guide  To  Closed-End  Funds 

Thomas  J  Herzfeld  Advisors 

one.  071  IQAA 

o0o-2/ i-iyou 

occ 
obb 

IOC 

1  j.b 

very  low 

n  oi 

u.yi 

A 

C 

Investor  s  World 

John  Dessauer 

onn  on  a  nn  a  o 

800-804-0942 

i  nn 
100 

i  n  l 

19.1 

average 

n  n  /i 

0.94 

c 

B 

Investors  Intelligence 

Michael  Burke 

914-632-0422 

184 

10.4 

average 

0.40 

D 

B 

Kinsman's  Stock  Pattern  Recognition 

Robert  Kinsman 

ic\i  n  o  c  c  cn/i 
/0/-935-6504 

nnc 

yyb 

o  n 
8.0 

very  low 

n  /i  7 
0.4/ 

D 

A 

LaLoggia's  Special  Situation  Report 

Charles  LaLoggia 

nc  ooo  l  o/i n 
/ lb-ZJZ-1^4U 

oon 
ZoO 

7  O 

very  low 

n  on 

A+ 

D 

MPT  Review 

Louis  Navellier 

onn  A C A  10OC 

ooc 

oc  n 

very  high 

0  CO 

U.bj 

B 

C 

Margo's  Small  Stocks 

Margo  Parrish 

c 1 7  oc  i  nono 
bl  /-obl-UoUz 

1  QQ 

ioy 

14. U 

high 

n  /io 

u.4y 

c 

A 

Market  Logic 

Norman  Fosback  &  Glen  King  Parker 

800-327-6720 

95 

14.9 

low 

0.80 

c 

B 

Marketarian  Letter 

Jen  Helleberg  &  Doug  Wetzel 

onn  ceo  /i  o  o  c 
800-O58-4325 

ooc 
225 

1  n  7 
10./ 

low 

n  c  c 

0.55 

A 

F 

Medical  Technology  Stock  Letter 

Jim  McCamant 

c  1  n  qai  l  0C7 

oon 

O  7 

8./ 

very  high 

n  o/t 
0.24 

B 

C 

Moneyletter 

Mtfj*  lin,    Urn  «  \, 

Walter  Frank 

onn  /i  o  o  i  coo 
800-433-1528 

oo 
88 

ion 

13.0 

low 

n  7n 

o./o 

C 

D 

Mutual  Fund  Advisor 

Donald  H  Rowe 

Q1 O  GCrt  cenn 

i  cn 
15U 

C  0 

b.3 

high 

0.14 

B 

c 

Mutual  Fund  Forecaster 

Norman  Fosback  &  Glen  King  Parker 

800-327-6720 

49 

16.4 

average 

0.85 

C 

B 

Mutual  Fund  Investing 

Jay  Schabacker 

onn  777  enne 

yy 

0  c 
9.5 

very  low 

n  70 
0./2 

C 

B 

Mutual  Fund  Letter 

Gerald  Perritt 

onn  ooc  cn/i  i 
80U-o2b-by41 

on 

89 

1  n  c 

10.6 

very  low 

0.89 

c 

C 

Mutual  Fund  Strategist 

Charlie  Hooper  &  Holly  Hooper-Fourmer 

onn  occ  ooro 

800-355-3863 

95 

6.3 

high 

0.15 

A 

D 

New  Issues 

Norman  Fosback  &  Glen  King  Parker 

800-327-6720 

95 

28.3 

high 

0.87 

c 

B 

Ney  Stock  &  Fund  Report 

Richard  Ney 

818-441-2222 

195 

9.7 

low 

0.48 

B 

B 

No-Load  Fund  Analyst 

Ken  Gregory  &  Susan  Belden 

510-254-9017 

225 

15.4 

low 

0.93 

B 

B 

No-Load  Fund  Investor 

Sheldon  Jacobs 

800-252-2042 

129 

15.9 

low 

1.07 

All  data  through  November  1996;  ratings  cover  letters  with  a  predominantly  equity  focus.  Gains  are  annualized.  *Measured  by  volatility  of  monthly  returns  since  Nov.  30,  1990. 

NM:  Not  meaningful. 

Source:  Hulbert  Financial  Digest. 
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THE  FORBES/HULBERT  SURUEY  OF  INVESTMENT  LETTERS 
Rating  the  market  letters 


Performance 

Newsletter 

Editor 

Telephone 

Annual 

Gain 

Risk* 

Relative 

UP 

DOWN 

subscription 

since 

Sharpe 

—markets— 

price 

11/90 

ratio 

A 

C 

No-Load  Fund-X 

Burton  Berry  &  Janet  Brown 

415-986-7979 

$99 

16.7  % 

average 

0.87 

C 

B 

No-Load  Mutual  Fund  Select  &  Timing 

Stephen  L  McKee 

800-800-6563 

180 

12.2 

very  low 

0.75 

A+ 

D 

OTC  Insight 

Jim  Collins 

800-955-9566 

295 

35.4 

very  high 

0.75 

Ao. 

Ht 

n 

Oberweis  Report 

James  D  Oberweis 

800-323-6166 

139 

29.5 

very  high 

0.67 

n 

u 

p 
r 

Option  Advisor 

Bernard  Schaeffer 

800-327-8833 

119 

-8.3 

very  high 

-0.35 

B 

B 

Outlook 

Arnold  Kaufman 

800-852-1641 

298 

13.9 

low 

0.88 

F 

A+ 

Overpriced  Stock  Service 

Michael  Murphy 

415-726-8495 

495 

-59.8 

very  high 

-0.99 

B 

B 

PAD  System  Report 

Daniel  Alan  Seiver 

513-529-2863 

195 

13.9 

average 

0.64 

c 
r 

u 

PQ  Wall  Forecast 

PQWall 

504-895-4891 

198 

-21.7 

very  high 

-0.85 

n 

u 

A 

Personal  Finance 

Stephen  Leeb 

800-832-2330 

39 

10.4 

very  low 

0.92 

c 

c 

Peter  Dag  Portfolio  Strategy  &  Mgmt 

George  Dagnino 

800-833-2782 

195 

11.6 

low 

0.57 

D 

A 

Professional  Tape  Reader 

Stan  Weinstein 

800-868-7857 

395 

-1.9 

very  low 

-0.78 

D 

A+ 

Professional  Timing  Service 

Curtis  Hesler 

406-543-4131 

185 

9.3 

very  low 

0.51 

r 

Prudent  Speculator 

Al  Frank 

310-587-2410 

175 

41.7 

very  high 

0.96 

g 

Ruff  Times 

Howard  Ruff 

801-489-8681 

179 

7.8 

very  low 

0.40 

B 

C 

Sector  Funds  Newsletter 

Cato  B  Ohrn 

619-748-0805 

117 

10.8 

high 

0.41 

D 

A+ 

Stockmarket  Cycles 

Peter  Eliades 

707-579-8444 

252 

7.2 

average 

0.23 

D 

A 

Switch  Fund  Timing 

David  G  Davis 

716-385-3122 

119 

3.5 

very  low 

-0.08 

r 

r 

w 

Systems  &  Forecasts 

Gerald  Appel 

516-829-6444 

225 

10.5 

low 

0.56 

A 

D 

Timer  Digest 

Jim  Schmidt 

203-629-3503 

175 

21.5 

high 

0.85 

A 

A 

Turnaround  Letter 

George  Putnam  III 

800-468-3810 

195 

31.6 

very  high 

0.82 

C 

D 

United  &  Babson  Investment  Report 

Donald  D  Fox 

617-235-0900 

268 

6.1 

average 

0.15 

B 

B 

Value  Line  Convertibles  Survey 

Rich  Cunniffe 

800-634-3583 

625 

16.3 

low 

1.04 

A 

C 

Value  Line  Investment  Survey 

Stephen  Sanborn 

oUU-oo4-odoo 

D/U 

Io.j 

average 

n  on 

A 

D 

Value  Line  OTC  Special  Situations 

Peter  A  Shraga 

800-634-3583 

390 

13.4 

very  high 

0.36 

C 

D 

Wall  Street  Digest 

Donald  Rowe 

813-954-5500 

150 

6.2 

high 

0.13 

B 

B 

Zweig  Performance  Ratings  Report 

Michael  Schaus 

516-223-3800 

225 

12.8 

low 

0.69 

A 

C 

Wilshire  5000  Index  (dividends  reinvested) 

18.8 

average 

1.00 

All  data  through  November  1996;  ratings  cover  letters  with  a  predominantly  equity  focus.  Gains  are  annualized.  'Measured  by  volatility  of  monthly  returns  since  Nov.  30.  1990. 
Source:  Hulbert  Financial  Digest. 


Having  calculated  Sharpe  ratios  for 
the  letters,  we  compared  the  numbers 
with  the  Sharpe  ratio  for  a  market 
index,  in  order  to  derive  what  is 
shown  in  the  table  as  a  "relative 
Sharpe  ratio."  Too  much  math?  All 
you  need  to  know  here  is  that  good 
portfolio  managers  have  a  relative 
Sharpe  ratio  better  than  l.O.  That  is, 
they  do  better  than  a  passive  stock 
index  fund  at  delivering  results  for 
the  risks  they  take. 

Turns  out  that  only  4  of  the  80 
rated  letters  beat  the  market's  Sharpe 
ratio.  Of  these  few,  only  2  also  meet 
the  criterion  of  getting  an  honor 
grade  in  both  bull  and  bear  markets. 

Here's  where  No-Load  Fund  Inves- 
tor shines.  It  has  been  published  since 
1979  by  Sheldon  Jacobs,  a  65-year- 
old  former  researcher  who  used  to 
analyze  Nielsen  ratings  for  NBC  Tele- 
vision. A  typical  issue  of  the  monthly 
service  monitors  nearly  800  no-load 


funds,  most  of  them  available  from 
fund  consolidators  like  Schwab. 

The  December  1996  No-Load 
Fund  Investor  recommends,  among 
others,  the  Benham  Equity  Growth 
Fund  and  the  Yacktman  Fund.  Buy 
the  ten  or  so  funds  in  his  model  port- 
folios and  you  will  get  exposure  to  a 
mix  of  small  and  large  U.S.  stocks, 
with  a  sprinkling  of  foreign  stocks  as 
well  as  bonds. 

Bottom  line:  Over  the  past  six 
years  you  would  have  earned  a  com- 
pound annual  16%  following  Jacobs' 
letter,  a  bit  less  than  the  U.S.  stock 
market's  19%  but  with  considerably 
less  risk. 

The  sole  other  member  of  our 
honor  roll  is  the  Value  Line  Convert- 
ibles Survey.  The  editors  of  this  advi- 
sory service  have  done  a  fine  job  of 
fingering  undervalued  convertible 
bonds  and  stocks.  But  this  letter  isn't 
for   the    novice   investor:  Bonds 


bought  in  lots  smaller  than  $100,000 
carry  pretty  nasty  bid/ask  spreads. 
Those  interested  in  this  letter  might 
consider  the  Value  Line  Convertibles 
Fund,  a  no-load  fund  managed  under 
broadly  similar  principles.  Over  the 
six  years  covered  for  this  article,  the 
fund  produced  a  16%  compound 
annual  return. 

The  ratings  in  the  table  cover  let- 
ters that  have  been  in  the  hfd  data- 
base for  at  least  six  years  and  that  pre- 
dominantly recommend  U.S.  stocks 
or  stock  funds.  If  one  letter  has  mul- 
tiple U.S.  stock  portfolios,  we  based 
the  performance  number  on  an  aver- 
age of  them. 

The  HFD  newsletter  ratings  aim  to 
reflect  real-world  results  for  sub- 
scribers: They  take  into  account  mail 
delays  and  commission  costs.  WM 


Mark  Hulbert  is  a  Forbes  columnist. 
hfd@delphi.com 
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For  more  than  7  million  Americans, 

Fidelity  Investments  helps 
create  retirement  plans  that  work. 


Open  or  transfer  your  IRA  today. 

More  Americans  trust  their  retirement  savings  to 
Fidelity  Investments  through  IRAs  and  employer- 
sponsored  retirement  plans.  Why?  Our  passion 
for  helping  people  realize  their  retirement  goals. 

Over  600  no  load  mutual  funds. 

With  Fidelity  FundsNetwork®  you  can  select  from 
over  600  no  load  mutual  funds  from  hundreds  of 
companies,  including  Fidelity!  You  can  also  choose 
stocks,  fixed  income  securities  and  annuities. 

Planning  assistance. 

Fidelity  gives  you  phone  access  to  dedicated 
Retirement  Specialists  seven  days  a  week  to  help 
guide  you  through  your  investment  options.  Plus 
the  option  of  a  comprehensive  one-on-one  port- 
folio review  at  over  80  Investor  Centers. 

Helpful  tools  and  guides. 

Fidelity  also  offers  you  special  tools  like 
Thinkware™  —  interactive  retirement  planning 
software.  And  a  full  selection  of  free  guides  and 
workbooks  for  many  retirement  needs  like: 
Planning  for  Retirement,  When  You  Change 
Jobs,  When  You  Retire,  and  Retirement  Plans  for 
Small  Companies. 


Call  Fidelity  today. 

Visit  our  Web  site.  Stop  by  any  Investor 
Center,  or  call  us  for  a  free  IRA  Fact 
Kit  and  your  free  Retirement  Planning 
Guide.  You'll  find  that  no  one  works 
harder  to  help  you  succeed. 


Fidelity 


Investments 


www.fidelity.com 

1-800-544-0003 


TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

r  more  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  expenses,  call  for  a  free  prospectus.  Read  it  carefully 
fore  you  invest. 

r  more  information  on  the  FundsNetwork  program,  call  for  a  FundsNetwork  Performance  Directory. 

ilelity  Brokerage  Services,  Inc.  Member  NYSE,  SIPC.  Fidelity  Distributors  Corporation.  Annuities  are  distributed  by  Fidelity  Brokerage  Services,  Inc., 
lelity  Insurance  Agency,  Inc.,  and  Fidelity  Investments  Insurance  Agency  of  Texas,  Inc.  2b/24602.001 
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THE  FUNDS 


Married  with  fund 

You  can  manage  a  successful  fund  from  anywhere, 
including  a  home  office.  For  the  Bonnel  Growth  Fund, 
make  that  two  home  offices. 


By  James  M.  Clash 


Every  weekday  morning  Arthur  and 
Wanda  Bonnel  do  what  many  mar- 
ried couples  do:  get  dressed,  eat 
breakfast,  kiss  each  other  good-bye 
and  rush  off  to  work. 

The  Bonnels'  commute,  however, 
is  just  60  feet  down  the  carpeted  hall- 
way of  their  Reno,  Nev.  home,  to  a 
space  where  they  run  a  $100  million 
mutual  fund.  Wanda,  45,  is  the  ana- 
lyst and  handles  back-office  opera- 
tions; Art,  51,  is  portfolio  manager. 
They  work  in  separate  rooms. 

Their  two-year-old  United  Services 
Bonnel  Growth  Fund  has  averaged 
an  annual  return  of  36%,  six  points 
ahead  of  the  market.  Before  Bonnel 
Growth,  they  ran  the  mim  Stock 


Appreciation  Fund  from  1989  to 
1994,  beating  the  s&P  by  seven 
points. 

The  two  met  while  working 
together  at  a  money  management 
firm,  also  in  Reno,  and  married  in 
1987.  They  have  no  children,  but 
they  do  have  the  fund.  Says  Wanda: 
"It's  probably  as  much  work  as  kids." 

Maybe  more.  The  Bonnels  spend 
10  to  12  hours  a  day  poring  over  the 
10,000  or  so  publicly  traded  stocks  to 
come  up  with  the  100  that  sit  in  their 
portfolio.  Besides  liquidity  (minimum 
daily  trading  volume,  20,000  shares), 
the  Bonnels  want  a  stock  to  meet 
four  criteria: 

First,  a  healthy  earnings  gain  in  the 


Managers  Wanda  and  Art  Bonnel 
Some  couples  have  overachieving  chil- 
dren. They  have  an  overachieving  fund. 


most  recent  quarter  from  the  year- 
earlier  quarter.  No  exceptions.  uWe 
don't  care  if  they've  found  a  cure  for 
cancer,"  says  Art,  who  recently 
dumped  Lojack,  which  makes  an 
anti-auto-theft  device,  because  of  flat 
third-quarter  earnings. 

Next,  an  earnings  growth  rate  (in 
percentage  points)  higher  than  the 
forward-looking  price/earnings  ratio. 
Coca-Cola,  for  example,  saw  third- 
quarter  earnings  growth  only  in  the 
teens,  versus  a  p/e  in  the  30s. 
"There's    nothing  fundamentally 


US 
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wrong  with  the  company,"  says  Art, 
"but  I  don't  get  that  warm,  fuzzy 
feeling  with  Coke."  Hence,  Coke's 
not  in  the  portfolio. 

The  third  criterion  is  a  strong  bal- 
ance sheet.  The  Bonnels  like  to  see  a 
current  ratio — current  assets  to  cur- 
rent liabilities — of  2-to-l  or  better. 
The  ratio  of  debt  to  equity  should  be 
no  higher  than  30%. 

Finally,  the  Bonnels  look  for  sub- 
stantial insider  ownership  of  stock,  5% 
to  20%.  "We  want  management 
working  for  us,"  says  Wanda. 

Typical  of  the  Bonnels'  bigger 
stocks  is  Intel,  which,  at  a  recent  131, 
represents  1.9%  of  the  fund's  port- 
folio. Third-quarter  earnings  were  up 
46%,  more  than  double  Intel's  1997 
estimated  p/e  of  21.  The  current 
ratio  is  almost  3-to-l.  Intel  has  debt 
equal  to  only  4%  of  equity  and  is  7% 
owned  by  management. 

Another  Bonnel  favorite:  Billerica, 
Mass. -based  Centennial  Technolo- 
gies, a  manufacturer  of  credit-card- 
size  personal  computer  modems  and, 
at  4%,  their  largest  holding.  The  Bon- 


"I  think  the  Dow 
will  be  at  20,000 
by  the  year  2007." 

nels'  average  cost  was  8  just  a  year 
and  a  half  ago;  the  stock  now  trades 
at  50.  The  forward-looking  p/e  of  42 
compares  with  a  recent  quarterly 
earnings  growth  rate  of  180%. 

Besides  technology,  the  fund  is 
heavily  weighted  in  retail  (Sears  and 
Ross  Stores)  and  apparel  (Nautica 
Enterprises) — sectors  that  the  Bon- 
nels think  will  continue  to  benefit 
from  a  strengthening  1997  econo- 
my. They  also  like  drug  stocks, 
Merck  and  Eli  Lilly  in  particular, 
which  should  continue  to  grow  as 
baby  boomers  age. 

Art  Bonnel's  first  stock  purchase 
was  in  November  1963.  John  F. 
Kennedy  had  just  been  assassinated, 
and  the  market  was  in  a  panic. 

"I  didn't  have  any  of  my  own 
money,"  says  Bonnel,  "so  I  told  my 
father,  'I  don't  think  the  end  of  the 


world  is  coming  just  because  the 
President  was  assassinated.'  He  set  up 
a  $4,000  account  for  me,  and  I 
bought  Sperry  Rand  and  Ampex 
when  the  market  reopened.  Sure 
enough,  the  stocks  went  up  a  couple 
of  days  later,  and  we  made  a  few 
bucks."  If  it  was  that  easy,  he  was 
hooked. 

He's  still  a  bull:  "I  think  by  the 
year  2007  the  Dow  will  be  at 
20,000." 

If  you  agree,  consider  this  no-load, 
available  for  a  $5,000  minimum,  pur- 
chased directly  or  through  the  three 
major  fund  consolidators.  Its  1.8% 
annual  expense  ratio  is  a  bit  stiff,  but 
has  come  down  from  2.5%  in  1995 
and  should  continue  to  drop  as  the 
fund  gets  bigger. 

While  this  is  an  excellent  small 
fund,  it  isn't  for  those  worried  about 
the  next  market  correction.  The  50% 
technology  stake,  the  absence  of  a 
cash  reserve  and  an  average  trailing 
p/e  of  around  30  (to  the  market's 
21)  make  Bonnel  Growth  a  poten- 
tially volatile  investment.  Hfl 


EamingaCEA. 
charter  shows  one 
is  committed  to  a 
hitler  standard 


selecting  a  CFA 
charterholder  shows 
that  you  are,  too. 

Th  ree  simple  letters.  CFA.®  Chartered  Financial  Analyst.  Investment  professionals 
earn  a  CFA  charter  by  meeting  the  highest  global  standards  of  ethical,  professional 
and  educational  excellence.  And  when  you  select  a  CFA  charterholder  to  manage 
or  analyze  investments,  it  affirms  your  own  commitment  to  excellence  as  well. 
The  Association  for  Investment  Management  and  Research  -  AIMR  -  sponsors  the 
prestigious  CFA  charter,  plus  continuing  investment  education  programs  and  ongoing 
advocacy  initiatives  around  the  world.  All  designed  to  achieve  higher  standards  for 
CFA  charterholders,  their  employers  and  their  clients. 
1-800-247-8132  or  www.aimr.org 
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SETTING  A  HIGHER  STANDARD 


lYIUNtT  fit  INUtdimCNId 


STREETWALKER 


Losing  fizz 

Even  good  things  can  get 
overpriced.  This  seems  to 
be  the  case  with  Embotelladora 
Andina,  the  $775  million  (estimated 
1996  net  sales)  Chilean-based  bot- 
tler of  Coca-Cola,  other  soft  drinks 
and  beer.  As  AKO's  earnings  rose 
25%  on  increased  Latin  American 
consumption,  the  ADRs  have  drifted 
from  $38  to  around  $31.  They  may 
have  a  good  deal  farther  to  fall.  The 
nyse  stock  trades  at  2.5  times  its 
1996  sales,  about  double  the  aver- 
age for  Latin  American  bottlers. 

Why  the  premium?  Chile,  with  its 
political  stability  and  thriving  free 
enterprise  system,  is  a  darling  of 
investors.  They  forget  that  more 
than  40%  of  the  company's  sales 

Hooked  on  Redhook 

MlCROBREWERS, 

those  hip  makers 
of  specialty  beers,  had  a 
run  the  past  two  years. 
But  the  last  quarter  of 
1996  saw  a  sharp  decline 
as  competition  decimat- 
ed margins. 

Picking  a  winner  is 
risky  still,  but  we  think 
we  know  who'll  be  left 
after  last  call.  Allan 
Hickok  of  Piper  Jaffray 
thinks  it  will  be  Wash- 
ington-based Redhook 
Ale  Brewery  (HOOK), 
even  though  its 
strongest  markets,  Wash- 
ington and  California, 
reported  an  earnings 
decline  of  22%  in  the  third 
quarter  amid  heavy  competitor 
promotions.  That's  why  Redhook 
shares  are  down  to  a  recent  1 1  from 
their  1996  high  of  27%  and  the 
company's  1995  IPO  price  of  17. 

Hickok  thinks  the  stock  could 
reach  18  within  12  to  15  months, 
almost  a  50%  gain  from  today. 

Although  the  stock  looks  dear  at 
25  times  earnings,  Hickok  predicts 
Redhook's  sales  will  grow  20%  this 
year,  to  $47  million.  He  thinks  the 
microbrew  fad  will  experience  a 
shakeout;  Redhook  will  survive 
because  it's  25%  owned  by 


come  from  riskier  Brazil. 

AKO  has  problems  there.  Its 
Brazilian  beer,  Kaiser,  saw  volume 
fall  62.5%  in  the  third  quarter  of 
1996  from  the  previous  year.  And 
though  Coke  may  be  the  drink  of 
choice  elsewhere  in  Latin  America, 
Brazilians  prefer  fruity  guarana, 
which  Andina  doesn't  offer. 

The  company's  Chilean  and 
Argentinean  markets  are  slowing: 
Same-territory  sales  growth  in 
Argentina  is  down  from  20%  last 
year  to  9%,  and  Chile's  fell  from 
8.5%  to  6.5%.  Bad  news  out  of 
Brazil  could  knock  the  stock  price 
down  to  around  $23  by  year-end,  a 
28%  drop,  making  it  an  interesting 
short-sale  candidate.  (It  is  borrow  - 
able . )  -Caroline  Waxler 


Anheuser-Busch,  with  whom  it  has 
exclusive  distribution  rights.  Impor- 
tant when  crowded  supermarket 
shelves  limit  microbrews'  exposure. 
Analysts  say  Anheuser  may  buy  the 
remainder  of  Redhook. 

Redhook's  new  $30  million 
Portsmouth,  N.H.  brewery  is 
coming  on-line.  Portsmouth  Brew- 
ery will  bring  Redhook  to  East 
Coast  drinkers,  who  now  comprise 
an  estimated  25%  of  sales. 

Hickok  thinks  Redhook  has 
weathered  the  worst.  He  expects  per- 


share  profits  to  grow  18%  in  1997, 
to  40  cents.  Another  strong  Red- 
hook fan  is  Gabelli  &  Co.  -C.W. 

Blurred  vision 

Visio  (vsio),  creator  of 

~~    diagramming  and  technical 
drawing  software,  is  a  fine  little 
company.  But  its  stock,  at  a  recent 
50^,  has  gotten  ahead  of  itself.  The 
Nasdaq-listed  shares  are  trading  at 
44  times  1997  estimated  earn- 
ings, 8  times  sales. 

Why  so  hot?  Investors,  focusing 
on  the  company's  respected  man- 
agement and  good  niche,  are  ignor- 
ing increasing  competition.  Most 
notably,  rival  Autodesk's  AutoCAD 
product — the  engineering  industry 
standard  for  desktop  drawing — has  a 
less  technical  version,  AutoCAD  LT, 
which  is  becoming  more  and  more 
popular  with  the  business  market. 
Several  other  companies  have 
released  programs  aimed  right  at 
Visio 's  niche. 

Next  to  target  the  business  may 
be  take-no-prisoners  Microsoft, 
which  now  produces  a  rudimentary 
version  of  diagramming  software. 
Although  Visio  manufactures  its 
software  to  run  on  Windows,  if 
Microsoft  were  to  improve  its  own 
software  Visio  would  be  crippled. 

Streetwalker  has  seen  too  many 
faddish  desktop  applicators  fizzle. 
Borland  and  Corel,  for  instance. 
Visio's  earnings  growth  is  slowing, 
from  280%  in  1996  to  an  expected 
51%  in  1997.  Four  of  the  five  com- 
pany officers  have  sold  shares 
recently.  If  you  want  to  short  it, 
shares  are  borrowable.  -C.W. 


Report  card 


Judging  from  last  year's  stock 
picks,  Streetwalker  is  better  at  going 
against  the  crowd  than  joining  it. 
Our  short  sale  picks  returned  18%  in 
1996;  our  buy  recommendations 
gained  8%. 

Measured  against  the  overall 
market,  our  shorts  outperformed  by 
25%  and  our  longs  underperformed 
by  2%.  We  weigh  each  recommenda- 
tion against  what  the  S&P  500  did 
during  the  same  period. 

Streetwalker  recommended  buying 
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99  stocks;  61  went  up  and  38  fell. 
Our  big  winner  was  Ambase,  a 
Greenwich,  Conn. -based  investment 
services  company  whose  shares 
climbed  166%  in  ten  months  (Feb. 
12,  1996).  James  Marks  of  Credit 
Suisse  First  Boston  recommended  it, 
betting  that  it  would  win  its  lawsuit 
against  the  government  for  reneging 
on  a  contract  allowing  the  s&L  to 
book  goodwill  assets  for  acquiring 
ailing  thrifts.  So  far,  government  lia- 
bility has  been  established.  If  Ambase 
wins,  Marks  thinks  the  stock  could 
reach  7  to  10,  up  from  a  recent  2%. 

Oil  and  gas  drilling  companies 
were  gushers.  John  Tozzi  of  Cam- 
bridge Investments  recommended 
six  of  them  (June  3,  1996).  All  went 
up  at  least  19%.  Cliffs  Drilling 
almost  doubled.  If  you  own  it,  hold 
on;  Tozzi  thinks  the  group  will  lead 
the  market  in  1997  and  Cliffs  will 
continue  to  perform  well. 

Our  worst  buys  were  Authentic 
Fitness,  which  plunged  59%  (Mar. 
25,  1996)  and  Hanson  Pic,  down 
52%  (Julyl,  1996). 

Most  of  Streetwalker's  shorts 
shone  even  in  the  rip-roaring  bull 
market.  We  recommended  selling 
45  stocks;  34  of  them  went  down 
and  11  rose. 

Our  home  run  on  the  short  side 
was  Marvel  Entertainment  ( Oct.  7, 
1996).  Marvel's  plans  for  theme 
restaurants  and  computer  games 
couldn't  make  up  for  its  deteriorat- 
ing balance  sheet.  Two  weeks  after 
we  advised  readers  to  sell  short 
Marvel's  stock  and  zero  coupon 
bonds,  prices  of  both  plunged;  they 
ended  the  year  down  70%  and  76%, 
respectively. 

Another  hit:  heavy  equipment 
maker  Morrison  Knudsen.  We  sug- 
gested dumping  it  three  times  (Feb. 
12,  Mar.  11,  June  17,  1996).  Even 
with  the  acquisition  by  Dennis 
Washington,  the  stock  lost  between 
75%  and  91%  of  prices  at  which  we 
said  to  sell. 

Not  seeing  the  beauty  in  Ugly 
Duckling,  a  subprime  auto  lender, 
was  our  biggest  boo-boo  (July  15, 
1996).  Ugly  has  climbed  110%  since 
then.  We  didn't  recommend  short- 
ing the  shares,  but  we  warned  read- 
ers to  stay  away.  We  were  wrong. 

-Elizabeth  Amery  m 
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A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Rowe  Price  Blue  Chip 
Growth  Fund  invests  in  today's 
leading  growth  companies  as 
well  as  those  with  the  ability  to 
become  tomorrow's  industry 
leaders.  These  blue  chip  compa- 
nies offer  the  potential  for 
sustained  growth  while  providing 
reduced  volatility  compared  with 
small-  and  mid-cap  companies. 

The  fund's  strategy  has  proven 
effective.  As  the  chart  indicates,  .dKKIB^BHHBMBMHHHHBSMHHBk 
the  fund  has  consistently  outperformed  its  Lipper  Category  Average*  As 
with  any  stock  fund,  there  will  be  price  fluctuation.  Minimum  investment 
is  $2,500  ($1,000  for  IRAs).  No  sales  charges. 

Call  24  hours  for  a  free  information  kit  including  a  prospectus 

1-800-541-6128 


Average  Annual  Total  Returns 

as  of  9/30/96* 

■  Blue  Chip  Growth  Fund 

■  Lipper  Growth  Funds  Average 

25.29% 

f 20.10%  ^ 
r  i 


Since  inception 


Invest  With  Confidence® 

T.RoweRrice 


m 

'Ik* 


*Source:  Lipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at 
original  purchase.  Past  performance  cannot  guarantee  future  results.  Read  the  prospectus  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  BCG033977 


Laucala  Island. 


Vacation  in  a  private  paradise,  as  tropical  and  secluded 
as  any  undiscovered  island.  Visit  Laucala,  a  Forbes 
Magazine  South  Pacific  Property  in  the  Fiji  Isles. 

This  pristine  paradise  offers  the  world's  finest 
scuba  diving  and  snorkeling.  Windsurf.  Sail. 
Play  tennis.  Waterski.  Go  deep-sea  fishing  on 
board  the  island's  private  fishing  boat.  Relax  by 
the  pool.  Do  it  all.  Or  do  nothing  at  all. 

Laucala  is  the  ultimate  vacation  experience  — 
the  finest  amenities  without  the  fonnalities.  All 
this  for  just  $2,100  pp  for  8  days  and  7  nights 
(plus  Fiji  tax).  And  that  includes  everything.  With 
its  own  private  runway  and  daily  scheduled  com- 
mercial flight,  Laucala  is  the  perfect  getaway. 

For  more  information, 
call  1-800-F0RBES-5. 


FORBES 

MAGAZINE'S 
FIJI  ISLAND 


Man  bites  dog 

Get  their  attention  and  avoid 
losing  money  because  of  dull 
presentations.  Use  this  NEW  3oz. 
adapter  to  put  your  computer 
display  on  to  any  TV.  Your  clients 
will  enjoy  a  BIG,  BRIGHT,  VGA- 
quality  image  ...and  no  barking. 


goPresmt! 

for  Microsoft* 

rowerFoint 


Look  Who's  Using  goPresent!  ..  3M  •  AT&T  •  Aetna  •  Coors 
Frigidaire  •  GE  •   Hershey  •  Honeywell  ■  Intel  ■  Johnson  & 
Johnson  *  Kodak  •  Marriott  •  New  York  Life  •  Nike 
RPS   •   Upjohn   >   Xerox        Maybe  you  should  too. 


Call  1-800-388-3639  Today. 
Order  a  Risk-Free  14-day  trial. 


©1997  Krolman  Corporation  Not  an  endorsement  of  Microsoft  Corporation  F1. 


WeQ^ELP  YOU 

Wl™  FREE  AIR  TRAVEL 


nationwide 
Plane  Transportation  For  CANCER  Patients 
To/From  Treatment  Centers 

Call  914  328-1313 


-for-profit  service 

CORPORATE  ANGEL  NETWORK,  INC.  Westchester  County  Airport,  Building  One,  White  Plains,  NY  10604 


THE  FORBES/BARRA  WALL  STREET  REVIEW 


BY  ERIC  S.  HARDY 


"The  1994  and  1996  elections  boded 
well  for  fiscal  policy,"  says  Robinson- 
Humphrey's  chief  market  strategist, 
Robert  Robbins,  who  expects  anoth- 
er strong  year  ahead  for  stocks.  His 
growth-stock  picks  for  1997  include 
Telco  Systems,  which  makes  fiber- 
optic cables  and  other  communica- 
tions transmission  equipment,  and 
Western  National  Corp.,  despite  a 
skeptical  Forbes  story  (Dec.  30, 
1996).  The  company  sells  annuities 
and  life  insurance. 

The  Barra  All-US  index  started  the 
year  trading  at  20  times  latest  12- 
month  earnings.  Note,  however,  that 
prior  to  the  Dow  Industrial's  68% 
gain  over  the  last  two  calendar  years, 
the  overall  market's  p/e  was  18  times 
latest  earnings,  and  corporate  profits 
are  still  growing.  This  remarkable  bull 
market  may  well  roar  some  more. 


Special  focus 


As  a  group  these  eight  capital  goods 
stocks  rose  16%  in  December,  yet  still  sell 
for  a  relatively  inexpensive  1 1  times  esti- 
mated 1997  earnings  on  average.  In 
contrast,  the  estimated  1997  multiple  for 
the  s&p  500  is  16.  If  an  economic  slow- 
down is  around  the  corner  these  stocks 
are  probably  overpriced;  otherwise,  in 
this  market  they  look  like  bargains. 

Capital  bargains? 


Company 

Recent 
price 

1997 
est  P/E 

Allied  Products 

293/4 

13 

Briggs  &  Stratton 

44 

•  12 ' 

Butler  Manufacturing 

405/8 

11 

Falcon  Building  Products 

14W 

9 

Nacco  Industries 

535/8 

10 

NCI  Building  Systems 

36 

10 

Robbins  &  Myers 

26]/4 

13  1 

Thor  Industries 

25 

11 

The  overall  market 
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The  Barra  All-US  price  index  as  of  1/3/97 

Market  value:  $8,430.5  billion 
P/E:  20.3 

P/E  minus  negative  EPS:  18.6 
Price/book:  2.9 
Yield:  1.7% 


12-month  closeup 

m Barra  index 
4  juu  mi  200-day  moving  average 
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Closeup  on  the  markets 


%  change  from 


Index  or  investment 
Barra  All-US  index 
S&P/Barra  Growth  index1 
S&P/Barra  Value  index' 
Dow  Jones  industrials 
S&P  500 
NYSE 
Nasdaq 

PSE  Tech 1003 
EAFE" 

CRB  futures  index5  6 
Gold6  (Comex  spot) 
Yen6  (per  $US) 
Oil6  (W  Texas  Intermediate) 


0.3  % 
-0.2 
-0.1 

0.9 
-0.1 

0.0 

1.7 
-0.1 

0.1 
-2.2 
-2.2 

1.8 
-2.5 


2-week  change  - 
I 

■ 

1 


1  year  ago 

5-year  high 

19.1  % 

-0.8% 

23.3 

-1.4 

19.3 

-1.1 

26.3 

-0.3 

21.3 

-1.2 

19.3 

-1.2 

26.8 

-0.4 

26.6 

-3.5 

2.0 

-3.3 

-2.6 

-8.2 

-8.8 

-13.0 

10.5 

-6.2 

26.1 

-9.0 

The  best  and  worst  performing  stocks 


The  best  and  worst  performing  industry  factors8 


Best 

2-week 
change 

Change 
since 
12/31/96 

Worst 

2-week 
change 

Change 
since 
12/31/96 

Telephone 

6.2% 

0.1% 

Precious  metals 

-4.6% 

-3.2% 

Real  estate 

4.4 

0.6 

Oilfield  services 

-4.0 

-0.1 

Household  products 

3.5 

-0.3 

Retail 

-2.9 

-1.5 

Motor  vehicles 

3.4 

1.9 

Photographic,  optical 

-2.6 

-2.0 

Consumer  durables 

3.0 

3.2 

Liquor 

-2.5 

3.6 

Best 

Price 

2-week 
change 

1997 
EPS' 

Worst 

Price 

2-week 
change 

1997 
EPS' 

Home  Beneficial 

38  Vs 

30% 

$2.35 

American  Eagle  Outfitters 

9lA 

-43% 

$1.20 

Interneuron  Pharmaceutical 

28 

27 

-1.07 

FileNet 

23 

-29 

2.02 

Executive  Telecard 

7% 

26 

NA 

CompUSA 

15 

-28 

0.89 

Vivus 

41  % 

26 

-0.39 

Matrix  Pharmaceutical 

6 

-27 

-1.42 

National  Media 

7Vb 

24 

0.80 

Computer  Associates 

463/8 

-25 

3.04 

Sources:  Value  Line  via  OneSource  Information  Services; 
IBES  Express. 

Note:  Data  for  period  ending  1/3/97.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S. 
markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth. 
Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnmgs  ratios.  3A  price-weighted  index  of  100  widely  followed  U.S.  technology 
stocks.  Base  value  =  50  (adjusted),  12/31/82.  "A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  6lndex  of  21  commodity 
futures.  'Source:  Knight-Ridder  Financial  Publishing.  'Estimate.  Source:  IBES  Express.  "Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi- 
industry  firms  have  proportional  contributions  in  two  or  more  groups.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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THE  FORBES/IBES  REPORT  ON  EARNINGS  FORECASTS 


S&P  300  P/E*  vs  Treasury  bond* 


*P/E  is  the  recent  price  of  the  S&P  500  divided  by 
estimated  earnings  over  the  next  12  months, 
tlnverted  yield  to  maturity  for  the  ten-year 
Treasury  bond. 


IBES  estimate  revisions  index 

S&P  500  estimate  increases  to  decreases 


Forecasting  the  S&P  500 


1.50 


1.00 


0.50 


1 


■ 1 

0.00  ^m 
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1995 


Year 

Estimated 
P/E 

%  change 
current  est 
vs  3  months  ago 

Expected 
year-to->-ear 
EPS  growth 

1995' 

19.5 

NA 

19.2% 

1996 

18.1 

-0.7% 

7.7  1 

1997 

15.9 

0.0 

14.0 

1997  estimates  for  IBES  industry  groups 

Rising  estimates  Falling  estimates 

natural  gas  aluminum  &  copper 

truck  mfg  .  medical  supplies 

semiconductors  /*™>.  precious  metals  ~ 

auto  mfg  maritime  shipping^ 

securities  brokerage  steel 

'Actual. 


BY  RONALD  BOONE  JR. 


During  the  fourth  quarter  of  last  year  Wall  Street  analysts 
cut  their  consensus  forecast  for  the  s&P  500  composite's 
1996  earnings  by  1%,  to  $40.62  per  s&P  share — a  bullish 
sign.  Joseph  Abbott  is  an  assistant  vice  president  at  New- 
York's  IBES  International,  Inc.,  which  tabulates  consensus 
earnings  forecasts  on  U.S.  corporations.  He  says  analysts 
typically  cut  their  s&r  forecasts  by  around  3%  in  the 
fourth  quarter.  "Corporate  earnings  are  coming  in 
strong,"  notes  Abbott.  Based  on  the  latest  forecast  for 
the  S&P  500,  1996  earnings  should  be  about  8%  higher 


than  they  were  in  1995. 

The  current  estimate  for  the  s&P  500's  1997  earninj 
is  $46.32  a  share,  which  represents  a  14%  gain  over  til 
current  estimate  for  1996.  At  that  level  of  profits,  the  s8J 
500  is  now  trading  at  16  times  year-ahead  earnings — m 
particularly  cheap  by  historical  standards. 

This  year  analysts  are  expecting  the  natural  gas  ar 
semiconductor  industries  to  post  big  earnings  gain 
Energy  prices  are  rising,  and  analysts  expect  semicondu 
tor  prices  to  firm  in  1997.  This  will  help  companies  su« 
as  Intel,  Microchip  Technology  and  Texas  Instruments 


Who's  hot 


Greatest  increase  in  estimates  over  the  past  three  months 


Company/industry 

1996 
EPS 

recent 

1997  EPS  estirnate- 
S-month  change 

P/E 

3-month 
price  change 

Reason 

Trico  Marine  Services/oilfield  services 

$1.46 

$2.58 

59% 

18 

43% 

Increase  in  rates,  utilization  &  fleet  size 

Cliffs  Drilling/oilfield  services 

1.98 

3.99 

42 

15 

67 

Increase  in  demand  for  offshore  drilling  platforms 

Parker  &  Parsley  Petrol/oil  &  gas  explor 

1.49 

1.69 

40 

21 

35 

Cost-cutting  &  higher  oil  &  gas  prices 

Paul  Harris  Stores/women's  apparel 

0.75 

1.06 

40 

16 

44 

Higher  sales  of  women's  casual  wear 

Devon  Energy/oil  &  gas  exploration 

1.32 

1.65 

39 

21 

33 

Acquisition  of  additional  onshore  oilfields 

Who's  not 

Greatest  decrease  in  estimates  over  the  past  three  months 

Company/industry 

1996 
EPS 

recent 

1997  EPS  estimate- 
S-month  change 

P/E 

3-month 
price  change 

Reason 

Champion  Intl/forest  &  paper  prods 

$1.47 

$1.38 

-40% 

32 

-2% 

Lower  prices'for  newsprint  &  paper  products 

Heritage  Media/broadcast  &  advtng 

0.58 

0.57 

-39 

20 

-36 

Lower  margins  at  direct  marketing  division 

ITI  Technologies/wireless  security  sys 

1.60 

1.30 

-34 

12 

-58 

Loss  of  orders  from  key  customer 

Komag/hard  disk  drive  components 

2.09 

2.22 

-30 

12 

3 

Slow  ramp-up  of  new  technology 

Garden  Ridge/home  furnishing  stores 

0.53 

0.66 

-30 

13 

-43 

Increased  competition  and  decrease  in  new  store  opening 

Note:  Data  for  period  10/3/96  through  1/2/97.  Listed  companies  have  a  market  capitalization  of  $100  million  or  more.  Earnings  projections  are  Wall  Street  consensus  estim; 
from  3,000  security  analysts  compiled  by  IBES  Inc.  NA:  Not  applicable. 
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The  New  L 
Forbes  Stock  *  ^ 


Market  Course 


If  you  have  any  interest  in  investing,  even  if  you  already  own  FORBES  Stock  Market 
Course,  you  will  want  to  own  this  new  thoroughly  updated  edition.  Find  out  about  the 
goals  of  today's  smart  investors  and  how  they  go  about  attaining  them. 

To  begin,  the  Course  deals  with  risk  as  a  prime  concern.  It  describes  the  level  of  risk  attached  to  various  investments  and  guides  you 
towards  your  own  "comfort  level"  of  risk  and  reward.  The  sample  portfolios  for  a  retirement  fund  or  to  fund  a  child's  education  show 
these  risk/ reward  factors  at  work. 

Then  there  is  the  issue  of  how  much  time  you  want  to  spend  on  your  investments.  The  Course  offers  a  choice.  The  active  investor 
attempts  to  beat  the  market  in  a  program  of  buying  low  and  selling  high.  Clearly,  this  requires  closer  attention  than  passive  investing 
I  where  stocks  are  bought  and  held  to  allow  dividends  and  appreciation  to  produce  a  return.  The  Course  will  give  you  an  understanding 
of  the  forces  that  drive  the  market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the  factors  affecting  the  prices  of 
individual  stocks.  It's  not  complicated  and  it  certainly  puts  you  in  better  control  of  your  investment  decisions. 

You  can  even  find  out  how  to  make  money  in  a  down  market.  The  Course  devotes  an  entire  section  to  bear  market  investing. 

You  can  enjoy  the  Course  as  a  straight  "read  through"  or  refer  to  individual  sections  as  you  need  them.  It  comes  in  a  handsome  sturdy 
:  binder  with  tabbed  pages  marking  each  of  its  16  sections.  The  text  is  generously  spaced  with  a  blank  page  facing  each  page  of  text  for 
I  making  notes. 

PARTIAL  LIST  OF  CONTENTS 

J  How  to  choose  a  broker  •  Broker  commissions  •  How  to  place  an  order  •  Sources  of  information  •  Market  patterns  (how  to  chart  stock 
[  market  movements)  •  Dollar-cost  averaging  •  Buying  on  margin  •  How  to  read  the  tape  •  The  Dow  theory  •  Indexes:  the  Dow,  the 
i  Russell  2000,  the  Wilshire  5000  •  Bonds  and  preferred  stocks  •  Derivatives  including  options  •  How  to  read  a  company's  financial 
i  statement  •  Mutual  funds 

ORDER  NOW 

The  new  FORBES  Stock  Market  Course  is  just  off  the  press.  Make  sure  you  are  among  the  first  to  own  it  by  sending  $89.50  (or  use 
your  credit  card)  with  the  form  below.  Priced  at  less  than  a  hundred  dollars,  the  Course  costs  far  less  than  investment  courses  at  local 
colleges  which  can  run  to  four  hundred  dollars  or  more.  Order  now.  Satisfaction  guaranteed  or  money  back. 


SPEC8AL  BONUS 


FORBES 


CHARpo^USINES^1! 
j^^j^gj^Vr Y  TREN 

ylmfSTKENT  T  E  R  M  S 

CORPORATE  BOND  YIELDS 


FORBES  STOCK  MARKET  COURSE 
ORDERFORM  AND  GUARANTEE 

Send  me  the  new  edition  of  FORBES  Stock  Market  Course  with  FORBES  80-year  Wall  Chart  of 
Business  and  Security  Trends  and  The  Glossary  of  Investment  Terms  as  a  bonus.  My  payment  of  $89.50 
(or  credit  card  details)  is  enclosed.  If  not  satisfied,  I  may  return  the  Course  within  ten  days  and  receive  a 
full  refund  or  credit. 

NAME   


PLEASE  PR1N  I 


ADDRESS. 


CITY 


STATE . 


ZIP. 


FOR  FASTER  SERVICE,  CALL  1-800-888-4525  EXT  705 

□  Check  for  $89.50  enclosed*     □  Charge  my  credit  card  DAmex  □  Mastercard  □  Visa 
Name:  


Number: 


Exp.  Date: 


*  Buyers  in  New  York  City  .idd  X  1/4%  sales  tax-  other  N.Y.,  ('a.  and  III.  as  required  b\  law.  i~- 
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PORTFOLIO  STRATEGY 

Decoupling 


BY  KENNETH  L  FISHER 


Kenneth  L.  Fisher 
is  a  Woodside,  Calif.  - 
based  money  manager. 
His  third  book  is  100 
Minds  that  Made  the 
Market. 


My  Dec.  30,  1996  column  got  one  very 
strong  reaction.  Several  readers  wrote, 
"Fisher,  if  you  think  U.S.  stocks  will  soon 
enter  a  bear  market,  you're  a  fool  to  think  for- 
eign stocks  won't  suffer  similarly." 

You  can  call  me  a  fool  for  not  accepting  the 
common  wisdom  that  markets  move  in  sync, 
but  I  stick  to  my  guns.  I  continue  to  expect 
rising  stock  prices  in  Europe  and  Japan  in 
1997.  And  a  bear  market  here.  Major  foreign 
stocks  can  rise  10%  to  20%.  U.S.  stocks  may 
drop  5%  to  10%,  and  more  in  1998. 

No,  I  haven't  sold  my  big,  high-quality 
U.S.  stocks,  but  the  end  is  nigh.  And  then?  A 
classic  bear  market — of  an  ilk  many  40-year- 
olds  have  never  felt. 

But  back  to  that  question  about  markets 
moving  in  sync.  Yes,  global  equity  markets 
have  been  getting  more  closely  correlated  in 
the  last  few  years.  But  that  comes  and  goes. 
Over  the  long  sweep  our  linkage  with  overseas 
markets  has  varied  from  very  high  to  very  low 
about  every  four  years  on  average.  I  expect 
our  market  to  soon  decouple  from  the  rest  of 
the  Western  world.  It  will  be  like  when  the 
Japanese  market  had  a  resounding  crash  after 
1989,  dropping  60%,  but  the  U.S.  market  just 
went  up  and  up.  Now  I  think  it's  the  U.S.' 
turn  to  take  a  beating. 

Why?  I  expect  our  interest  rates  to  rise  in 
1997.  Grumpy  Greenspan  will  get  grumpier 
and  can  tighten  without  fear  of  upsetting  a 
White  House  that  doesn't  have  to  run  for  re- 
election. But  in  spite  of  higher  interest  rates 
the  hundreds  of  billions  of  dollars  of  newly 
printed  foreign  money  that  flooded  into  our 


I  continue  to  expect  rising 
stock  prices  in  Europe  and 
Japan  in  1997  and  a  bear 
market  here. 


financial  markets  will  return  home  to  be 
deployed  in  their  "main  street"  activities  as  I 
first  detailed  July  15,  1996. 

Meanwhile,  our  politics  will  trend  ugly. 
They  always  do  in  the  first  year  of  a  Presi- 
dent's term.  We  haven't  seen  the  last  of  the 
Clinton  Administration  scandals.  As  specula- 


tion turns  to  desperation,  our  bull  market  will 
keep  acting  badly,  roll  over,  and  finally  we 
will  get  a  rather  normal  recession. 

Meanwhile,  overseas  looks  great.  After  years 
of  severe  monetary  austerity  and  the  weak 
economy  and  belt-tightening  that  goes  with 
it,  Europe  is  now  showing  signs  of  life.  Japan 
will  soon.  That  will  be  reinforced  by  all  that 
newly  created  money  they  parked  here  in 
1996  going  home  to  work.  Still,  they  all  keep 
printing  money. 

In  December  alone,  interest  rates  were  cut 
in  Australia,  France,  Italy,  Portugal,  Spain  and 
Sweden.  Japan  cut  its  prime  rate  to  2.5%.  In 
Germany,  reserve  requirements  were  loos- 
ened. Not  only  are  rates  lower  abroad  than 
here,  yield  curves  are  steeply  upward-sloping, 
with  typically  more  than  a  3.5%  spread 
between  short-term  and  long-term  interest 
rates.  Bully  for  them.  Our  yield  curve  is  much 
flatter.  Eight  times  out  of  ten  it  is  smart  to 
have  your  money  where  rates  are  lower  and 
yield  curves  are  steeper. 

Monetary  policy  works,  but  with  a  lag,  and 
because  of  this  lag  a  lot  of  the  foreign  money 
took  a  sojourn  in  the  U.S.  When  it  goes  home, 
as  it  will  when  foreign  economies  recover,  it 
will  strangle  us,  pushing  us  into  recession.  This 
is  going  to  be  one  of  those  times  when  U.S. 
markets  and  foreign  markets  decouple. 

Getting  specific  about  foreign  stocks,  I  like 
ADRs  of  automakers  Nissan  (12,  nsany)  and 
Fiat  (15,  fia).  Fiat  is  down  to  one-third  of  its 
1989  price.  Forecasters  see  a  drop  in  Italian 
and  French  auto  sales  this  year.  Don't  believe 
it.  Fiat  will  double  by  2000.  It  sells  for  20%  of 
revenue,  a  p/e  of  20  and  90%  of  book  value. 
Nissan  is  down  almost  as  much  since  1989, 
and  almost  as  cheap.  Buy  both. 

Also  appealing  are  phone  companies  like 
Tele  Danmark  (28,  tld),  which  dominates 
Denmark.  It  sells  for  6  times  earnings,  1.3 
times  book  value  and  has  a  5%  dividend  yield. 
Telefonica  Espana  (69,  TEF)  has  a  similar  dom- 
inance in  Spain  and  sells  for  1 .6  times  book 
value,  15  times  earnings  and  has  a  3.2%  divi- 
dend yield.  Both  can  rise  25%  easily. 

Finally,  Amcor  (25,  amcry)  is  one  of  the 
world's  largest  food-packaging  firms,  includ- 
ing cans,  paper  and  plastic.  It  is  also  Kleenex, 
Huggies  and  Kotex  in  Australia.  Selling  at 
90%  of  revenue,  1.7  times  book  value,  a  p/e 
of  15  and  with  a  dividend  yield  of  5.05%,  I 
expect  to  see  a  price  of  40.  ■ 
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VIEWPOINT 


Commerzbank's  focus  on  German 
and  European  economic  issues 


in  fact  happened  in  1988-90. 

In  early  1997,  though,  busi- 
ness investment  will  scarcely  be 
higher  in  real  terms  than  it  was 
four  years  ago  in  the  cyclical 
trough.  But  this  is  not  merely  a 
reflection  of  Germany's  struc- 
tural weaknesses.  It  is  also  the 
result  of  over-investment  during 
the  so-called  unification  boom  in 
1991/92,  the  effects  of  currency 
appreciation  and  wage  increases 
in  1995  and  the  ongoing  debate 


growth  in  private  consumption 
will  again  be  limited. 

The  structural  adjustment  in 
the  construction  sector  will  be  an 
additional  brake  on  growth.  After 
last  year's  sizeable  drop  in  west- 
ern German  residential  construc- 
tion, 1997  should  see  a  signifi- 
cant downward  movement  in 
eastern  Germany,  with  changes 
in  the  subsidization  of  housing  a 
major  factor  in  both  instances. 
As  outlays  by  the  public  sector 


Economic  outlook  for  Germany 

at  1991  prices;  percentage  change  on  year 


1997:  a  year  of 
transition  for  the 
German  economy 


The  financial  markets  have  not  yet  fully  realized  that  Germany's 
phase  of  slow  growth  is  over.  In  both  the  second  and  third 
quarters  of  1996,  real  GDP  grew  at  an  annualized  rate  of 
around  4%.  Even  though  growth  will  be  only  about  2%  this 
winter  and  will  not  be  much  higher  as  the  year  progresses, 
the  upswing  is  on  track  again.  However,  a  closer  look  at  the 
GDP  data  reveals  a  heavy  reliance  on  foreign  demand.  Even 
in  the  fourth  year  after  the  economy  emerged  from  its  cyc- 
lical trough,  domestic  demand  in  general,  and  fixed  capital 
formation  in  particular,  will  lack  momentum.  This  means 
that  the  upswing  is  vulnerable  to  external  shocks  and  the 
outlook  for  the  labour  market  is  still  gloomy. 


Why  is  domestic  demand 
weak?  In  a  textbook  version,  the 
upswing  might  start  with  rising 
foreign  demand,  which  in  the 
second  year  boosts  business 
investment;  the  production  of 
exports  and  capital  goods  creates 
new  jobs,  raising  the  disposable 
income  of  private  households.  As 
private  consumption  grows  in 
the  third  year  -  providing  busi- 
ness investment  with  an  addi- 
tional stimulus  -  the  upswing  is 
broadly-based  and  strong,  pro- 


International  presence: 

Almaty,  Amsterdam, 
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Bombay,  Bratislava,  Brussels, 
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Dublin,  Geneva,  Gibraltar, 
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burg, Kiev,  Labuan,  London, 
Los  Angeles,  Luxembourg, 
Madrid,  Manama,  Mexico  City, 
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Indicator 

19961' 

1997 

Private  consumption 

1.5 

1.8 

Government  consumption 

3.1 

1.3 

Machinery  and  equipment 

1.7 

5.8 

Construction 

-3.8 

0.0 

Domestic  demand 

1.0 

2.0 

Exports 

3.8 

5.5 

Imports 

2.2 

3.5 

Gross  Domestic  Product 

1.2 

2.5 

Consumer  prices 

1.5 

1.8 

Employed2' 

34.55 

34.60 

Unemployed2' 

3.97 

4.05 

V  for  GDP  and  components:  January-September;  2)  in  millions 


on  fiscal  consolidation,  which  fos- 
ters a  wait-and-see  attitude  on 
the  part  of  private  investors.  All 
these  factors  should  lose  in  sig- 
nificance in  the  course  of  1997, 
especially  if  pay  settlements  are 
roughly  in  line  with  those  con- 
cluded in  1996.  As  other  funda- 
mentals for  private  investments 
-  in  particular  corporate  profits  - 
have  improved  considerably,  a  re- 
covery of  business  investment  in 
1997  is  a  highly  probable  outcome. 

Unfortunately,  private  house- 
holds will  not  immediately  bene- 
fit from  this  improvement.  A  sec- 
ond wave  of  corporate  restructur- 
ing is  leading  to  additional  job 
losses.  In  German  manufactur- 
ing, for  example,  employment 
will  continue  to  fall  in  1997, 
albeit  at  a  slower  pace.  Incomes 
will  be  further  eroded  by  massive 
rises  in  social-security  contribu- 
tions. In  real  terms,  disposable 
income  will  increase  at  most  by 


will  decline  further,  construction 
investment,  which  accounts  for 
13%  of  GDP,  will  not  contribute 
to  growth  in  1997. 

All  in  all,  Germany's  GDP  will 
grow  by  around  2i4%  in  1997 
with  no  major  differences 
between  east  and  west.  Never- 
theless, the  signs  are  quite  en- 
couraging that,  from  1998  on- 
wards, we  might  see  a  return  to 
the  dynamism  which  character- 
ized the  end  of  the  1980s.  Once 
this  is  recognized  by  the  finan- 
cial markets,  current  views  on 
the  medium-term  outlook  for 
inflation,  money-market  rates 
and  long-term  rates  will  have  to 
be  revised  markedly. 

For  more  information  about 
Commerzbank's  broad  scope 
of  research  capabilities  and 
financial  services,  just  con- 
tact the  bank's  head  office 
in  Frankfurt. 
Fax  +496913  62-98  05 


COM MERZ BANK  SOL 

German  know-how  in  global  finance 


STOCK  TRENDS 


Another 
good  year 
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BY  USZLO  BIRINYI  JR. 


Laszlo  Birinyi  Jr.  is 
president  of 
Birinyi  Associates, ; 
Greenwich,  Conn.- 
based  financial 
consulting  firm. 


At  the  beginning  of  a  new  year  Forbes  asks 
me  to  review  my  record  for  the  past  year. 
Let's  begin  with  the  victories:  My  May  20 
column  recommended  IBM  when  it  was  107. 
While  my  target  was  then  147  and  somewhat 
conservative,  my  advice  was  months  and 
many  dollars  ahead  of  where  the  stock  caught 
Wall  Street's  fancy. 

Wells  Fargo  has  been  a  mainstay  of  this 
page.  For  five  years  I  have  recommended  it, 
and  half  my  columns  last  year  recommended 
it.  Wells  Fargo  has  gone  up  over  200  points 
but  I  see  it  going  higher  still.  My  Philip 
Morris  recommendation  on  May  20  was 
within  several  points  of  the  stock's  low.  It 
went  to  105  in  the  summer  before  coming 
back  to  the  low  90s  at  summer's  end.  I  reiter- 
ated a  positive  view  on  the  stock  ( Sept.  9)  and 
noted  rjr,  which  had  a  higher  yield.  Both 
stocks  have  since  outperformed  the  market 
and  paid  handsome  dividends. 

I  am  becoming  more  positive  and 
believe  that  another  year  of 
double-digit  gains  is  "doable." 


Speaking  of  dividends,  the  payments  gener- 
ated by  Bankers  Trust  caught  my  eye  begin- 
ning in  midsummer  and  the  stock  has  gone 
from  76  to  86,  not  in  the  same  league  as  some 
of  the  technology  names,  but  the  stock  made 
money  for  you  and  should  not  have  kept  you 
up  at  night. 

Earlier  in  the  year  I  wrote  that  investors 
might  wade  (as  opposed  to  plunge)  into  select 
oils  with  small  positions  in  Exxon,  Chevron 
and  British  Petroleum.  I  wish  I  had  said 
"plunge."  All  have  outperformed,  even 
excluding  dividends.  I  should  have  advised 
more  aggressive  buying. 

Two  of  the  trades  I  recommended  in 
October  showed  nice  gains.  Dean  Witter 
went  from  57  to  66;  Texas  Instruments  is 
now  66,  up  from  the  49  level.  But  Federal 
Express  has  treaded  water  and  remains  in 
the  low  40s. 

The  bad  news?  Overall  I  was  too  conserva- 


tive on  the  market  as  I  was  looking  for  only  a 
6%  to  8%  move.  I  was  too  cautious  after  the 
July  market  dip,  guessing  that  a  sideways 
movement  was  likely  to  follow. 

One  group  on  which  I  stubbed  my  toe  was 
the  regional  telephone  companies.  With  divi- 
dends you  might  be  even  on  the  year  but  cer- 
tainly well  behind  the  market.  And  I  admit  to 
having  said  a  kind  word  about  gold  in  a 
March  column  that  I  have  since  conveniently 
misplaced. 

Looking  overseas,  I  wrote  in  early  Decem- 
ber that  foreign  markets  did  not  intrigue  me. 
Given  that  there  are — by  my  count — 115  for- 
eign markets,  several  undoubtedly  will  perform 
splendidly  (Turkey  is  one  that  I  hear  about 
repeatedly)  but  I  still  wouldn't  venture  into 
broad-based  international  or  global  funds. 

So  much  for  the  past.  What  about  1997?  I 
am  becoming  more  positive  and  believe  that 
another  year  of  double-digit  gains  is,  as  the 
current  phrase  goes,  "doable."  As  I  review 
the  year-end  comments,  I  am  surprised  at 
how  much  caution  exists — and  that's  bullish 
for  stocks. 

One  comment  that  comes  up  over  and  over 
again  is  that  three  strong  years  in  a  row  would 
be  without  precedent.  But  several  years  ago, 
the  same  data  sources  told  us  that  the  Nineties 
could  not  equal,  approach  or  in  any  way  be 
reminiscent  of  the  Eighties.  So  far  they  are 
right — this  decade  has  been  better  than  the 
preceding  one. 

So  I  look  for  a  strong  1997  stock  market 
driven  by  an  uptick  in  economic  growth. 
While  the  Fed  may  tighten  somewhat  to  keep 
it  in  check,  the  market  will  react  only  modest- 
ly and  then  go  higher. 

Banks  will  continue  to  do  better,  so  here 
we  go  again:  Wells  Fargo  (273),  Citicorp 
(104)  and  Bankers  Trust  (85)  are  names  you 
should  own  along  with  one  regional,  US 
Bancorp  (45).. 

The  stronger  economy  will  eventually  ben- 
efit Georgia-Pacific  (74)  in  the  papers  and 
USX  U.S.  Steel  Group  (32)  in  the  steels.  Keep 
your  drugs,  semiconductors  and  computers. 
Don't  get  into  the  small  stocks  because  the 
fuel  for  a  rising  market  will  continue  to  be 
mutual  funds,  and  the  larger  funds  will  look 
for  larger  stocks.  M 
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Forbes    Trinchera  Ranch 


Bring  The  Level  Of  Your  Next 
Meeting  To  New  Heights. 


You  get  a  different  perspective  from  up 
here,  high  in  the  Southern  Rockies  of 
Colorado.You're  in  the  midst  of  250  magnifi- 
cent square  miles  known  as  Forbes  Trinchera- 
the  perfect  getaway  from  the  stresses  of  the 
corporate  world. 

Your  accommodations,  which  include  an 
experienced  professional  staff  of  fifty,  fit  per- 
fectly into  the  natural  setting  of  this  property. 

Here,  you're  surrounded  by  majestic  beau- 
ty. Lofty  peaks  scrape  the  blue  Colorado  sky- 
the  highest  reaching  14,345  feet. 

The  air  is  so  clear,  fresh  and  clean  that  you 
feel  invigorated,  revitalized  and  re-generated. 


You  will  accomplish  much  more  at  your  meet- 
ings. 

And  after  work,  there's  play.  More  than 
forty  miles  of  trout  filled  streams.  Miles  of 
trails  to  hike  on  and  discover.  Skeet  shooting. 
Horseback  riding.  And  you're  not  that  far 
from  a  challenging  golf  course. 

Let  our  altitude  give  your  next  meeting  a 
fresher  attitude.  If  you'd  like  a  closer  look,  call 
1-800-FORBES-5. 

Forbes  Trinchera  Ranch 

A  Forbes  Executive  Retreat 


STOCK  TRENDS 


How  to 
sleep  well 


BY  R.S.  SALOMON  JR. 


R.S.  Salomon  Jr.  is 
principal  and  founder 
of  Stamford, 
Conn.-based 
STI  Management. 
Research  assistant: 
Deborah  H.  Tarasow. 


What  should  the  individual  investor  do 
about  all  of  the  following  concerns  that  have 
surfaced  recently? 

■  The  first  year  of  a  new  presidential  term  is 
historically  the  worst  for  stocks. 

■  The  valuation  of  the  overall  stock  market  is 
near  record  high  levels,  based  on  earnings, 
dividends  and  book  value. 

■  A  number  of  well-known  equity  market 
strategists  are  predicting  a  stock  market 
decline  of  anywhere  from  10%  to  30%. 

■  It  has  now  been  more  than  six  years  since 
there  has  been  a  general  market  correction  of 
10%  or  more. 

■  Profit  growth  will  be  more  subdued  this 
year,  producing  earnings  disappointments. 

■  Alan  Greenspan  reflects  publicly  on  the 
"irrational  exuberance"  of  the  stock  market. 

■  The  quality  of  the  new  issues  coming  to  the 
equity  market  has  deteriorated  as  the  supply 
has  increased  to  record  levels. 

■  Fears  that  Japanese  investors  will  abandon 
their  enormous  holdings  of  U.S.  securities. 

I  don't  know  when  a  meaningful  market 
correction  is  going  to  occur,  whether  from 
some  combination  of  the  above  circumstances 
or  others.  What  I  do  know  is  that  a  correction 
is  not  likely  to  occur  when  lots  of  folks  are 
expecting  it.  The  above  list  of  worries  is  fairly 
widely  understood  and,  therefore,  most  likely 
already  discounted  in  the  market. 

To  succeed  at  market  timing  you 
must  be  right,  not  once  but 
twice:  Tou  must  pick  the  right 
time  to  get  out  and  the  right 
time  to  get  back  in. 


My  advice  is  to  resist  the  temptation  to  time 
the  market  by  going  to  cash.  To  succeed  at 
market  timing  you  must  be  right  not  once  but 
twice:  You  must  pick  the  right  time  to  get  out 
and  the  right  time  to  get  back  in.  If  you  are 
right  on  one  but  not  the  other,  it  will  avail 
you  nothing. 

So,  instead  of  retreating  to  cash,  protect 


yourself  by  improving  the  quality  and  con- 
struction of  your  portfolio.  Build  a  house  of 
stocks  that  can  withstand  shocks.  Concentrate 
it  in  stocks  with  strong  fundamentals  and  rea- 
sonable valuations. 

Technology  is  an  area  in  which  excesses 
abound  and  I  would  advise  caution.  Everyone 
wants  to  own  Intel,  Microsoft  and  IBM,  whose 
combined  valuations  now  exceed  $300  bil- 
lion, when  a  year  ago  they  summed  to  only 
$140  billion.  These  are  three  great  companies, 
but  can  this  be  the  right  time  to  pile  in?  Most 
probably,  not. 

An  example  of  tech  stocks  to  avoid  is  Zitel, 
one  of  so-called  millennium  stocks  that  are 
going  to  solve  the  year  2000  problem  that 
exists  in  most  computers.  This  stock  is  up 
from  4  to  47  in  the  past  year  and  currently 
sells  at  170  times  trailing  earnings  and  at  an 
astounding  35  times  sales. 

Where  should  you  focus  your  investments? 
In  the  finest  of  the  financial  services  sector — a 
few  banks,  some  insurance  stocks  and  a  thrift 
or  two,  and  maybe  even  a  securities  broker. 
My  list  today  would  include  Mellon  Bank 
(72),  Banc  One  (44),  A.H.  Ahmanson  (33), 
Executive  Risk  (37)  and  tig  (33). 

In  the  financial  sector  the  stock  that  looks 
like  the  best  value  to  me  today  is  my  namesake 
and  former  employer  Salomon  Inc.  (47).  The 
valuation  of  the  stock  still  reflects  many  of  the 
problems  of  the  past,  while  the  company  has 
made  great  strides  in  rebuilding  its  manage- 
ment and  repairing  its  damaged  franchise. 

Why  do  I  favor  financial  stocks?  With  multi- 
ples of  10  and  11  times  earnings,  and  interest 
rates  falling,  these  stocks  can  secure  you  a 
solid  refuge  against  the  things  that  worry 
investors. 

Who's  afraid  of  the  big  bad  bear?  Not  me. 
Not  in  a  solidly  constructed  portfolio.  Any 
setback  or  market  correction  will  certainly 
cause  our  STI  Management  portfolios  to 
decline  because  no  investment  management 
or  technique  can  deliver  gains  all  the  time. 
An  investor  who  can  earn  the  equity  market 
return  plus  two  additional  percentage  points 
for  effective  stock  selection  is  doing  ex- 
tremely well.  Trying  to  time  precisely  for 
bull  and  bear  markets  will  not  deliver  that 
kind  of  return.  Hi 
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Larry  the  tortoise, 
Warren  the  hare 


BY  MARTIN  SOSNOFF 


Martin  Sosnoff  is  chief 
investment  officer  of 
Atalanta/Sosnoff  Capital 
in  New  York  and  author 
of  Silent  Investor, 
Silent  Loser. 


Warren  Buffett  has  racked  up  another  big 
year,  thanks  to  Coca-Cola  and  Gillette, 
which  have  led  the  roily  1996  market.  But 
early  in  1996  I  wrote  that  the  premium  for 
Warren  Buffett  had  peaked,  and,  like  a  great 
'61  Bordeaux,  his  chart  was  destined  to  flat- 
ten and  arc  gently  southward. 

Well,  it's  happening.  Berkshire  Hathaway 
peaked  near  $38,000  a  share  at  better  than 
2lA  times  net  asset  value.  Today  the  stock 
ticks  at  $33,000,  below  2  times  net  asset 
value.  My  gut  tells  me  the  premium  for 
Buffett  is  headed  toward  1.5  times  book  by 
the  millennium.  Berkshire  Hathaway  as  a 
stock  is  up  less  than  3%  in  a  market  showing 
21%  appreciation. 

Believe  me,  I'm  not  knocking  Buffett.  He 
spent  $2.3  billion  to  take  Geico  private.  The 
insurance  outfit  is  earning  at  the  rate  of 
$600  million  per  annum,  while  Buffett's  cost 
for  buying  half  of  Geico  in  1980  is  $45  mil- 
lion. He  now  owns  a  first-class  personal  lines 
underwriter  at  an  effective  cost  of  four  times 
present  earning  power.  A  comparable  proper- 
ty would  be  capitalized  at  15  times  earnings. 
Even  Consumer  Reports  likes  Geico's  rates. 

The  willingness  to  spend  serious  money 
for  operating  entities  is  a  clear  departure  for 
Buffett.  His  jewelry  and  furniture  chains,  the 
Buffalo  newspaper,  the  shoes  and  vacuum 
cleaners  bring  in  maybe  $160  million  in 
earning  power,  petty  cash  on  a  $21  billion 
equity  base.  But  the  pending  closing  on  the 
acquisition  of  FlightSafety  is  a  $1.5  billion 
deal.  Altogether,  Buffett's  operating  compa- 
nies, inclusive  of  Geico,  could  earn  close  to  a 
billion  in  1997.  brk  is  becoming  less  an 
investment  company  and  more  an  operating 
business. 

Let's  parse  the  equity  portfolio,  now 
worth  $25  billion.  Over  $15  billion  rests  in 
Disney,  Coke  and  Gillette,  three  of  the  most 
pricey  stocks  on  the  Big  Board.  KO  and 
Gillette  are  selling,  let's  be  optimistic,  at  29 
times  forward  12 -months'  earning  power. 
Neither  is  likely  to  grow  earnings  at  more 
than  15%  per  annum.  Disney  overpaid  badly 
for  Cap  Cities  Broadcasting  but  is  having  a 
great  film  run  and  good  theme  park  atten- 


dance. Disney's  a  high-teens  grower  with 
some  cyclical  variance  selling  at  a  big 
premium  to  the  market,  26  times  estimated 
1997  results. 

If  the  market  continues  to  favor  growth 
stocks  in  a  meandering  economic  scenario 
for  1997,  Buffett  will  do  fine.  The  rest  of  the 
portfolio  rests  mainly  in  interest-sensitive 
properties — Amex,  Freddie  Mac  and  Wells 
Fargo.  Barring  a  recession,  they  will  grow 
earnings.  The  only  macro  economic  change, 
a  zippy  economic  setting,  would  see  money 
leave  the  Cokes  of  the  world,  moving  back 
into  cyclicals — autos,  papers,  retailers  et  al. 

In  other  words,  I  like  Buffett's  portfolio 
in  the  present  economic  setting,  but  the 
$10  billion  in  soda  water  is  too  rich  for 
my  blood. 

Alas,  Buffett  is  a  prisoner  of  his  past  suc- 
cesses. There  is  $11  billion  in  unrealized 
appreciation  on  the  balance  sheet  and  over 
$6  billion  in  deferred  income  taxes.  Do  you 
sell  Coca-Cola  and  Gillette,  about  $14  bil- 
lion in  asset  value,  to  buy  operating  compa- 
nies? Don't  even  think  of  it!  The  tax  bill  is 
several  billion.  If  I  thought  the  cap  gains  tax 
cut  was  likely  to  pass  Congress  or  that  index- 
ing was  coming,  I  would  buy  BRK  in  a  flash. 
This  is  a  long  shot  I  wouldn't  bet  $2  on. 

So,  as  I  wrote  in  my  July  29,  1996  col- 
umn, I'll  still  take  Larry  Tisch's  Loews  over 
brk.  Loews  controls  a  major  insurance  prop- 
erty, cna,  but  here  the  similarities  end.  Tisch 
stuck  risk-adverse  throughout  this  cycle, 
heavy  in  bonds,  very  little  in  equities,  and 
instead  of  Coca-Cola  owns  Lorillard,  on  the 
books  at  $600  million,  earning  at  the  rate  of 
$400  million,  which  is  pure  cash  flow. 

Berkshire  Hathaway 
as  a  stock  is  up  less 
than  3%  in  a  market 
showing  21%  appreciation. 


Unlike  Buffett,  Tisch  likes  to  harvest  his 
gains,  billions  on  his  CBS  and  Diamond 
Offshore  Drilling.  Loews  as  a  stock  sells 
close  to  net  asset  value.  Berkshire  Hathaway 
as  a  stock  left  Loews  in  the  dust  for  several 
years,  but  1996  was  different.  Loews  is 
flirting  in  new  high  ground  after  underper- 
forming  during  1994  and  1995  and  most 
of  1996. 

If  1997  is  the  year  bonds  outperform 
stocks  (my  call),  Loews  will  do  well.  Tisch  is 
committed  to  stock  buybacks  at  a  price. 
Sometimes,  the  tortoise  beats  the  hare.  ■ 


Forbes  ■  January  27,  1997 


131 


COLLECTORS 


EDITED  BY  WILLIAM  G.  FLANAGAN 


({1  had  to  be 
ahead  of  the  curve" 

On  a  shoestring  budget,  a  sharp-eyed  Seattle  economist  put  together 
one  of  the  world's  most  important  collections  of  photographic  prints. 


By  Doris  Athineos 

Joseph  Monsen  began  collecting 
photographs  in  the  early  1960s, 
before  dealers  were  even  around  to 
sell  them.  "I  wasn't  very  rich  so  I  had 
to  be  ahead  of  the  curve,"  jokes 
Monsen,  now  65,  a  retired  econom- 
ics professor  at  the  University  of 
Washington  Business  School.  Today 
Monsen's  over  2,000  prints  span  160 
years  of  photography  and  constitute 
one  of  the  best  private  collections  in 
the  country. 

Monsen  had  to  scrounge  for 
images.  "I  had  to  buy  directly  from 
artists  or  sometimes  bookstores,"  he 
says.  In  1970,  in  a  San  Francisco 
bookstore,  Monsen  snapped  up  an 


1867  print  of  Yosemite  by  photogra- 
phy pioneer  Eadweard  Muybridge, 
for  about  $100.  It's  now  worth 
about  $25,000. 

At  a  Vancouver  art  gallery  in  the 
early  1970s  Monsen  picked  up  an 
1843  print,"St.  John's  Bridge,"  by 
William  Henry  Fox  Talbot,  for  about 
$100.  Current  value:  $35,000. 
(Talbot  invented  the  photo  negative, 
which  allowed  for  multiple  prints.) 

About  20  years  ago  in  New  York, 
Monsen  bought  a  print  of  St.  Peter's 
in  Rome  for  about  $100.  What 
caught  his  eye  was  the  unknown  pho- 
tographer's ability  to  focus  on  both 
background  and  foreground  simulta- 


neously, rare  in  1860,  when  the  print 
was  made.  A  few  years  later  an  iden- 
tical print  was  on  an  exhibition  cata- 
log cover.  "That's  how  I  discovered 
the  photographer's  name — Robert 
MacPherson,"  he  says. 

Monsen  is  not  just  a  lucky  collec- 
tor who  caught  a  trend  early.  There 
has  always  been  a  theme  to  his  col- 
lecting: the  evolution  of  photography 
as  an  art  form.  He  is  interested  only 
in  prints  that  represent  artistic  or 
technical  breakthroughs,  and  that  do 
not  exist  in  large  numbers.  "I  follow 
the  history  of  ideas  in  photography," 
says  Monsen,  who  retired  from  teach- 
ing a  decade  ago  to  collect  full  time. 


Pioneer  photo  collector  Joseph  Monsen  in  his  Seattle  home 
"I  follow  the  history  of  ideas  in  photography." 


Self-portrait  by  Lucas  Samaras,  1973 

The  artist  doctored  the  Polaroid  before  it  dried. 
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One  technological  first:  Monsen 
has  the  first  known  photograph  of 
clouds,  taken  by  Gustave  Le  Gray  in 
1856.  "To  get  both  landscape  and 
clouds  was  a  trick  because  film  was  so 
slow,"  explains  Monsen. 

He  also  has  prints  from  Muy- 
bridge's  famous  "Horse  in  Motion" 
series,  made  in  1878.  They  show  four 
iegs  of  a  horse  in  the  air  simultane- 
ously— disproving  the  conventional 
wisdom  that  horses  always  had  at 
least  one  foot  on  the  ground  when 
galloping.  That  photographic  series 
launched  the  motion  picture  industry. 

Monsen's  collection  includes  the 
1973  self-portrait  of  artist  Lucas 
Samaras.  The  artist  took  a  Polaroid  of 
himself,  then  stirred  the  emulsion  on 
the  print  before  it  dried,  adding  a 
painterly  touch  to  his  photo. 

One  of  Monsen's  newest  additions 
is  a  6-foot  print  of  a  tall,  naked 
woman  descending  a  staircase  (see 
photo,  p.  132).  It  hangs  in  the  foyer  of 
his  Capitol  Hill  home  in  Seatde  over- 
looking the  Cascade  Mountains.  The 
photo  was  shot  in  1992  by  contem- 
porary German  painter  Gerhard 
Richter,  who  snapped  his  wife, 
enlarged  the  photo  and  painted  the 
same  image  on  canvas.  "Artists  used 
cameras  like  sketch  pads  even  in  the 


Christopher  Bucklow's  self-portrait,  1993 
Something  old,  new,  borrowed  and  blue. 


19th  century,"  points  out  Monsen. 

One  such  painter  was  Eugene 
Delacroix,  who  paid  photographers 
to  shoot  clients  in  hard-to-hold 
poses.  Edgar  Degas  and  Alfred  Bier- 
stadt  were  also  shutterbugs.  One  of 
America's  greatest  painters,  Thomas 
Eakins  (1844-1916),  shot  rapid  mul- 
tiple exposures  of  pole-vaulters  to 
analyze  the  anatomy  of  movement. 

Even  abstract  artists  use  photo- 
graphic techniques.  Seven  years  ago 
Christopher  Bucklow  began  poking 
holes  through  tinfoil  backed  by  light- 
sensitive  paper,  then  exposed  the 
paper  to  the  sun.  "The  technique 
goes  back  to  the  earliest  days  of  pho- 
tography, but  the  images  look  high- 
tech," says  Associate  Curator  Ellen 
Handy  of  the  International  Center  of 
Photography  in  Manhattan.  Bucklow, 
a  former  print  curator  at  London's 
Victoria  and  Albert  Museum,  has  his 
work  in  museum  collections  around 
the  world,  as  well  as  in  Monsen's. 

What  makes  Monsen's  collection 
so  valuable  is  its  variety.  "Monsen's 
photographs  are  so  radically  different 
from  one  another,"  says  former  cura- 
tor Chris  Bruce,  who  organized  a 
show  of  Monsen's  collection  at  the 
University  of  Washington's  Henry 
Art  Gallery  two  years  ago.  The  prints 
span  works  from  Ansel  Adams  to 
Robert  Mapplethorpe. 

Monsen  doesn't  profess  to  like 


everything  he  collects.  "I'm  charting 
the  development  of  ideas  in  photog- 
raphy over  the  course  of  its  entire  his- 
tory," he  says,  admitting  he  finds 
some  of  the  works  ugly  "If  it's  really 
far-out,  my  wife  doesn't  want  me  to 
hang  it,"  says  Monsen.  To  keep  peace 
in  the  family,  he  complies. 

Today  museum  curators  come  to 
him  for  advice — and  to  curry  dona- 
tions. Over  the  years  he  has  given 
hundreds  of  works  to  museums 
around  the  country,  including  the 
Getty  in  Los  Angeles,  the  Metropol- 
itan in  New  York  and  Seattle's  Henry 
Art  Gallery. 

In  January  the  Henry  acquired 
300  photographs  from  Monsen  for 
$1.5  million,  bankrolled  by  Boeing 
Co.  See  them  when  the  Henry 
reopens  in  April. 

If  collecting  photographic  prints 
appeals  to  you,  Christie's  and  Sothe- 
by's stage  fall  and  spring  photography 
auctions  in  New  York.  However,  the 
London  branches  are  best  for  19th- 
century  material. 

For  inexpensive  19th-century  print 
albums,  browse  through  Swann  Gal- 
leries in  New  York.  Other  good 
sources  include  Hans  P.  Kraus  Jr. 
(212-794-2064)  in  New  York, 
Charles  Isaacs  Photographs  (610- 
827-9500)  in  Pennsylvania  and 
Fraenkel  Gallery  (415-981-2661 )  in 
San  Francisco.  '*'>.< 
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The  Rules''  girls 


BY  SUSAN  LEE 


Susan  Lee  is  a  senior 
editor  at  Forbes. 
E-mail  her  at 
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I  WAS  AT  MY  Barnes  &  Noble  bookstore,  drift- 
ing around  like  everybody  else,  when  I 
glimpsed  the  end  of  Western  civilization.  Two 
twentysomething  women,  cell  phones  peeking 
out  of  briefcases,  were  standing  like  statues. 
Rapt.  Reading  slowly  and  deliberately,  page 
after  page. 

Naturally  I  had  to  know  what  it  was  that 
mesmerized  them.  It  was  The  Rules,  by  Ellen 
Fein  and  Sherrie  Schneider.  You  know,  the 
book  that's  been  on  bestseller  lists  for  the 
past  several  months,  promising  that  you  can 
land  Mr.  Right  if  you  follow  its  35  "time- 
tested  secrets  for  capturing  his  heart."  Such 
as  confining  your  mouth  to  a  smile  con- 
figuration, keeping  your  eyelids  in  the  low- 
ered position  and  hanging  on  Mr.  Right's 
every  word. 

Oh  well,  Barnes  &  Noble — a  store  for  the 
masses.  I  zoomed  over  to  my  neighborhood 
book  boutique — a  reality  test,  I  thought, 
would  be  a  store  with  no  discounts,  home 
delivery  by  the  owner  and  a  display  of  art 
books  with  an  average  price  of  $120.  This 
would  be  where  the  urban  guerrilla  career 
girls,  the  trendsetters,  browse.  "Heh,  heh,"  1 
said  to  the  owner,  "tell  me,  who  is  buying 
this  book,  The  Hw/^?"  Her  eyebrows  shot  up. 
"Young  women  with  briefcases,"  she  said. 
"They  look  desperate.  Sometimes  they  buy 
several  copies  at  one  pop.  It's  the  damnedest 
thing." 

I  bought  a  copy  and  read  it.  It  really  was 
the  damnedest  thing. 

"Rules  girls" — as  they  are  annoyingly 
named — exhibit  behavior  that  is  demure  in 
the  extreme.  Say  they  go  to  a  party.  They  cir- 
cle the  room,  never  looking  at,  or  talking  to, 
target  guys.  When  a  guy  asks  for  a  Rules  girl's 
phone  number,  she  never  produces  her  busi- 
ness card  or  even  a  pen — too  aggressive. 

On  the  first  date,  Rules  girls  never  offer  to 
go  dutch  or  engage  in  more  than  a  casual 
smooch.  They  never  call  guys.  Never  accept  a 
date  for  Saturday  night  if  the  invite  comes 
after  Wednesday.  Always  are  the  first  to  end  a 
date.  Above  all,  Rules  girls  don't  move  in 
with  a  guy — or  even  leave  a  toothbrush  in  his 
bathroom — until  the  deposit  on  the  wedding 
reception  has  been  made. 

However  nostalgic  all  this  advice  may  make 
one  feel,  it  is  entirely  unrealistic.  Consider 


what's  been  happening  over  the  past  several 
decades. 

Girls  became  more  like  boys.  Instead  of 
getting  their  Mrs.  degrees  (as  it  was  quaintly 
put)  they  got  M.B.A.s  and  J.D.s.  They  got 
up  in  the  morning,  strapped  on  navy  blue 
suits,  did  lbos,  climbed  the  corporate  ladder 
and,  yes,  asked  boys  out.  The  Economist,  in 
an  essay  called  "Meet  Auntie  Sam,"  points 
out  that  Hollywood  has  depicted  girls  win- 
ning war  medals  (Meg  Ryan  in  Courage 
Under  Fire). 

While  girls  were  acting  more 
like  boys,  boys  began  acting  more 
like  girls,  even  getting  pregnant. 


While  girls  were  acting  more  like  boys, 
boys  began  acting  more  like  girls,  even  get- 
ting pregnant  (Arnold  Schwarzenegger  in 
Junior).  Boys  got  up  in  the  morning, 
strapped  on  aprons  and  prepared  breakfast. 
Their  eyes  brim  when  they  feel  your  pain  and 
they  let  girls  pay  for  dinner.  These  new  guys 
buy  perfume,  color  their  hair,  have  facials  and 
even  wear  girdles. 

Do  you  really  expect  them  to  know  what  to 
do  when  a  Rules  girl  acts  like  an  exaggerated 
June  Cleaver? 

The  hope  that  girlish  behavior  combining 
passivity  and  coyness  will  result  in  mating, 
depends  on  the  corollary  existence  of  boyish 
behavior  that  is  aggressive  and  interested. 
What  to  make,  then,  of  a  recent  issue  of 
Men's  Health,  the  hottest  new  guy's  magazine 
of  the  decade,  worried  over  the  stress  induced 
by  a  request  from  the  little  woman  for  a  roll 
in  the  hay. 

This  role  reversal  has  the  chatterheads  wor- 
ried. Well,  the  chatterheads  have  it  wrong. 
When  roles  are  reversed,  at  least  there  is  still 
one  group  engaged  in  hunting,  chasing  and 
capturing.  No,  the  real  trouble  comes  when 
girls  stop  acting  like  boys  and  start  acting  like 
girls  again.  What  happens  if  women  start  to 
follow  the  Rules  and  men  no  longer  know 
how  to  respond?  What  if  neither  sex  sends 
a  wink  across  a  crowded  room,  asks  for  a 
date,  or  returns  a  phone  call?  No  action, 
none  at  all. 

See  what  I  mean?  The  end  of  Western 
civilization,  for  sure.  WM 
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It  is  probably  the  finest  cigar 
H.  Upmann  has  ever  made. 

But  until  now,  only  one  person 

got  to  smoke  it. 


Until  now,  this  cigar  was  meticulously  crafted  exclusively  for  the  enjoyment  of  the  chairman  of  one 
of  America's  largest  business  empires.  $>  (And,  perhaps,  the  fortunate  few  who  make  up  his  inneV 
circle:)  <$  That  has  changed.  <$  Now,  a  limited  number  of  aficionados  can  enjoy  the  Chairman's 
Reserve.  <$  A  cigar  made  with  the  same  custom  blend  of  tobaccos  and  hand-crafted  quality  as 
our  chairman's.  $>  The  same  cigar.  <$  The  Chairman's  Reserve  is  priced  at  $20  and  down, 
depending  on  the  size  and  shape  you  choose.  It  is  an  experience  to  savor.  After  all,  our 
chairman  bought  the  company  to  get  this  cigar.  You  just  have  to  buy  the  cigar.  <$> 


AI 


LY  AVAILABLE  AT  ALFRED  DUNHILLl  NEW  YORK, 
.FRED  DUNHILL  DEPART^IStlT  AT  SaKS.JF IFTH  AvgflLJ 


,  Beverly  Hills,  San  Francisco,  Houston,  Costa  Mesa,  Boston  &  Honolulu  at  the  Sheraton  Moana  Suhfrider  Hotel.  Aiso 
New  York  &  Palm  Beach  &  at  London  Jewelers,  East  Hampton.  Or  call  Alfred  Dunhill  Catalogue  SfRviOEs:  , 1(800) 860-83627 


Forbes 


EDUCATIONAL  SERVICES 
University  Degrees 


V  cT  ketClassil 


M  MM 


Receive  Value  Line 
for  only  $^$55 

An  Introductory  subscription  to  The  Value  Line  Investment  Survey 

brings  you  the  2000-paRe  Investors  Reference  Library— Value  Line's  most  recent 
Ratings  and  Reports  on  1700  stocks  and  the  practical  guide  How  to  Inuest  in 
Common  Slocks.  You  will  also  receive  analyses  of  about  130  stocks  each  week  for  10 

weeks  for$5,ff$55.  Available  only  once  every  three  years  to  any  household. 
SPECIAL  BONUS:  With  your  subscription  you  will  receive  as  an  extra  bonus  J.K. 
LASSER'S  YOUR  INCOME  TAX  1997  with  •  expanded  personal  recordkeeper  •  tax 
organizer  •  worksheets  •  sample  forms  PLUS  •  free  update  supplement  with  forms 
for  filing  •  telephone  hotline  •  tax  tips  on  the  Internet.  The  winner  among  tax 
guides."  •  Smart  Money  (Retail  price  $14  95;  available  while  supplies  last.) 
Your  subscription  to  Value  Line  may  be  tax-deductible.  Consult  your  tax 
advisor.  Send  check  or  money  order  along  with  name,  address  and 
zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

(Ext.  2903-Dept.  916J27  American  Express,  MasterCard  or  Visa.  24  hours  a  day,  7  days 
a  week.  II  you  are  not  completely  satisfied  return  all  materials  in  good  condition  within  30 
days  from  the  start  of  your  subscription  lor  a  lull  refund  of  your  lee.  Allow  4  weeks  for 
delivery.  NY  residents  add  sales  tax.  Foreign  rates  upon  request. 

The  Value  Line  Investment  Survey® 

PO  Box  3988  New  York 
NY  10008-3988 


Free  Trial  Issue 

Fidelity 
Monitor 

Our  Growth  Model  is  up  410% 
for  the  10  years  ending  11/29/96. 

(800)  397-3094 

P.O.  Box  1270,  Rocklin,  CA  95677 

Annual  subscription:  $96/year.  We  are 
independent  of  Fidelity  Investments. 


FREE  U.S.  &  OFFSHORE  TRUST 


S  OVER  ONE  BILLIONS 


WORTH  Of  BUSINESSES  FOR  SALE  BY  OWNERS 
Major  MMgtt eturing  to  Small  Retail  Shops 

No  Brokerage  Fees 
To  Buy  or  Sill 

1-800-999-SAIE 

GREAT  WlSTERN  business  services,  inc. 


NATIONWIDE 


INCORPORATE  IN  DELAWARE 


Specialists  in  setting  up  Delaware  Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations.  Call  or  write  for  out  fRH  A771 

We  provide  cofffidnrfibf* 
gvdfry  S0f  Wee  far  a 
LSi_         reasunable  rati. 

3511  Stlverstde  Rd,  *  10S-FB  •  Wilmington.  DE  USA  19810 
302-477-9800  •  80O32K0W  •  FAX  302-477-981 1 
E-mail  corp@delieg.com  •  Internet  http://clelreg.com 


I  he  Unfair  Advantage  The  Super 
Rich  Have  Used  For  Decades! 
Brokers  Needed  -  Will  Train! 


rhlsl«Ulebustn»!soruit2la  century!  , 


800-399  7195  X  139 


Confidential  Banking 


for  your  Wealth  Management  we  offer: 
•Protection  from  Lawsuits 
•Brokerage  Services 
•Reduce  Income  Taxes 
•Asset  Protecticn  &  Privacy  •Estate  Planning 
Call  today  1-800-266-8211 
Merrill,  Scott  &  Associates 


Go  Public 
PUBLIC  SHELLS 
AVAILABLE 


Tele  310  5566820 
Fax  310  5566823 
E-mail:  BKL5@aol.com 
http://www.bkl.com 


OFFSHORE 


TAKE  YOUR  BUSINESS  OFFSHORE  FOR  THE 
BEST  ASSET  PROTECTION  AND  PRIVACY 
Companies  -  Bahamas,  BV1,  Cayman 

Trusts,  Bank  &  Sccunncs  AccB.  , 

Credit  Cards  *8?5 
V.sa/MC/Amex  C°nPlci, 

(800)  551-9105  j^BVCTSdg 


slcysurf.com/ucs 


Franchise 

your  business! 

For  the  expert  help  you  need  call: 
1-800-FRANCHISE 
(1-800-372-6244) 

FrancoiP' 

Specialists  In  Franchise  Development 


go. 


LE>jg 
«»  o 


SiK 


EXECUTIVE 


CONSULTING 

✓  Subttmtal  Income 

✓  Piwttgioin  buwMu 

✓  Low  risk 

✓  Moderate  investment 
*/  Financing  available 

✓  Work  part  or  full*timo 

✓  No  royalties 

✓  No  employees 

✓  Mo  inventory 

✓  HighROI 

80M6M330 
Mon-Fri,  9arn*&30pm,CST 


♦  ACCREDITED  by  North  Central 
Association  of  Colleges  and  Schools 

♦  No  classroom  attendance  required 

♦  Earn  your  MBA  degree  in  2  years 

♦  Video,  audio  and  Internet  materials 

♦  Founded  1877,  serves  9,000  students 


For  free  Regis  MBA  video  and 
application  package,  call  toll-free: 

1-888  MBA  REGIS 

www.MBAREGIS.com 

PRIORITY  CODE  SR0123 


ADVERTISING/MARKETING 


Custom  made  Talking  Motorized 
Characters  to  promote  sales  for  your  busi- 
ness. Specializing  in  character  messages 
that  fit  your  need.  Great  for  lobbies,  Trade 
Shows,  TV  ads,  Fund  Raisers.  To  retain 
your  Market  Share,  give  your  business 
some  character.  For  more  info,  call  Cary 
Dickey,  Creative  Line  Inc.,  302-994-7509. 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in:  Business  Admin,  Public  Admin 

Health  Care  Admin,  Human  Resources, 
Finance,  International  Business,  Tech  Mqmt, 
Law.  Paralegal,  Psychology.  Call  for  brochure 
(800)  477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E  17  St-F.  Santa  Ana,  CA  92705 
http://www.scups.edu 
Email:  enroll@scups.edu 


Major  British  university  offers 

International  MBA 

entirely  by  home  study. 
No  Bachelor's  degree  required. 


Three  weeks  trom  now  you 
can  begin  work  in  a  presti- 
gious and  rigorous  MBA 
program,  which  77if  Economist 
Intelligence  L'nil  has  included  in 
us  report.  Which  MBA?  A  Critical  Guide 
to  the  World's  Best  Programmes. 

(originalls  establishes!  in  1H21) 

Heriot-Watt  University 

North  American  Distributor 
6921  Stockton  Ave..  Suite  5 
El  Cernto.C  A  945311  •  Fax  (51(1)  528-3555 
Toll-free  (800)  THE  WATT  ext.  5 


COLLEGE  DEGREE 

BACHELOR'S  •  MASTER'S  •  DOCTORATt 

For  Work.  Lite  and  Academic  Experienc 

Earn  your  degree  through 
convenient  home  study 

(800)  423-3244  ex.  189 
Fax:  (310)471-6456 

send  detailed  resume  for  met  e vuutm 

Pacific  Western  Universit 

1210  Auatii  Street,  Depi.249.  Honolulu.  HI  96814-4922 


For  details  on 
FORBES  MARKET 
CLASSIFIED  CALL  OR 
FAX  LINDA  LOREN 
(212)  260-0620  or 
FAX  (212)  260-81 83J 

e-mail: 
lloren@forbes.com 


Classifie 


TALK  TO  YOUR  CUSTOMERS  ... 
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t800  BE  PETTY 


I 


thoughts@forbes.com 


Don't  be  afraid  to  tackle 
increased  responsibilities. 
I  was  disappointed  the 
other  day  when  a  friend, 
whom  I  was  anxious  to  see 
get  along,  bluntly  turned 
down  a  suggestion  that  he 
interest  himself  in  a  po- 
sition paying  more  than 
twice  his  present  salary. 
In  the  work- a- day  business 
world,  modesty,  self  depre- 
cation are  at  a  discount. 
My  advice  would  be:  Don't 
hesitate  to  shoulder  great- 
er responsibilities  than 
you  have  ever  discharged — 
provided  you  have  reason- 
able knowledge  of  the 
duties  required.  If  you 
set  a  low  value  on  your- 
self how  can  you  expect 
others  to  set  a  high  value? 

-B.C.  Forbes 


A  Text  ... 

Righteous  art  thou,  O 
Lord,  when  I  plead  with 
thee:  Yet  let  me  talk  with 
thee  of  thy  judgments: 
Wherefore  doth  the  way 
of  the  wicked  prosper? 
Wherefore  are  all  they 
happy  that  deal  very 
treacherously? 
-Jeremiah  12:1 


Sent  in  by  Mark  Simonetti, 

Roseboro,  N.C. 

What's  your  favorite  text? 

The  Forbes  Scrapbook 

of  Thoughts  on  the  Business 

of  Life  is  presented  to  senders 

of  texts  used. 


The  will  to  win  is  not 
nearly  as  important  as  the 
will  to  prepare  to  win. 

-Anonymous 

When  a  manager  with  a 
reputation  for  brilliance 
tackles  a  business  with 
a  reputation  for  bad  eco- 
nomics, the  reputation 
of  the  business  remains 
intact. 

-Warren  Buffett 

Of  all  creatures  on  earth, 
we  humans  have  die  highest 
level  of  stupidity. 

-CULLEN  HlGHTOWER 

Outside  of  a  dog  a  book 
is  a  man's  best  friend. 
Inside  a  dog  it  is  too 
dark  to  read. 

-Groucho  Marx 


The  two  things  that  people 
want  more  than  sex  or  money 
are  recognition  and  praise. 
-Mary  Kay  Ash 

I'm  growing  weary 

of  machines  that  answer. 
They  play  a  tune  briskly 

and  make  me  the  dancer. 

-Cecil  Baxter 

If  all  else  fails,  try  logic. 
-Robert  Half 

More  than  9,000  "Thoughts,"  indexed  by  author  and 
subject,  are  available  in  a  three-volume  boxed  set  at 
$69.50.  Individual  volumes  are  available  for  $27.50. 

NEW!  The  "Thoughts"  Screen  Saver  Collection  of  over 
2,000  quotes  is  now  available  for  only  $19.95,  for 
Windows  3Vj  disk.  Send  your  order  with  payment  to 
Forbes  Books,  P.O.  Box  11234,  Des  Moines,  IA  50340. 
Please  add  sales  tax  on  orders  in  New  York  State  and 
other  states  where  applicable.  For  faster  service  call 
1-800-234-4553  and  charge  to  your  credit  card. 


The  statesman  who  would 
attempt  to  direct  private 
people  in  what  manner  they 
ought  to  employ  their  capital 
would  assume  an  authority 
which  could  be  safely  entrust- 
ed not  only  to  no  single  per- 
son, but  to  no  council  or 
senate  whatever,  and  which 
would  nowhere  be  so  danger- 
ous as  in  the  hands  of  a  man 
who  had  folly  and  presumption 
enough  to  fancy  himself  fit 
to  exercise  it. 
-Adam  Smith 

I  don't  want  any  yes-men 
around  me.  I  want  everyone 
to  tell  the  truth — even 
though  it  costs  him  his  job. 
-Samuel  Goldwyn 

The  bad  thing  about  good 
things  is  that  they  come  to 
an  end;  and  the  good  thing 
about  bad  things  is  that 
they  also  end. 
-Anamaria  Rabatte  Cervi 

To  turn  $100  into  $110  is 
work.  To  turn  $100  million 
into  $110  million  is 
inevitable. 

-Edgar  Bronfman 

Let  Wall  Street  get  a  night- 
mare, and  the  whole  country 
has  to  help  get  them  in 
bed  again. 

-Will  Rogers 

Half  the  world  is  composed 
of  people  who  have  something 
to  say  and  can't,  and  the 
other  half  have  nothing  to 
say  and  keep  on  saying  it. 
-Robert  Frost 

Necessity  is  the  mother 
of  taking  chances. 

-Mark  Twain 
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©  1996  Infiniti  D'wishn.oj Nissan  Motor  Corporation  U.S.A.  Rose  is  a  in 
title,  license  and  options.  Retailer  sets  actual  price.  **J.D.  Power  ani  Associu 


To  become  better  acquainted  with  the  new 
Infiniti  QX4,  call  1-800-419-3196  for 
our  free  video  and  brochure.  Or  stop  into 
your  nearby  Infiniti  showroom  for  a  Guest 
Drive,  www.infinitimotors.com 
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New  from  Prudential  Investments 


An  Easier  Way 
Save  for  Retiremew 

Discovery  Select"  Variable  Annuity 


It's  a  fact:  Most  Americans  working  today  can  plan  on  spending  two 
decades  or  more  in  retirement.  That's  a  lot  of  years  to  finance.  Which  is 
why  we  created  the  Discovery  Select  Variable  Annuity.1  It's  designed 
specifically  to  help  people  like  you  afford  the  retirement  you  have  planned. 


TAX-DEFERRED  COMPOUNDING 
BUILDS  WEALTH  FASTER 


Value  of  550,000  invested  for  20  years 
earning  8%  average  annual  returns.* 

$233,048 

Tax-Deferred 

lmeStment  $176,303 
Tax-Deferred 
Investment 
After  Taxes 


$146,442 

Taxable 
Investment 


31%  federal 
and  state 
taxes  paid 
each  year  on 
the  invest- 
ment returns 


31%  federal 
and  state 
taxes  paid 
at  the  end 
of  20  years 


'Source:  Prudential  Investment  Corporation.  This  example  is 
for  illustrative  purposes  only  and  does  not  project  the  actual 
performance  of  any  variable  annuity,  including  the  DISCOVERY 
SELECT™  Variable  Annuity.  The  illustration  does  not  reflect 
any  applicable  deductions  for  mortality  and  expense  risk/ 
administrative  charges  (1.40%  annually  for  DISCOVERY  SELECT 
Variable  Annuity)  or  specific  portfolio  management  fees  or  the 
Tioximum  deferred  sales  charge  of  7%.  Had  the  chart  reflected 
fie  effects  of  fees  and  chaiges,  its  values  would  have  been 
ower.  There  is  no  guarantee  that  you  will  receive  the  some 
esult.  Also,  withdrawals  from  the  tax-deferred  investment  may 
foe  subject  to  a  10%  penalty  tax  if  withdrawn  before  age  591/2 


Discovery  Select5"  Variable  Annuity 
has  the  versatility  you're  looking  for. 

The  power  of  tax  deferral.  Discovery 
Select  allows  your  assets  to  grow  tax-deferred 
until  you  withdraw  them.  With  more  of  your 
money  working,  you  can  build  wealth  faster. 

A  wide  variety  of  investment  solutions. 

An  asset  allocation  program  helps  you  choose 
among  2 1  investment  options  suited  to  your 
specific  goals. 

Invest  confidently. 

Each  of  Discovery  Select's 
variable  investment 
options  is  managed  by 
Prudential  or  one  of  six 
other  well-respected 
money  managers.2 

Guaranteed  protection  for  your 
beneficiaries.  With  Discovery  Select,  you  get 
a  death  benefit,  backed  by  Pruco  Life  Insurance 
Company,  that  guarantees  at  least  your  total 
payments  (minus  any  withdrawals  you  make). 


Prudential 
AIM  Advisors 
Janus 
MFS 

OpCap  Advisors 
T.  Rowe  Price 
Warburg  Pincus 


Tracking  your 
assets  is  easy. 

Each  quarter,  you  will 
receive  a  comprehensive, 
easy-to-read  statement 
showing  how  your 
investments  performed. 

Personalized  sales  and  service. 

To  find  out  more  about 
how  the  Discovery 
Select  Variable  Annuity 
can  complement  your 
retirement  planning, 
contact  your  Pruco 
Securities  Registered 
Representative  or 
Prudential  Securities 
Financial  Advisor. 

CALL  TODAY 

1-800-778-6363 

www.prudential.com 


(fil  Prudential 

Investments 


Iential  Investments5"  is  a  unit  of  Prudential  that  manages  invested  assets  on  behalf  of  its  clients.  'DISCOVERY  SELECT"*  Variable  Annuity  is  issued  by  Pruco  Life  Insurance  Company  ond  offered  through  Pruco  Securities 
irporation,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  America,  Prudential  Plaza,  Newark,  NJ  07102-37/7.  'Call  your  Pruco  Securities  Registered  Representative  or  your  Prudential  Securities  Financial  Advisor 
r  more  information  on  the  DISCOVERY  SELECT  Variable  Annuity,  including  prospectuses  detailing  risks,  charges  and  expenses  for  the  DISCOVERY  SELECT  Variable  Annuity  and  the  Variable  Investment  Options.  Please  read  all 
ospectuses  carefully  before  you  invest  or  send  money.  DISCOVERY  SELECT*  is  a  service  mark  of  Prudential.  DISCOVERY  SELECT  is  not  available  in  all  states. 
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Would  You  Like  Some  Carats  With  Your  Chocolate? 

Bedazzle  your  beloved  by  winning  one  of  three  breathtaking  diamond  rings.  But  beware,  for  these  brilliant  beauties  can  be 
found  only  in  special  boxes  of  Godiva  Valentine's  Day  chocolates.  For  the  Godiva  boutique  nearest  you,  call  L800-9  GODIVA. 
Or  visit  us  on  the  Internet  at  www.godiva.com.  Or  AOL  (keyword:  GODIVA). 

New  York  Paris  GODIVA  Tokyo  Brussels 

Chocolatier 

EVIATED  RULES.  NO  PURCHASE  NECESSARY  How  To  Play.  Sweepstakes  begins  12/26/96  and  ends  2/28/97.  To  play,  purchase  any  (pre-packaged)  specially  marked  Godiva  Valentine's  Day  Gift  Box  with  a  suggested 
irice  of  $18.00  or  more  (eligible  boxes  include  Sweepstakes  rules  on  bottom  of  box)  and  look  for  a  certificate  inside  that  says  "Congratulations!  You've  Just  Won  This  Ring. "  If  box  has  no  certificate,  you  are  not  a  winner.  To 
pate  without  purchase,  hand  print  your  name,  complete  mailing  address,  daytime  telephone  number  and  age  on  plain  3"  x  5"  paper  and  mail  it  to  be  received  by  3/15/97  to  Godiva  "Chocolates  &  Diamonds."  PO,  Box  3841 
I.  CT  06460.  Only  mail-in  entrants  who  are  winners  will  be  notified  Prizes.  (3)  Grand  Prizes;  Round  Brilliant  Cut  Diamond  Solitaire  Ring  Ring  will  be  approximately  one  carat  in  diamond  weight  and  set  in  18K  yellow  gold 
(ARV  $10,400  )  Actual  retail  value  may  vary  depending  on  date  of  award  Odds  01  Winning:  1.98,333.  Taxes  are  sole  responsibility  of  winner  Second  Chance  Drawing:  Unclaimed  prizes  awarded  in  a  Second  Chance 
tg.  To  enter,  follow  directions  for  entering  without  purchase  outlined  above  Odds  of  winning  in  second  chance  drawing  depend  on  number  of  unclaimed  prizes  and  number  of  eligible  entries  received  To  redeem  instant  win 
ate,  see  details  on  certificate.  Open  to  legal  U.S.  residents  18  years  or  older.  Sweepstakes  subject  to  Complete  Official  Rules  which  may  be  obtained  by  sending  a  SASE  (WA  &  VT  resident  may  omit  return  postage)  for  receipt  by 
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Hoechst  is  a  world  leach 
and  chemicals.  But  how 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  health  care,  agriculture  and  chi 


pharmaceuticals 
earth  is  it  pronounced: 


You  probably  come  across  us 
every  day,  perhaps  without  even 
knowing  it. 

Maybe  in  our  medicines  that 
help  doctors  keep  you  healthy  or 
treat  serious  illnesses. 

Or  in  the  food  on  your  table, 
grown  with  the  help  of  our  agri- 
cultural products. 

Or  maybe  in  your  home  or  car 
where  our  fibers,  plastics  and 
paints  make  your  life  easier,  safer 
and  brighter. 

But  with  our  name  some  people 
still  get  a  little  tongue-tied! 

It's  actually  very  easy. 

We're  called  Hoechst,  pro- 
nounced "Herkst". 

You  can  say  that  again! 

Hoechst  Marion  Roussel,  Inc. 
P.O.  Box  9627 

Kansas  City,  MO  64134-0627 
Hoechst  Celanese  Corp. 

P.O.  Box  2500 

Somerville,  NJ  08876-1258 
Internet: 

http://www.hoechst.com/ 


taff  of  145,000  people  worldwide,  annual  sales  total  $36  billion. 
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When  We  Looked  At  The  Future 

Of  Transportation,  We  Knew 

Exactly  Which  Way  To  Go, 

►  Markets  and  supply  chains  are  global.  Distribution  centers  are  closer  to  the  point  of 
sale.  Time-to-market  is  a  critical  competitive  strategy.  And  technology  that  delivers  information 
about  freight  is  as  important  as  the  freight  itself.  These  are  a  few  of  the  forces  driving  transpor- 
tation on  the  eve  of  a  new  century.  They  also  provide  our  direction  at  CNF  Transportation. 
We're  a  group  of  market-leading  businesses  that  deliver  solutions  in  a  "need-it-now"  world. 
Global  and  domestic  logistics,  air  freight,  ocean  services,  customs  brokerage,  less-than-truckload 
and  full  truckload  delivery,  nationally  and  regionally.  Collectively,  we're  a  $4  billion  company 
operating  worldwide,  with  22,000  people,  25,000  pieces  of  equipment,  100  jet  freighters  and  the 
industry's  most  advanced  information  systems.  But  the  real  strength  we  bring  to  customers  is  a 
healthy  exchange  of  ideas  -  starting  with  a  clear  idea  of  where  transportation  is  going. 
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How  many  fund  companies 

would  expose  themselves  to 

this  kind  of  risk? 

[  Publish  returns  on  every  equity  fund  they  offer?  Not  many.  ] 


Average  Annual  Total  Returns  for  the  Period  Ended  December  31, 1996 

1  Year 

3  Year 

5  Year 

10  Year 

Since  Inception 

Janus  Fund 

19.61% 

15.25% 

12.6696 

16.4296 

16.6896  (2/70) 

Janus  Twenty  Fund 

27.8596 

17.5596 

11.3796 

16.5696 

16.5296  (4/85) 

Janus  Venture  Fund* 

8.0296 

12.9496 

11.0496 

15.8196 

16.7496  (4/85) 

Janus  Growth  and 
Income  Fund 

26.0396 

17.8096 

12.94% 

17.8696  (5/91) 

Janus  Worldwide  Fund 

26.4096 

16.8796 

17.4596 

19.8696  (5/9i) 

Janus  Enterprise  Fund 

11.6596 

15.6796 

21.4596  (9/92) 

Janus  Balanced  Fund 

15.3096 

13.6696 

14.9296  (9/92) 

Janus  Mercury  Fund 

17.6796 

21.9496 

23.5696  (5/93; 

Janus  Overseas  Fund 

28.8396 

18.7296  (5/94; 

Janus  Olympus  Fund 

21.7396 

21.7396  (12/95) 

Janus  Equity 
Income  Fund 

15.5996  (6/96) 

Most  fund  companies 
hype  their  stars  and  hide 
their  duds.  Janus  offers 
11  equity  funds,  and  not 
a  dud  among  them. 

So  here  they  are.  All  11. 
Revealing  consistently 
strong  performance  over 
time,  from  conservative 
to  aggressive  investment 
objectives,  thanks  to 
top-flight  stock-picking  by  every  fund  manager  at  Janus. 

Trying  to  get  somewhere  by  making  smart  investments? The  way 
to  get  there  starts  right  here. 


Call  1-800-525-8983  ext.  463 


Call  or  send  for  a  prospectus  containing  more  complete 
information,  including  expenses.  Please  read  all  the  materials  carefully  before  you  invest  or  send  money. 
Write  to  Janus,  RO.  Box  173375,  Denver,  CO  80217-3375.  Or  visit  our  Web  site  at  http://www.JanusFunds.com. 

*Janus  Venture  Fund  is  closed  to  new  investors. 


Past  performance  does  not  guarantee  future  results.  Your  return  and  principal  value 
will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  purchase. 
Funds  distributed  by  Janus  Distributors,  Inc.  Member  NASD. 
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DUMP  THEM,  YOU  BREAK  THE  LAW.  RECYCLE  IMPROPERLY,  YOU  BREAK  THE  LAW. 
MEANWHILE,  MORE  TIRES  JUST  CAME  IN. 


Whether  your  company  produces  waste,  tries  to  recycle 
epends  on  a  steady  supply  of  raw  materials,  your  business 
nd  to  be  affected  by  environmental  controls. 
There  are  thousands  of  regulations,  both  in  the  U.S.  and 
as,  designed  to  protect  the  environment.  These  environ- 
1  standards  are  in  a  constant  state  of  flux,  and  can  have 
ching  risk  implications  for  all  kinds  ol  businesses. 
Fortunately,  AIG  specializes  in  designing  the  kind  of 
coverages  you  need  to  cope  successfully  with  changing 


conditions.  In  fact,  AIG  is  the  only  worldwide  insurance  and 
financial  organization  that  helps  manage  your  business  risks 
with  a  broad  range  of  customized  services.  Services  like  cleanup 
cost  cap,  hedging  and  market-making  in  commodities  and  stop- 
loss  protection.  And  we've  got  the  top  financial  ratings  to  back 
us  up.  So  we'll  be  there  to  help  keep  your  bus! 
ni'ss  i  < >l 1 1 ny  along. 

WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Group.  Inc.,  Dept.  A,  70  Pine  Street.  New  York.  NY  10270 
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Go  West,  young  man 

Meet  the  new  manager  of  our  Midwest 
Bureau.  Just  after  the  first  of  the  year  Bruce 
Upbin,  30,  arrived  in  Chicago  to  take  up  his 
new  post.  The  Middle  American  metropolis 
was  not  terra  incognita  to  this  reporter.  As  an 
•undergraduate  he  studied  English  at 
Northwestern  University  before  moving  on  to 
the  University  of  Arizona  for  a  master's  in  cre- 
ative writing.  No  M.B.A.  or  economics  in  his 
background?  Nope — but  you  can  say  business 
is  in  his  blood:  Bruce's  great-grandfather, 
grandfather,  father  and  uncle  were  accountants. 

Are  the  New  York  native  and  his  wife  enjoying  Chicago? 
Absolutely.  "People  here  smile;  in  New  York  nearly  everyone  is 
sour."  Bruce  is  represented  in  this  issue  by  "Survival  of  the 
fastest,"  an  account  of  how  Wes  Patterson  and  his  Chromatic 
Research,  Inc.  plan  to  survive  in  Intel  country.  See  page  124. 


Cool  tips 

If  you're  looking  for  tips  on  hot  mutual 
funds,  I'm  afraid  you  will  be  disappointed  in 
"How  to  build  a  mutual  fund  portfolio" 
(p.  156).  Mary  Beth  Grover  wrote  the  article 
with  long-term  investors  in  mind.  She 
explains  how  you  can  use  Forbes'  unique 
mutual  fund  ratings  to  construct  a  diversified 
portfolio  with  a  level  of  risk  appropriate  to 
your  temperament  and  circumstances.  Hot 
tips?  No.  Cool  tips — yes. 


Mary  Beth  Grover 


Following  the  greenbacks 


Dec.  4,  1995:  The  Japanese  yen  was  at  100  to  the  dollar,  the 
Swiss  franc  at  85  cents  and  the  German  mark  at  69  cents.  The 
U.S.  dollar  was  a  thoroughly  beaten-up  currency.  Snooty  French 
establishments  often  embarrassed  U.S.  tourists  by  refusing  tc 
accept  greenbacks.  Writing  in  the  Forbes  of  that  date,  contribut 
ing  columnist  Andrew  Krieger  wrote:  "Big  ships  turn  slowly  anc 
the  currency  market  is  easily  the  financial  world's  largest  ship.  .  . 
However,  that's  exactly  what  it  is  doing:  Reversing."  Krieger  con 
eluded:  ".  .  .  the  dollar's  long-term  trend  will  be  strongh 
upwards."  Andy  was  right  on.  Today  you  get  118  yen  for  a  bud 
and  61  cents  will  buy  you  a  DM,  71  cents  a  Swiss  franc.  Th< 
doughty  old  greenback  can  again  hold  its  head  high. 

Speculating  in  currencies  isn't  everyone's  cup  of  tea,  bu 
exchange  rates  matter  to  every  one  of  us,  whether  we  run  a  busi 
ness  or  merely  invest  in  them.  The  relative  value  of  a  nation1 
coinage  is  a  measure  of  how  the  rest  of  the  world  views  its  econo 
my.  We're  fortunate  to  have  Andy  on  board.  He's  one  of  th 
world's  foremost  currency  experts.  Turn  to  page  208  to  see  wha 
he  thinks  now  about  the  buck. 


Editor 
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Fortune's  wheel 

Forbes  caused  a  stir  in  1992  (Feb. 
3)  when  we  were  the  first  to  report 
that,  despite  the  high  quality  of 
its  Wall  Street  Journal,  Dow  Jones  & 
Co.  was  a  weakly  managed  company. 
Pointing   out   that  management 

  had  been 

protected 
by  family 
owners  who 
controlled 
the  voting 
stock,  we 
concluded: 
".  .  .  but  in- 
terests can 
diverge  as 
families 
grow. . . 
further  re- 
moved from  the  founder.  Family  sup- 
port cannot  be  counted  on  forever." 

Subsequent  events  proved  die  accu- 
racy of  our  judgment:  Dow  Jones 
stock  recendy  sold  37%  higher  than  it 
had  been  when  our  story  appeared, 
while  the  Dow  Jones  industrial  aver- 
age has  more  than  doubled. 

Last  month  the  other  shoe 
dropped.  According  to  Fortune  mag- 
azine, one  young  Bancroft  heir  has 
begun  to  rebel.  Forbes  has  learned 
that  several  of  them  have  now  banded 
together  to  place  their  own  slate  of 
directors  on  Dow  Jones1  rubber- 
stamp  board,  which  would  then  try 
to  replace  management.  How  serious 
their  challenge  is  remains  to  be  seen. 
But  this  much  is  clear:  Current  Dow 
Jones  management  is  under  pressure 
to  perform,  and  the  Forbes  article 
was  right  on  target. 

Management  has  been  unable  to 
fix  the  problems  at  Dow  Jones/Tele- 
rate,  which  is  losing  market  share  to 
Reuters  and  Bloomberg  in  financial 
information  services.  It's  planning  to 
pump  in  $650  million  to  try  to  catch 
up.  The  Wall  Street  Journal  has  ben- 
efited from  the  cyclical  upturn  in 
advertising,  increasing  its  ad  linage 
almost  23%  over  the  past  five  years, 
but  that  improvement  has  been  eaten 
up  by  high  newsprint  prices,  while 
circulation  has  remained  flat  at  1.8 
million.  Dow  Jones  earned  $181  mil- 
lion on  operations  for  1996,  slightly 
more  than  it  earned  in  1987. 

-Subrata  N.  Chakravarty 


Round  one:  Vanguard 

In  a  cover  story  one  year  ago  (Feb. 
12),  Forbes  asked:  In  the  war  for 
retirement  money,  which  of  the  two 
huge  fund  families — Fidelity,  with  its 
emphasis  on  hot  performance,  or 
Vanguard,  with  its  low  costs — will 
prove  the  stronger  draw?  Fidelity's 
$428  billion  in  fund  assets  still  over- 
shadows Vanguard's  $244  billion 
but,  in  1996,  for  the  first  time  ever, 
Vanguard  took  in  more  money  than 
Fidelity. 

According  to  fund  tracker  Strategic 
Insight,  Vanguard's  80  funds  (exclud- 
ing variable  annuities)  attracted  a  col- 
lective $32.3  billion,  while  Fidelity's 
220  funds  did  $29.5  billion.  This 
despite  Fidelity's  advertising  muscle. 
It  spent  an  estimated  $58  million  last 
year  versus  just  $6  million  for 
Vanguard. 

Much  of  Vanguard's  relative  gain 
came  from 
a  record 
year  for  its 
$32.4  bil 
lion  Index 
500  Fund, 
which  bal 
looned  by 
$8  billion. 
At  the  same 
time  there 
was  a  $5.7 
billion  net 
outflow  at 

Fidelity's  troubled  Magellan,  the 
nation's  largest  fund.  Little  wonder: 
Index  500  outperformed  Magellan 
by  an  impressive  1 1  percentage 
points. 

Can  Vanguard  win  round  two  this 
year?  Says  a  cautious  John  Brennan, 
Vanguard's  chief  executive:  "We're 
confident  about  long-term  prospects. 
But  any  one  year  is  more  a  curiosity 
than  anything  else." 

Curiosity  or  no,  Fidelity  is  paying 
attention.  It  plans  to  double  the 
number  of  index  funds  it  sells  to  six 
and,  word  has  it,  to  cut  fees  on  bond 
mutual  funds. 

-James  M.  Clash 
Getting  the  lead  out 

"Unocal  eias  nowhere  to  go  but; 
up."  That's  what  we  thought  a  year 
and  a  half  ago  after  visiting  the  El 
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Introducing  The  Worlds  Most 
Rewarding  Night's  Sleep. 


Hilton  More  Miles  Worldwide 


•  Now 


staying  at  Hilton  is  even  more  rewarding.  Sign  up  for  Hilton  More  Miles  Worldwide'"  by  April  1, 1997 
and  earn  up  to  3,000  more  airline  miles  after  your  fifth  qualifying  stay,  and  up  to  another  3,000  after 
your  tenth  with  your  choice  of  most  major  airline  programs*  That's  on  top  of  the  500  miles  you  earn  for 
every  business  rate  stay  at  any  of  nearly  400  Hilton  hotels  worldwide.  And,  if  you're  a  member  of  Hilton 
HHonors'  Worldwide,  you  can  also  Double  Dip"  to  earn  HHonors  points  for  the  same  qualifying  stay. 
No  other  hotel  program  gives  you  more.  Pick  up  a  Hilton  More  Miles  registration  form  at  your  nearest 
participating  hotel.  For  reservations,  call  your  professional  travel  agent.  Or,  for  reservations  and  details 
on  how  to  sign  up  for  More  Miles,  visit  HiltonNet  at  http://www.hilton.com  or  call  1-800-HILTONS. 

*  Earnings  amounts  may  vary  with  some  airline  partners.  See  a  Hilton  More  Miles  Worldwide  registration  fonn  for  details.  Hilton  More  Miles  Worldwide  is  sub- 
ject to  normal  mileage-earning  rules-see  your  airline  program  or  HHonors  Terms  and  Conditions  for  rate  and  other  restrictions.  All  registration  entries  must  be 
received  by  April  1, 1997.  More  Miles  earnings  apply  to  stays  between  February  1  and  December  31 , 1997.  Conrad  International  and  Vista  hotels  also  participate 
in  Hilton  HHonors  and  Hilton  More  Miles  Worldwide.  Membership,  earning  and  redemption  of  points  is  subject  to  HHonors  Terms  and  Conditions.  ©1997  Hilton  Hotels. 


Hilton 


miles 


This  Game. 


This 


-  -  -  ■ 


is  Moment. 


Happyf°"^  Island, 

11/  tmd  gladness 
I  o  I  £>    at  every  turn. 
lOJAS.  In  legendary  golf 
and  tennis,  in  spa  and  sea. 
In  an  array  of  world-admired, 
Mobil  Five-Star  Cloister 
amenities.  And  in  the  spontaneous 
warmth  and  cheer  of  our  staff. 

Bright  days  brim  with  family 
programs,  new  experiences, 
marvelous  weather,  shining  spirits. 


Visit 


us,  won  t  you ! 


CallSOO-SEA  ISLAnd. 
The  Cloister, 
Sea  Island, 
Georgia  31561. 


Mil  CLOISTFR* 


■nlals  and  real  estate  available. 
US.  912-638-3611. 


jjgpg  With  AVERAGE 

BALANCES  of 

mm       less  than  $500, 

IliiH  THEY  BUILTrt 
STATE  and  CHANGED 
BANKING  FOREVER. 


WATCH  SELF-MADE  IN  CALIFORNIA 

The  Story  of  Bank  of  America 

4:30  pm  EST,  1:30  PST  Feb  2  on  CNBC 

Self-Made  in  California  is  presented  by  Pacific  Bell  and 
the  California  Marketing  Partnership. 


Self-Made  in  Califo 


id  programming.  *CNBC  is  not  responsible  for  its  cc 
resent  the  views  of  CNBC  or  CNBC  Business  News. 


s  the 


Segundo,  Calif,  oil  and  gas  company 
(sales,  $9.8  billion).  While  its  pro- 
duction costs  were  among  the  lowest 
in  the  industry,  return  on  investment 
lagged.  Chief  Executive  Roger 
Beach  said  he  was  focusing  on  over- 
seas oil  and  gas  production,  and 
intended  to  sell  the  U.S.  refining  and 
marketing  operations.  But  not  at 
fire-sale  prices,  Beach  insisted  (July 
17,  1995). 

Beach  has  kept  his  word.  Unocal 
will  get  a  respectable  $2  billion  for 
its  76  Products  group  from  Tosco 
Corp.  by  the  end  of  next  month.  It 
helped  that  Lawrence  Higby,  a  for- 


Unocal  Chairman  Roger  Beach 
Pumping  up  overseas  production. 


mer  PepsiCo  marketing  executive 
brought  in  by  Beach  to  run  retailing, 
did  his  job.  In  addition  to  making 
the  sale  to  Tosco,  Beach  unwound 
an  Illinois  joint  venture  with  the 
Venezuelan  state  oil  company  that 
will  give  Unocal  another  $250  mil- 
lion and  extract  it  from  refining  and 
marketing  altogether. 

Unocal  thus  emerges  as  the  largest 
publicly  traded  independent  explo- 
ration and  production  company  in 
the  world.  Management  will  use  the 
cash  to  pay  down  $800  million  in 
debt,  buy  back  $400  million  of  the 
company's  common  stock,  and 
pump  more  money  into  foreign 
development. 

Unocal's  stock,  which  sat  around 
28  when  our  story  ran,  recendy  trad- 
ed at  43%,  up  56%,  finally  on  par 
with  the  booming  oil  and  gas  explo- 
ration and  production  sector.  Beach 
and  Higby,  take  a  bow. 

-Damon  Darlin  mi 
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Innovative  Financial 
Solutions  from  Prudential 


Why  1  in  5  Americans  Relies 
On  Prudential  to  Protect 
The  Things  They  Love 


FREE 
BROCHURE 


Learn  more 
about  the 
affordable 
benefits  of 
term  life 
insurance 
with  our 
free  brochure, 
Life  on  Your 
Terms:  A 
Guide  to  Term 
Life  Insurance. 

\   I  - 


For  50  million  Americans*  Prudential  is  more  than  just  a  familiar  name.  It's  a 
powerful  symbol  of  the  financial  security  that  forms  the  foundation  for  their  lives. 
No  matter  who  you  are,  where  you  are,  or  what  stage  of  life  you're  in,  a  call  to 
Prudential  can  be  an  important  first  step  in  making  the  most  of  your  financial  future. 


Personalized  service  and  ideas 

to  help  you  plan  for  the  future. 

The  financial  decisions  you  make  in  life  can 
have  important  consequences  for  you  and 
your  family.  Prudential's  nationwide  network 
of  13,000  insurance 
representatives  are 
committed  to 
making  those 
decisions  a  little 
easier  for  you, 
working  with  you 
one-to-one  to  help 
ensure  a  sound 
financial  future. 


Your  Prudential  representative  can  help  you 
secure  the  protection  you  want. 


More  practical  financial  solutions 

for  today 's  changing  needs. 

At  Prudential,  forward  thinking  translates  into 
innovative  financial  solutions.  Whether  you're 
providing  for  your  family,  protecting  your 
valuable  assets  or  planning  for  retirement,  you 
can  count  on  Prudential  for  the  products  and 
services  you  need  to  help  you  reach  your 
financial  goals. 


MORE  AFFORDABLE  PROTECTION 

Annual  premium'  for  Term  Plus 
convertible  policy  if  paid  when  due. 


Face 
Amount 

Age 

25 

35 

45 

55 

S50K 

s103 

s117 

5188 

s337 

S100K 

122 

138 

233 

453 

S250K 

225 

268 

475 

955 

S500K 

380 

475 

865 

1,825 

51M 

680 

800 

1,530 

3,420 

Prudential  Term  Plus* 

•  A  decade 
of  financial 
protection  for 
one  low 
annual  price. 

•  Freedom 
to  switch  to 
a  permanent 
life  policy 
during  the 
first  five 

years,  without  any  hassles  or  doctors'  exams. 

•  A  wide  variety  of  available  face  amounts — 
starting  as  low  as  $50,000. 

Call  today  for  a  free  brochure. 

Find  out  how  term  life  insurance  can  help  you 
protect  the  ones  you  love. 

1-800-THE-ROCK  ext.  1307 


'Rates  shown  for  moles,  rotes  for  femoles  are  generally  lower. 
Level  premium  guaranteed  foi  10  years. 


(SI  Prudential 


Insurance 


'Source:  Prudential  1995  annual  report.  The  Prudential  Insurance  Company  of  America,  Prudential  Plaza,  Newark,  New  Jersey  07102-3777  MRA  9610642 
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WHAT'S  WORRYING  TOP  EXECUTIUES/ EDITED  BY  KATAR2YNA  WANDYCZ 


The  truth 


By  Michelle  Conlin 

Are  the  people  you-  supervise  telling  you  what  they  want  you 
to  hear  instead  of  what  you  need  to  hear?  Are  they  hiding 
bad  news  or  mistakes?  What  you  don't  know  can  hurt  you. 
Forbes  asks  eight  top  executives  what  they  do  to  keep 
.    information  flowing  from  bottom  to  top. 


''Don't  go 
into  a 
question  of 
veracity 
naked." 


Jules  Kroll, 
chairman, 
Kroll  Associates 
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Charlotte  Beers 

Chairman 
Ogilvy  &  Mather 

It's  the  women  who  are 
catalysts  tor  truth-telling 
around  here.  They  are  the 
most  blunt  and  bold. 
Women  have  the  advantage  of  not  being 
trained  in  business  talk,  while  men  have  been 
trained  to  be  more  careful — even  discreet. 
Men  don't  use  words  as  emotionally  laden  or 
as  colorful  as  women  do.  Women  are  more 
willing  to  discuss  the  truth  that  uncovers 
people's  feelings  and  ask  an  uncomfortable 
question  to  get  at  the  truth. 

A  man  once  explained  to  me  that  if  a  man 
is  too  direct  he  has  to  consider  a  fistfight. 
Women  have  never  had  to  live  with  that  fear. 

Pamela  Lopker 

President 
QAD  Inc. 

The  key  number  one  item  that  causes  alarms 
in  my  head  is  when  somebody  says  it's  so 
complicated  I  can't  explain  it  to  you — when 
they  say,  "Trust  me,  I'll  get  it  done."  If 
someone  can't  explain  to  me  what  they  are 
doing  very  simply,  and  show  me  milestones 
between  now  and  when  they  finish  it,  I  just 
don't  believe  them. 

I've  never  had  a  project  completed  success- 
fully where  someone  couldn't  articulate  what 
they  were  doing. 

Jerry  Kalov 

President  and  Chief  Executive 
Cobra  Electronics  Corp. 

If  anyone  in  the  company  is  free  to  call  you, 
then  you'll  get  more  truth.  Here  at  Cobra  I 
have  a  phone  extension  that  is  not  screened 
by  anyone,  and  it's  only  given  to  employees.  I 
pick  it  up  every  time  it  rings.  I  got  the  idea 
for  this  phone  line  from  having  been  an 
employee — when  I  wasn't  a  big  shot.  Very 
often  I  had  things  I  wanted  to  say,  but  my 


immediate  boss  didn't  want  me  to  do  it 
because  he  wanted  to  take  the  credit.  Or 
maybe  he  didn't  agree  with  it.  So  I  felt  like  I 
had  good  ideas  or  things  to  say  but  I  couldn't 
get  through. 

The  open-line  system  is  better  than  man- 
agement by  walking  around  because  people 
may  be  intimidated  to  be  seen  talking  to  the 
chief  executive.  The  supervisor  can  say, 
"What  were  you  talking  to  him  for?"  What  do 
you  say?  If  you  use  something  as  discreet  as  a 
telephone  line  it  seems  to  work  pretty  well. 

More  often  than  not  when  my  phone  rings 
here  at  Cobra  it's  somebody  down  on  the 
assembly  line.  They  might  have  an  idea,  a 
concern. 

I  remember  one  dastardly  example.  People 
were  using  drugs  on  company  time.  A  call 
came  from  an  employee  who  wanted  to  be 
anonymous.  She  felt  no  one  else  would  listen. 
She  trusted  me.  She  had  no  other  way  to  do 
it.  I  started  an  investigation  in  the  company 
and  it  turned  out  her  information  was  valid. 

Who  knows  where  the  next  brilliant  idea  is 
going  to  come  from?  Who  knows  who's  the 
next  chief  executive  officer? 

David  House 

Chairman  and  Chief  Executive 
Bay  Networks 

I  worked  at  Intel  for  22  years,  where  Andy 
Grove  finds  12  for  every  3  problems.  He  con- 
stantly challenges  you:  "What's  your  problem? 
What's  your  plan?  What  are  you  going  to  do 
about  it?"  He's  always  looking  for  the  prob- 
lems. Pretty  soon  he  uncovers  one  you 
haven't  found! 

I've  been  out  of  Intel  for  two  months  now 
and  I  have  noticed  that  at  Bay  Networks 
people  didn't  have  a  culture  of  speaking 
honestly  about  problems.  They  tended  to 
talk  more  about  the  good  news.  But,  like 
Andy,  I  don't  let  them  off  the  hook.  I've  got 
to  make  it  wrong  not  to  talk  about 
problems. 
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From  the  23rd  century. 


jsj"     MOT  licslB 


SlclLu- 


Photo  Quality 


Color  and  detail  so  accurate  your 
output's  always  picture  perfect. 


The  future  is  looking  bright.  Brilliant,  actually,  with  the  new 
EPSON8  Stylus*  Color  500  ink  jet  printer. 


CALL  1  800  CO  EPSON 


ASK  FOR  OPERATOR  3100 


Imagine.  720  x  720  dpi  for  true  Photo  Quality  color.  Laser- 
quality  black  text.  Dazzling  color  printing  at  fast  print  speeds  — as--,.. 
on  virtually  any  paper.  And  simple  start-up  with  our  Easy  Setup  software.  With  our  free  award-winning 
(loaded  with  full-version  Adobe  and  Sierra  software),  you  can  create  striking  presentations 
and  reports  for  work.  Or  birthday  cards  and  banners  for  fun.  All  with  a  two-year  warranty  for  just  $289 
(not  bad,  since  the  Color  Pak's  worth  up  to  $299  alone).  Visit  us  at  www.epson.com  for  even  more 
reasons  why  the  EPSON  Stylus  Color  500  is  truly  ahead  of  the  competition.  And  ahead  of  its  time. 


EPSON 


Laser 
Quality  ^> 


Black  text  that 
won't  break  up- 
even  when  it's 
blown  up.  See? 


EPSON 


YOU'VE  GOT  TO  SEE  IT  IN  COLOR." 

Streel  price  may  vary.  EPSON  and  EPSON  Stylus  are  registered  trademarks  of  Seiko  Epson  Corp  All  other  trademarks  are  the  property  of  their  respective  owners  ©  1996  Epson  America,  Inc 
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Heard  it  through  the  grapevine 


If  you  want  to  know  what 
your  employees  are  think- 
ing, consider  setting  up  a 
special  hot  line  for  under- 
lings who  want  to  talk  to 
the  chief  executive.  Anoth- 
er idea— putting  sugges- 
tion boxes  in  the  office. 


Do  employees 
hear  about 
important 
matters 
first  through 
rumors? 


Do  employees 
believe  what 
management 
says? 


Source:  International  Survey  Research  Corp. 


■  Employee  theft 
eats  up  6% 

of  annual  revenues. 

■  30%  of  all  fraud 
losses  would  not 
happen  if  back- 
ground checks 
were  done. 

■  Employee  theft 
accounts  for  42% 
of  retail  crime, 
10%  more  than 
shoplifting. 

■  60%  of  electronic 
spying  and  theft 
incidents  are 
committed  by 
current  and  former 
employees. 

Sources:  Association  of 
Certified  Fraud  Examin- 
ers; National  Retail 
Security  Survey;  Ameri- 
can Society  for  Industrial 
Security. 


Charles  R.  Eitel 

President  and  Chief  Executive 
Interface,  Inc./Floor  Coverings  Group 
One  morning  I  was  coming  in  late  and  I 
parked  my  Mercedes  in  a  handicapped  parking 
spot  at  one  of  our  plants  in  La  Grange,  Ga.  It 
wasn't  more  than  30  minutes  when  one  of  our 
hourly  employees  in  the  order  department 
came  up  and  asked  me  if  I  had  parked  in  the 
handicapped  parking  space.  I  said  yes.  She 
replied  that  her  mother  was  handicapped  and 
that  she  really  took  offense.  When  she  said 
that,  I  was  so  embarrassed;  I  was  really 
shocked.  But  I  immediately  thanked  her  for 
having  the  courage  to  say  that. 

Her  complaint  reassured  me  that  people 
who  work  for  me  aren't  afraid  of  me. 

Martin  Edelston 

President 
Boardroom  Inc. 

I  invented  this  system  called  I -Power.  The 
original  suggestion  for  it  came  from  my  old 
friend  Peter  Drucker.  He  suggested  that  I 
could  improve  the  quality  of  my  meetings  if  I 
asked  my  employees  to  bring  two  suggestions 
to  every  meeting  on  how  they  could  work 
more  effectively.  Now  we  have  suggestion 
boxes  all  over  our  offices,  and  they  do  bring 
about  a  level  of  truth.  Every  suggestion  is 
reviewed,  and  considered.  And  there's  an 
incentive.  Ten  dollars  for  an  "A"  idea.  Five 
dollars  for  a  "B."  And  $100  for  the  best  sug- 
gestion of  the  month. 

One  of  our  most  famous  suggestions  came 
from  one  of  the  low-level  people  who  sug- 
gested that  we  try  to  get  under  the  4-pound 


postal  rate.  I  didn't  even  know  that  a  4- 
pound  rate  existed.  I  checked  it  out,  and 
found  out  that  if  we  made  our  books  %  of  an 
inch  smaller,  we  could  get  under  that  4- 
pound  rate.  We  saved  more  than  half  a  mil- 
lion dollars  a  year. 

Jules  Kroll 

Chairman 
Kroll  Associates 

Don't  go  into  a  question  of  veracity  naked.  Be 
prepared  for  the  question  you're  posing.  I 
don't  believe  in  going  on  intuition.  There's 
nothing  like  the  facts,  knowledge.  You've  got 
to  have  that  to  measure  the  truth  of  people's 
responses.  And  understand  the  person  you're 
dealing  with,  what  they  do  for  a  living,  their 
age,  what  they  like  to  do  and  where  they 
come  from. 

Robert  Crawford  Jr. 

President  and  Chief  Executive 
Brook  Furniture  Leasing  &  Sales 
To  get  the  truth  you've  got  to  do  all  you  can 
to  get  to  the  source.  When  I  got  the  word 
that  people  in  one  of  our  stores  were  unhappy 
with  the  manager,  I  dropped  by  that  store.  I 
could  feel  a  raw  tone  among  the  12  or  14 
people  there.  I  asked  them:  "Is  there  any- 
thing I  can  do  to  help  you?"  You  know  what 
it  was  in  this  particular  instance?  A  picnic. 
They  were  supposed  to  have  this  family 
picnic  in  October,  but  it  got  canceled.  I  said, 
"Why  don't  we  just  have  a  Christmas 
party  for  you  instead?  We'll  pay  for  it." 
And  it  seemed  to  lift  them  right  up,  just 
like  that. 


What's  on  your  mind? 


If  you  are  a  business  executive,  whether  with  a  big  company  or  a  small  one,  we'd  like  to 
know  what's  bothering  you  these  days,  and  what  you  are  doing  about  it. 
Tell  us  about  it  at:  mind@forbes.com. 
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ances  are      eir  teeth  will 
need  more  wor  k  th  an  your  l^umma 


L  U  ftl  1  fl  d       Being  a  parent  isn  t  easy  or  cheap.  So  it's  got  to  be  a  relief  to  drive  a  car  that 


could  need  a  lot  less  attention  than  your  children  s  teeth.  A  car  that  can  actually  go 


100,000  miles  hefore  its  first  scheduled  tune-up.'  Chevrolet  Lumina.  Its  suspension  is  luhed  for  life. 


It 


even  comes  wi 


ith  a  handy  oil-wear  sensor.  Did  we  mention  it's  affordable,  too? 


That'  s  something  to  smile  ahout  on  your  way  to  the  dentist.  And  one  less  thing  to  worry  ahout. 


Genuine  Chevrolet 

The  Cars  More  Americans  Trust. 


Call  1-800-950-2438  or  veil  www.ckevrolei.com  "Maintenance  needs  vary  with  use  and  driving  conditions.  ©1996  GM  Corp.  Buckle  up,  America!  I 


readers@forbes.com 


About  those  loafers,  Bob 

Sir:  Re:  "Company  of  the  year: 
Chrysler"  (Jan.  13).  Management 
should  be  congratulated  for  the  job 
they've  done  for  a  company  that  was 
almost   "down   and   out."  Their 


Chrysler's  Bob  Eaton  with  cochair  Bob  Lutz 
Would  wingtips  make  a  difference? 


motto — "There  must  be  a  better 
way" — is  great.  However,  Bob  Eaton 
should  know  you  never  wear  tasseled 
loafers  with  a  conservative  suit.  I'm 
sure  he  owns  a  pair  of  wingtips. 
-Richard  J.  Cordovano 
Gloversville,  N.T. 

Chilling  forecast 

Sir:  Re  "Who  decides?"  (Jan.  27). 
The  discrepancy  between  federal 
funding  for  aids  and  for  other  dis- 
eases makes  perfect  sense.  Lung  dis- 
ease, prostate  cancer  and  diabetes  are 
not  communicable,  aids  is  a  virus  on 
an  exponential  increase.  Look  at 
Africa  if  you  want  a  chilling  forecast. 
-Kevin  Isom 
Atlanta,  Ga. 

A  dose  of  their  own 
medicine 

Sir:  In  "The  shame  of  the  cities" 
(Jan.  13)  Diane  Ravitch  points  out 
one  of  the  greatest  problems  in  our 
public  education  system:  too  many 
administrators.  I  would  like  to  offer  a 
suggestion:  Require  every  politician, 
government  official,  teacher  and 
administrator  to  send  their  kids  to  the 
worst  school  in  their  districts.  I 
believe  you  would  see  an  improve- 
ment very  quickly.  I  would  also  have 
them  live  for  free  in  public  housing, 


give  them  free  public  transportation 
and  public  health  services.  If  our 
leaders  were  the  consumers  of  the 
systems  they  have  designed,  the  sys- 
tems would  work  much  better.  ■ 
-Al  Frick 
New  (Means,  La. 

Put  out  the  cat 

Sir:  Re  "Something  to  sneeze  at" 
(Jan.  13).  Your  article  on  microscop- 
ic arachnids  leaves  out  the  obvious 
solution:  Get  rid  of  the  cat! 
-John  Thomson 
Rochester,  N.T. 

Abortion  and  sick  babies 

Sir:  Re  "Impermissible  practice" 
(Fact  and  Comment,  Dec.  30,  1996). 
Mr.  Forbes1  statement  that  "most  civ- 
ilized nations  ban  or  restrict  abor- 
tions after  the  first  trimester"  is  out- 
rageous. Almost  all  serious  fetal 
genetic  and  developmental  abnor- 
malities (many  lethal  to  the  fetus)  are 
detected  by  ultrasound  and  amnio- 
centesis in  the  second  trimester,  not 
the  first.  Would  it  be  "civilized"  to 
mandate  that  women  carrying  affect- 
ed fetuses  continue  to  full  term,  only 
to  watch  their  deformed  babies  die 
within  hours  of  delivery?  This  would 
be  one  of  the  effects  of  banning 
second  trimester  abortions. 
-Steven  M.  Cohen 
Tarzana,  Calif. 

Saving  males 

Sir:  Thank  you  for  Peter  Brimelow's 
perceptive  articles  on  male  suicide 
("Save  the  males?"  Dec.  2,  1996)  and 
on  women's  greater  wealth  relative  to 
men  ("The  glass  floor,"  Dec.  16, 
1996).  A  question  to  cut  to  the  truth 
is:  Have  you  ever  worked  at  a  job 
where  two  people  had  the  same 
responsibilities,  years  of  experience 
and  qualifications,  and  yet  the  woman 
earned  72%  of  what  the  man  earned? 

It  is  men  who  are  villainized  today 
as  the  root  of  all  evil.  Small  wonder 
that  when  the  divorce  comes  or  they 
are  fired  and  feel  that  there  is  no 
point  in  living,  they  choose  the  gun 
or  the  bottle  of  pills.  I  suspect  that  if 
women  were  killing  themselves  three 
to  five  times  as  often  as  men,  that  fact 


would  have  found  its  way  into  the 
press  much  more  often. 
-Steven  Svoboda 
Berkeley,  Calif. 

Bad  rap  for  cool  bikers 

Sir:  Re  "Remembrance  of  things 
past"  (Transparent  Eyeball,  Jan.  13). 
Does  the  writer  personally  know  all 
the  "black-jacketed,  beer-bellied 
motorcyclists"  riding  past  his  family's 
old  home  in  rural  Pennsylvania?  He 
wouldn't  have  gotten  away  with  such 
a  blanket  statement  had  Malcolm 


Malcolm  S.  Forbes,  ready  to  ride 
Bikers'  best  friend. 


Forbes  still  been  around. 

Your  writer  might  have  some  of 
the  best  experiences  of  his  life  still  to 
come  on  a  motorcycle. 
-Wayne  and  Belle  Hager 
Gray  slake,  III. 

Touchback 

Sir:  "Game  over"  (Transparent  Eye- 
ball,//???. 13)  reminds  me  of  an  actual 
event.  Once,  before  I  made  a  presen- 
tation to  the  executive  vice  president 
of  a  large  bank,  he  asked  what  I 
thought  of  the  SEC.  My  response: 
"I'm  sorry,  I  don't  do  much  with  the 
stock  market."  He  looked  at  me  with 
disdain.  He  meant  the  Southeastern 
Conference.  It  must  be  a  football 
thing!  We  never  got  the  contract. 
-Chris  Nicolella  m 
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KcLcJN  1 LY  Wh  WcRt  rAKl  Uh 
A  MEDICAL  BREAKTHROUGH,  ALTHOUGH 
HE  DESERVES  SOME  OF  THE  CREDIT. 


It's  called  the  Turtle"  TS-1  Safety  Syringe.  A  spring- 
loaded  plastic  shell  that  covers  a  hypodermic  needle 
before  and  after  an  injection.  Inspired  by  the  fellow 
above,  this  innovation  will  drastically  reduce  ah  esti- 
mated four  million  accidental  needlesticks  a  year. 
To  create  it,  the  medical  industry  turned  to  Phillips 


Petroleum  for  K-Resin*  SB  Copolymer,  the  only  plastic 
found  to  meet  the  high  moldability  and  clarity 
demands.  It's  astonishing  what  happens  when  tech- 
nology and  a  turtle  get  together.  At  Phillips,  that's  what 
it  means  to  be  The  Performance  Company.  <@3Mb 
PHILLIPS  PETROLEUM  COMPANY  Igfl 


For  a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesville,  OK  74004, 

or  visit  us  at  www.phillips66.com. 
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Wl  I  H  OUR  POLICYHOLDERS  WL  ARE  E  NGAG  E  EY  IN  A  GREAT  MUTUAL  ENTERPRISE   IT  IS  GREAT  BECAUSE  II  SEEKS  TO  PREVENT  CRIPPLING  INJURIES  AND  DEATH  BY  REMOVING  THE  CAUSES  OF  HOME  HIGHWAY  AND  WORK  ACCIDENT! 


Louisa  has  never  taken  a  spill  on  the  job  because  of  the  safety  precautions  her 
employer  learned  from  Liberty  Mutual.  At  our  research  center  we  study  the  connection 
between  shoes,  floor  surfaces  and  slippery  hazards  like  water  and  grease.  By  investigating 
your  safety  concerns  we  can  recommend  a  plan  that  can  help  lower  your  workers 
compensation  costs,  and  ensure  that  Louisa  lives  a  safer,  more  secure  life. 


There\<  more  information  we'd  like  to  share.  So  please  call  John  Ryan         »  7t  t^^V \  t  ! 

MU 1  UAL 

at  (617)  ^74-5842  or  visit  our  website  at  http://www.Libertymutual.com     r^]ie  jreedom  of  JjiheY^l 
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"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


SAVING— AND  ENRICHING— THE  COMPACT 


The  RESULTS  of  the  Advisory  Council  on  Social  Security 
were  a  disappointment.  Yes,  the  members  did  agree  that 
over  time  the  financial  markets  do  a  significantly  better 
job  of  growing  people's  money  than  the  federal  govern- 
ment can.  But  the  council's  three  different  approaches 
for  reform  fell  into  the  zero-sum,  pay-as-you-go  mental- 
ity that  has  led  us  to  the  mess  we  are  in  today. 

All  the  council's  commissioners  called  for  benefits  cuts 
and  higher  taxes.  All  permitted  the  financial  problems  of 
the  old  system  to  inhibit  fundamental,  positive  change.  The 
furthest  any  would  go  was  to  allow  people  to  put  about 
40%  of  their  retirement  payroll  taxes 
into  their  own  private  pension  plans. 

The  path  we  should  take  is  clear. 
We  should  preserve  the  current  system 
for  those  who  are  in  it  and  who  are 
going  to  be  enrolled  in  it  during  the 
next  10  to  15  years.  Their  benefits 
should  be  left  alone.  But  we  should 
phase  in  a  new  system  for  younger 
people.  Initially  part  of,  and  ultimate- 
ly all  of,  their  payroll  taxes  would  go 
into  their  own  Individual  Retirement 
Accounts.  These  funds  could  not  be 
touched  until  the  individual  reached  a 
certain  age.  Investments  would  be  restricted  to  mutual 
funds,  bank  CDs  or  a  diversified  portfolio  of  stocks  or 
bonds.  No  Honduran  swampland  or  schemes  for  recover- 
ing buried  treasure.  But  individuals,  not  Washington  politi- 
cians, would  own  these  accounts.  That  way,  you  would 
choose  your  retirement  age.  If  you're  leery  of  stocks,  you 
could  put  this  money  into  a  bank  savings  account,  which 
is  government  insured,  or  into  inflation-proof  U.S.  Trea- 
sury bonds.  Any  choice  would  be  better  than  the  situation 

DON'T  DEAL  US  A 

Judging  from  the  Justices'  tone  of  questioning  during 
oral  arguments,  the  Supreme  Court  will  not  likely  dis- 
cover a  constitutional  "right"  for  allowing  assisted  sui- 
cide. Thank  goodness  for  that. 

This  sensitive  question  must  be  grappled  with  through  the 
give-and-take  of  the  political  process.  Most  states  prohibit 
physicians  from  helping  people  commit  suicide.  Contrary  to 
the  impression  left  by  well-publicized,  heart-rending  exam- 


we  have  now,  where  workers  today  will  get  less  than  what 
they  put  in.  And,  you  could  will  what  remains  of  your  nest 
egg  to  your  kids,  grandkids,  a  charity — or  your  pet  cat. 

Why  couldn't  the  commissioners  go  for  such  a  clear 
route?  Because  of  the  alleged  transition  costs.  Over  a  15-  to 
20-year  period,  perhaps  as  much  as  $3  trillion  of  bonds 
might  have  to  be  floated  to  help  pay  expenses  for  those  on 
the  old  system.  Of  course,  when  the  new  system  is  fully 
phased  in,  those  bonds  would  be  paid  down.  But  such  num- 
bers turn  experts  into  a-lick-here-and-a-stitch-there  reform- 
ers. They  don't  recognize  that  the  debt  already  exists.  Actu- 
aries estimate  the  current  system  has 
unfunded  liabilities  of  some  $9  trillion. 

And  don't  be  fooled  by  soothing 
reassurances  that  rejiggering  the  cost- 
of-living  formula  will  "solve"  Social 
Security's  financial  woes  until  2052, 
or  some  such  date.  Remember,  in  the 
late  1970s  payroll  levies  were  boost- 
ed, and  some  recipients'  benefits  were 
taxed  to  solve  the  crises.  A  few  years 
later,  another  round  of  even  sharper 
tax  boosts  was  enacted,  along  with 
raising  the  retirement  age,  to  put  the 
system  on  a  "sound"  footing. 
Social  Security  is  shaky  precisely  because  it  is  pay-as-you- 
go.  When  the  tax  is  collected,  it  is  immediately  paid  out  to 
beneficiaries.  Any  surplus  is  promptiy  spent  by  the  govern- 
ment on  other  programs;  the  Social  Security  Trust  Fund  is 
"credited"  with  "interest"  at  below-market  rates  for  these 
"loans."  Why  continue  this  Ponzi  scheme?  Why  not  make 
the  right  changes  that  will  give  people  more  in  the  next  cen- 
tury than  the  current  system  possibly  could — and  at  the  same 
time  make  die  economy  stronger  by  creating  more  capital? 

DEADLY  DECISION 

pies  of  patients  in  pain  who  "want  out,"  most  people  who 
end  their  lives  are  suffering  from  some  form  of  depression. 

A  cornerstone  of  American  civilization  is  the  idea  that 
the  law  should  protect  the  weakest  of  us,  not  just  the 
strong  and  the  rich.  Assisted  suicide  would  turn  that  prin- 
ciple upside  down.  When  a  person  stands  on  the  ledge  of 
a  building,  we  try  to  pull  him  back.  Legalizing  assisted 
suicide  would  say,  "Jump!" — and  if  you  hesitate,  society 


Signing  Social  Security  Act:  There's  a  21st- 
century  way  to  strengthen  jeopardized  system. 
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will  find  someone  to  push  you. 

We're  not  talking  here  about  a  virtually  brain-dead 
person  attached  to  some  machine  or  about  a  patient  who 
voluntarily  forgoes  so-called  heroic  measures  to  keep  him 
nominally  alive.  All  of  us  face  dark  times.  A  truly  humane 
society  encourages  us  to  carry  on:  We  get  help  when  we 
need  it  and  give  help  when  others  need  it. 

If  assisted  suicide  is  legalized,  people  suffering  severe 
illnesses  will  be  pressured  to  end  their  lives  rather  than  to 
fight  on.  Otherwise,  they  will  be  told,  they  are  selfishly 
consuming  scarce  resources.  Greedy  relatives  will  hammer 
home  a  similar  theme.  Doctors,  in  the  interest  of  keeping 


down  expenses  in  order  to  earn  managed-care  bonuses, 
will  feel  pressured  to  urge  the  gravely  sick  to  give  up. 

Assisted  suicide  is  only  a  way  station  to  euthanasia. 
Despite  pious  rules  about  consent,  inevitably  patients  will 
be  killed  without  their  permission.  Several  years  ago  the 
Dutch  permitted  assisted  suicide.  Doctors  murder  some 
1,000  unconsenting  patients  a  year. 

It  is  astonishing  and  appalling  that  there  should  even  be  a 
debate  about  assisted  suicide.  More  and  better  painkillers  are 
being  developed.  Exciting  breakthroughs  are  coming  out  of 
our  pharmaceutical  laboratories  to  help  combat  depression. 

Assisted  suicide  is  a  lethal  step  to  a  dark,  lonely  world. 


KEEP  IT  SIMPLE 

The  Federal  Reserve  is  hinting  that  it  might  impose  are  being  complicated  by  high  tech's  making  it  easy  for 
reserve  requirements  on  banks'  money  market  accounts,     banks  to  run  circles  around  their  regulations. 


Its  apparatchiks  claim  that  so-called 
sweep  accounts — where  money  from 
checking  accounts  is  swept  at  the  end 
of  each  day  into  overnight  instruments 
with  a  higher  rate  of  interest — are 
complicating  its  conduct  of  monetary 
policy.  Banks  and  their  customers  love 
these  sweeps:  Banks  avoid  having  to 
put  the  money  into  the  Fed's  reserve 
accounts,  where  no  interest  is  paid, 
and  depositors  earn  more  from  their  checking  accounts. 
Banking  authorities  frequently  complain  that  their  lives 


Fed  Warns  of  Effects 
Of  Rise  in  Banks'  Use 
Of  Sweep  Accounts 


Regulators  should  calm  down  and 
recognize  the  virtue  of  simplicity  in  the 
face  of  complexity.  The  Fed  doesn't 
need  to  use  reserve  requirements  to 
maintain  a  stable  dollar  or  to  try  to 
keep  banks  solvent.  The  most  sensitive 
measure  of  inflation  or  deflation  is  the 
—  gold  price  (see  Forbes,  Aug.  14,  1995, 

-Wall  Street  Journal    p  23).  If  the  dollar  price  of  the  yellow 

metal  is  rising,  the  Fed  can  drain  credit 
by  selling  bonds  through  open  market  operations — and 
do  the  opposite  if  the  price  of  gold  is  falling. 


GOOD  READ  BY  GREAT  REPORTER 


A  Reporter's  Life — by  Walter  Cronkite  (Alfred  A.  Knopf, 
$26.95).  Chock-a-block  with  interesting  anecdotes  and  ob- 
servations, this  memoir  by  America's  most  noteworthy 
newscaster-journalist  makes  for  memorable  reading.  From  a 
searing  racial  incident  during  boyhood,  involving  Cronkite's 
father,  to  Walter's  formative  days  at  United  Press,  to  cover- 
ing wars  from  WWII  through  the  Cold  War,  to 
pioneering  TV  news  broadcasting  and  trying  to 
resist  the  ever-present  tug  to  mixing  news  with  en- 
tertainment, to  reporting  on  our  still  under- appre- 
ciated space  program,  to  interviewing  presidents 
and  world  leaders,  to  making  possible  Egyptian 
President  Anwar  Sadat's  historic  trip  to  Jerusalem 
in  1977  by  posing  timely,  pointed  questions  to 
Israeli  Prime  Minister  Menachem  Begin  during  a 
TV  interview,  to  raising  kids  in  the  tumultuous 
1960s,  to  sailing  and  daredevil  car  racing,  Cron- 
kite shares  with  us  an  extraordinary  life  in  an  extraordinary 
century.  He  doesn't  pull  punches  on  his  views  of  people, 


politics  and  events,  but  he  is  never  nasty  or  titillating.  As  a 
journalist,  Cronkite  took — and  still  takes — great  pains  to 
separate  reporting  from  editorializing.  His  wire-service  years 
taught  him  to  combine  speed  (to  beat  the  competition) 
with  accuracy' — whatever  the  toll  on  body  and  personal 
purse.  Thus  CBS,  with  Cronkite  as  anchor,  would  not  hes- 
itate, if  necessary,  to  change  copy  and  stories  dur- 
ing a  broadcast;  competing  networks  were  content 
to  close  about  an  hour  before  the  live  broadcast. 
Excerpt:  The  press  cynicism  that  has  been  much 
criticized  in  the  mid-1990s  very  likely  is  a  result  of 
intellectual  snobbishness  as  well  as  a  natural  side 
effect  of  superior  education.  Among  this  new  gen- 
eration of  better-educated  journalists,  there  is  an 
urge  to  break  out  of  the  reportorial  straitjacket  by 
slipping  a  point  of  view  into  a  supposedly  impartial 
item.  I  think  the  new  press  cynicism  is  a  fad  that 
fast  will  fade.  As  the  practice  unleashed  a  storm  of  criti- 
cism, I  could  see  self-correction  coming  across  the  horizon. 


RESTAURANTS— GO,  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  Forbes  eatery  experts  Jeff  Cunningham  and  Tom  Jones. 


•  Island— 1305  Madison  Ave.,  near  92nd  St.  (Tel.:  996- 
1200  ).  Oasis  in  the  Museum  Mile  neighborhood.  Contem- 
porary New  York  menu  of  pastas,  salads,  grilled  filet  mignon 
of  mna  and  terrific  hamburgers.  Desserts  are  substantial,  espe- 
cially the  lemon  poppy-seed  pound  cake  with  cinnamon  ice 
cream  and  the  tiramisu.  An  added  plus:  It's  child-friendly 

•  Alva— 36  East  22nd  St.  (Tel.:  228-4399).  A  hap- 
pening place.  Noteworthy  dishes:  crispy  shrimp  cocktail 


appetizer;  steak  au  poivre;  coriander-crusted  tuna. 

Tammany  Hall— 393  Third  Ave.,  at  28th  St.  (Tel.: 
696-2001).  Rather  high  prices,  shatteringly  loud  noise 
level  and  inconsistent  fare. 

•  Park  Avenue  Cafe— 100  East  63rd  St.  (Tel.:  644- 
1900).  A  favorite,  with  some  of  the  most  imaginative  cook- 
ing in  town;  be  sure  to  try  the  pastrami  salmon.  Call  ahead; 
it's  hard  to  get  in.  Extensive  and  expensive  wine  menu.  H 
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Global  Private  Banking 


Ordinary  service  meets 
client  needs.  exceptional 
service  anticipates  them. 


Headquarters  of  Republic 
National  Bank  of  New  York 
(Suisse)  S.A.  in  Geneva. 


At  Republic  we  take  service  very  seriously. 
We  not  only  respond  to  client  orders,  we  aim 
to  anticipate  client  needs. . .  to  prepare  trie 
way  in  advance. 

We  do  tkis  mainly  ky  kuilding  close  and 
enduring  relationskips.  In  tke  process,  we 
gain  clear  insigkt  into  our  clients'  financial 
goals  and  keep  tkese  constantly  in 
mind  as  we  look  after  tkeir  interests. 
Our  ad  vanced  operating  systems,  too,  are 
fully  geared  to  tkis  idea  of  exceptional  service. 
Tkey  kelp  us  respond  to  investment  opportu- 
nities witk  uncommon  speed,  and  carry  out 
client  instructions  to  tke  letter. 

It  is  tkis  forward-looking  approack, 
togetker  witk  a  genuine  sense  of  commitment 
toward  our  clients,  tkat  makes  Repuklic  a 
truly  one-of-a-kind  kank. 


World  Headquarters  of 
Republic  National  Bank  of 
New  York  in  New  York. 


gi)  Republic  National  Bank  of  New  York 

Strength.  Security.  Service. 


New  York  •  Geneva  ■  London  •  Beijing  •  Beirut  •  Beverly  Hills  •  Buenos  Aires  •  Cayman  Islands  •  Copenhagen  -  Gibraltar 
Guernsey  *  I  long  Kong  •  Jakarta  *  Los  Angeles  *  Lugano  •  Luxembourg  •  Manila  •  Mexico  City  •  Miami  •  Milan  •  Monte  Carlo  •  Montevideo 
Montreal  •  Moscow  ■  Nassau  •  Paris  •  Perth  •  Punta  del  kste  ■  Rio  de  Janeiro  ■  Santiago  *  Singapore  •  Sydney  ■  Taipei  ■  Tokyo  *  Toronto  •  Zurich 

°  Repuklic  Nation  J  Bank  of  New  York,  1996 


irline  Does  More  To  Keep  You  From  Experiencing  Cabin  Pressure. 

As  fellow  business  travelers  to  London  will  confirm,  Upper  Class®  by  Virgin  Atlantic  offers  a 
dramatically  different  way  of  traveling -  and  thinking.  On  the  ground,  we  provide  extras  such  as 
free,  private  chauffeured-sedan  service  to  and  from  each  airport.  In  the  air,  our  unexpectedly 
relaxing  atmosphere  includes  spacious  lounges  and  bar  areas,  your  own  personal  entertainment 
center  and  huge  reclining  sleeper  seats  complete  with  sleepwear  and  up  to  15  inches  more  legroom  than 
other  business  classes.  And  remarkably,  Upper  Class  costs  no  more  than  a  business  class  ticket.  So  why 
not  experience  Virgin  Atlantic's  Upper  Class  and  let  us  take  the  pressure  out  of  your  business  travel. 
For  reservations  and  information  call  your  travel  agent  or  Virgin  Atlantic  Airways  at  800-862-8621. 

•      ■  '  r'  y  '  f£lK:  , 

virgin  atlantic 

Virgin  Atlantic  Airways  offers  all  non-smoking  flights  to  London's  Heathrow  from  JFK,  Newark,  Los  Angeles,  San  Francisco  and 
Washington  (Dulles).  To  London's  Gatwick  from  Boston,  Miami,  Milwaukee,  and  starting  winter  1997,  Kansas  City.  Service  from  Orlando 
is  offered  to  Gatwick  and  Manchester.  Milwaukee  and  Kansas  City  flights  are  via  Boston  on  Midwest  Express. 


Other  Comments 


Healthy  Thinking 

Unlimited  reimbursement  has  built 
up  a  health  care  system  far  beyond  our 
needs.  Democratic  legislators  bemoan 
the  fact  that  some  hospitals,  and  per- 
haps some  medical  schools,  will  close. 
But  that  would  add  to  the  healdi  of 
the  nation.  America  is  awash  with  hos- 
pitals running  at  30%  to  50%  capacity. 
-Richard  D.  Lamm,  former  gover- 
nor of  Colorado,  Washington  Times 

Learn  from  the  Past 

The  parties  are  jockeying,  unfortu- 
nately, to  see  which  one  can  wave  the 
biggest  tax  cuts  before  voters.  There 
are  two  options.  Congress  can  rip 
one  hole  after  another  in  the  fabric 
of  the  1986  reform.  Or  it  can  cut  tax 
rates  following  the  spirit  of  the  1986 
reform — by  closing  loopholes  and 
eliminating  complexity,  if  it  does  the 
latter,  a  sleek,  fair  code  with  low  tax 
rates  across  the  board  need  not  be  a 
wistful  memory. 
-New  York  Times  editorial 

Sleep  on  This 

Even  if  Social  Security's  financial  diffi- 
culties can  be  fixed,  the  system  remains 
a  bad  deal  for  most  Americans,  a  situ- 
ation that  is  growing  worse  for  today's 
young  workers.  Payroll  taxes  are 
already  so  high  that  even  if  today's 
young  workers  receive  the  promised 
benefits,  such  benefits  will  amount  to  a 
low,  below-market  return  on  those 
taxes.  When  today's  young  workers 
retire,  they  will  actually  receive  a  nega- 
tive rate  of  return — less  than  they  paid 
in.  A  young  worker  today  would  actu- 
ally be  better  off  stuffing  Social 


Security  taxes  in  a  mattress  than  count- 
ing on  benefits  from  the  program. 

A  study  by  financial  analyst  William 
Shipman  demonstrates  that  if  2  5 -year- 
old  workers  were  able  to  invest  private- 
ly the  money  they  currently  pay  in  So- 
cial Security  taxes,  they  would  receive 
retirement  benefits  three  to  six  times 
higher  than  under  Social  Security. 
-Michael  Tanner,  Cato  Institute 


Conscience  is  a  still,  small  voice  in- 
side of  you.  It  is  that  quality  of 
intellect  and  morality  which  makes 
men  reject  the  role  of  mental  mutes 
with  voices  silenced  because  of  fear 
of  criticism  of  what  they  might  say. 
-Senator  Margaret  Chase  Smith 
(1897-1995),  in  Educational  Horizons 

The  Way  It  Is 

I  had  never  interviewed  such  an  inter- 
nationally recognized  figure  [as  Alf 
Landon]  before  I  was  asked  to  get  his 
opinion  on  some  arcane  economic  his- 
tory. He  was  gracious  enough  during 
our  telephone  conversation  until,  hav- 
ing gotten  the  material  I  needed,  I  prof- 
fered a  "thank  you  and  good-bye,  sir." 

Landon  said:  "How  long  have  you 
been  a  newspaper  reporter?" 

I  mumbled  something  about  four  or 
five  years,  whereupon  he  said:  "Well,  if 
you  had  more  experience,  you  might 
have  asked  me  what  I  think  about 
Roosevelt  running  for  a  third  term.  I 
think  it  is  a  darned  fool  idea  that  can 
cause  all  sorts  of  trouble.  Good-bye." 

It  wasn't  a  major  revelation.  But  it 
did  teach  me  that  once  you've  got  a 
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news  source  on  the  phone,  don't  let  go 
until  you've  tested  for  every  possibility. 
-Walter  Cronkite, 
A  Reporter's  Life 

Keep  It  Quiet 

For  years,  one  can  assume,  some 
doctors  have  been  quietly  helping 
patients  die.  Why  then  the  need  for  a 
legal  ruling  to  make  that  official,  a 
ruling  that  erases  a  fundamental  eth- 
ical line  and  opens  medical  practice 
to  unconscionable  abuse? 

The  need  comes  from  the  modern 
craving  for  "authenticity."  If  you  are 
going  to  do  it,  do  it  proudly,  una- 
shamedly But  do  we  not  want  this  fear- 
ful act — killing — to  be  done  fearfully?  If 
it  must  be  done — and  in  the  most  ex- 
treme, pitiable  circumstances  it  will — let 
it  be  done  with  trembling,  in  whispered 
acknowledgement  that  some  funda- 
mental norm  is  being  violated,  even  if 
for  the  most  compassionate  of  reasons. 
-Charles  Krauthammer,  Time 

Penny  Anti 

Americans  for  Common  Cents 
reported  that  73%  of  [Americans] 
want  the  government  to  keep  circu- 
lating pennies.  But  the  General  Ac- 
counting Office  reported  that  penny 
production  costs  taxpayers  over  $8 
million  a  year.  The  U.S.  Mint  disput- 
ed this,  saying  that  penny  production 
nets  the  government  between  $17.9 
million  and  $26.6  million. 

A  poll  commissioned  by  the  GAO 
showed  that  most  Americans  would 
prefer  that  prices  be  rounded  to  the 
nearest  nickel.  Penny  backers  respond- 
ed with  an  estimate  by  Perm  State 
economist  Raymond  Lombra,  who 
said  that  rounding  prices  would  result 
in  overcharges  costing  consumers  at 
least  $600  million  extra  a  year. 
-U.S.News  &  World  Report 

Public  Works 

A  new  FOOTBRIDGE  across  the  River 
Yeo  near  Bristol  [England]  turned 
out  to  be  16  inches  too  short  because 
a  government  agency  sent  the  wrong 
measurements  to  the  builders. 
-The  Economist  WM 
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"SalesLogix 
.  a  true  sales  automation. tool 
that's  as  easy  to  use  as  act! 


Pat  Sullivan  is  President  and  CEO 
of  SaksLogLx  Corp.  Before  launch- 
ing SalesLogix,  Pat  was  co-founder 
and  CEO  of  Contact  Software  /nil, 
the  original  developer/marketer  of 
ACT!  and  creator  o]  the  contact 
management  category. 


Along  with  an  amy  oj  contact 
management  features,  you  get 
sales  automation  that's  easily 
customized  to  work  the  way  you 
do.  You  cait  manage  accounts,  mow 
deals  through  the  pipeline,  even 
synchronize  data  via  the  Internet 


"Ever  wonder  why  they  call  it 
es  Force  Automation  software? 
Because,  until  now,  you  had  to 
:e  your  sales  people  to  use  it. 
Sales  people  hate  the  whole 
a  of  sales  automation.  And  they 
pise  most  SFA  software.  They'd 
ler  just  keep  on  using  a  simple 
itact  manager  like  ACT!6 
Which  makes  me  smile  because, 
/ou  can  see  from  the  blurb  at 


the  top  of  this  page,  1  had  a  lot  to  do 
with  its  development  and  success. 

So  it  won't  surprise  you  that 
SalesLogix™  looks  and  feels  much 
like  ACT!  But  you'll  be  amazed  that 
a  system  this  easy  to  use  gives  you 
the  power  to  transform  a  bunch  of 
mavericks  into  a  cohesive  team. 

Your  sales  force  won't  just  use 
SalesLogix.  They'll  love  it. 

And  so  will  you.  Because,  in 


7  SalesLogix  is  a  trademark  (tfSattsUjgpt  Corporation  ACT  is  a  FCgtst&td  tratkmark  of  Syi 


addition  to  being  affordable,  it 
delivers  all  the  automation  you've 
been  craving,  including  sales 
forecasting,  graphical  customized 
reports,  group  scheduling  and  the 
ability  to  share  data  across  your 
entire  sales  organization. 

For  a  free  demo  disk  introducing 
the  next  generation  of  sales  soft-  Jh\ 


ware,  act  now.  Call  800-540-7092 
or  visit  www.saleslogix.com." 


INTRODUCING  A  SINGLE  ACCOUNT 

THAT  GIVES  YOU  THE  GUIDANCE  AND  TOOLS 
TO  CONTROL  ALL  YOUR  FINANCES. 

THE  JUNGLE  JUST  GOT 

A  LITTLE  LESS  FRIGHTENING. 

Start  to  plan  your  future.  Take  advantage  of  Dreyfus  Advice 
and  Guidance,"  a  personal  financial  planning  service  available 
through  the  new  Lion  Account™  With  one  call  you  can  get 
ongoing  access  to  advice  as  well  as  educational  materials. 
Just  one  way  the  Lion  Account  offers  you  the  tools  to  reach 
your  goals  and  the  power  to  control  all  your  finances. 
Gall  I-800-THE  LION  ext.  4241,  stop  by  a  Dreyfus 
Financial  Center  or  visit  our  website  at  www.dreyfus.com. 


RULE 

YOUR 

KINGDOM 


THE  LION 


ACCOUNT 

— -from  Dreyfus  - 


not  ONLY  do  we  LISTEN 
to  OUR  CUSTOMERS, 

SO   DOES   THIS  CAR. 


THE  SYNERGY  2010  is  unlike  any  concept  car  we've  ever  created.  Virtually  all  of  its 
ELECTRON IC  controls  are  voice  activated.  So  instead  of  drivers  taking  their  hands  oJJ 
the  steering  wheel  to  turn  on  the  radio,  they  simply  say  "Radio  on."  Talk  about  music  to 
your  ears.  Simply  put,  FORD  MOTOR  C 0 M PAN Y  is  developing  innovative  ways  to  make 
driving  safer  and  easier  than  ever.  In  computer  simulations,  Synergy  2010's  highly  efficient 
powertrain,  super  light  weight  and  aerodynamic  styling  combine  to  give  it  three  times  BETTER 
MILEAGE  than  a  conventional  car.  Which  is  better  for  the  environment.  The  Synergy  2010. 
Call  it  a  RESEARCH  CENTER  on  wheels.  Where  we  test  new  ideas  —  the  best  of  which  are 
destined   to   be   in  your  future.  And,  as  you   can   see,   that's  more   than  just  talk. 


Ford    •    Ford  Trucks 


Lincoln 


Mercury 


Q_U  ALITY      IS      JOB  1 


For  more  information,  contact  us  on  the  Internet  at:  http://www.ford. t 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


SPAIN— A  WELCOME  MOVE  TO  CONSERVATISM 


14 


years 


of 


Spain's  move  to  conservatism,  following 
socialism,  is  going  extremely  well. 

On  May  4,  1996  the  young,  highly  personable  Jose 
Maria  Aznar  was  sworn  in  as  premier,  with  an  unam- 
biguous program  of  strong  remedies  for  Spain's  eco- 
nomic and  social  ailments.  The  premier  has  a  thorough 
knowledge  of  government,  economics  and  foreign  poli- 
cy and  is  guided  by  an  ideological  rudder.  His  style  is 
low-key  and  full  of  charm,  and  he  has  a  self-deprecating 
wit  that  reminds  me  a  bit  of  President  Reagan's. 

Premier  Aznar  was  able  to  take  office  only  after  persuad- 
ing the  strong-willed  regional  lead- 
ers of  Catalonia  and  the  Basque 
National  Party  to  support  him — his 
own  followers  being  about  20 
votes  short  of  a  majority  in  the 
Congress.  He  is  determined  to  join 
the  EU's  economic  and  monetary 
union,  despite  having  inherited 
an  economy  with  high  inflation 
and  a  deficit  far  above  EMU 
requirements.  Aznar  has  already 
accomplished  the  following: 

■  Reduction  of  the  capital  gains 
tax,  as  well  as  other  taxes  hamper- 
ing small  and  midsize  businesses; 

■  Reduction  of  the  power  of  the  professional  guilds; 

■  Allocation  of  more  land  for  development; 

■  Begun  the  privatization  of  the  telecommunications  and 
energy  industries. 

In  addition,  the  premier  has  secured  agreement  on  an 
austere  budget  that  calls  for  $6.3  billion  in  spending  cuts, 
that  freezes  pay  for  about  2  million  public  employees 
(which  brought  on  a  largely  ineffective  strike),  and  that 
reduces  inflation  to  an  expected  2.5%  by  the  end  of  1997. 

Premier  Aznar  is  determined  to  move  away  from  the 
big,  authoritarian  and  centralized  government  that  marked 
his  socialist  predecessor  toward  one  that  is  more  democrat- 
ic, decentralized  and  deregulated.  For  example,  more 
authority  will  be  ceded  to  Catalonia,  which  will  delight  the 
redoubtable  and  impressive  president  of  the  Catalan 
regional  government,  Jordi  Pujol,  now  in  his  fifth  term. 

Premier  Aznar  is  also  trying  to  secure  labor  reforms  that 
will  discourage  the  hiring  of  temporary  workers  under  con- 


Premier  Aznar  and  CWW:  Seeing  eye  to  eye  on 
Spain's  new  conservative  path. 


tracts  (approximately  33%  of  Spain's  labor  force  works 
under  such  agreements).  He  is  a  strong  and  active  sup- 
porter of  privatization  (not  employing  the  timid,  halfway 
measures  of  selling  small  pieces  of  state-owned  assets,  as 
has  been  done  elsewhere).  Interestingly,  the  final  21.2%  of 
state  ownership  in  Telefonica,  one  of  Spain's  telecommu- 
nications groups,  will  be  sold  soon,  with  many  of  those 
shares  available  on  the  New  York  Stock  Exchange.  The 
public  offering  of  this  company,  headed  by  its  young  pres- 
ident, Juan  Villalonga,  is  expected  to  raise  nearly  $5  billion. 
At  a  time  when  U.S.  NATO  policy  is  guided  by  a  desire 
to  appease  Russia  and  when  France, 
in  its  anti-American  stance,  petu- 
lantly insists  on  weakening  NATO's 
effectiveness,  Premier  Aznar's  deter- 
mination to  take  Spain  fully  into 
NATO's  military  side  is  welcome. 

Challenges  on  the  Horizon 

All  of  these  positive  factors  do 
not  mask  the  fact  that  Spain  still 
has  many  problems.  The  govern- 
ment must  exercise  a  delicate  bal- 
ance in  retaining  the  crucial  sup- 
port of  Catalonia,  which  wants 
more  autonomy  and  more  financial 
rewards,  and  of  the  Basque  region,  where  separatists  re- 
sort to  violence  to  try  to  gain  their  ends.  The  central  bank 
has  reduced  its  interest  rate  from  7.25%  to  6.75%  to  help 
spur  economic  growth,  but  unemployment  still  remains 
high,  hovering  close  to  22%.  Spain  can  expect  economic 
growth  to  be  generated  from  its  tax  cuts,  but  a  general 
recovery  in  Europe  is  needed  to  increase  Spain's  export 
market.  The  country  also  must  make  a  full-scale  effort  to 
secure  more  overseas  markets  for  its  manufactured  goods. 

As  long  as  the  government  and  its  strong  premier  can 
continue  to  carry  out  sound,  pro-growth  policies,  Spain's 
future  will  be  bright. 

Sadly,  our  ambassador  to  Spain,  the  experienced  and 
skilled  professional,  Richard  Gardner — with  his  equally 
talented  wife,  Danielle — is  leaving  in  a  few  months,  after 
having  served  us  extremely  well  in  this  major  post.  We 
will  be  fortunate  indeed  if  Ambassador  Gardner's  suc- 
cessor has  similar  talents.  ■! 
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If  you're  like  us,  insurance  is  your  life.  But  in  case 
you're  one  of  those  rare  few  who  has  interests  besides  property 
and  liability  insurance,  we'll  make  this  brief.  Having  been  in 
the  medical  liability  insurance  business  for  more  than  60  years, 
we're  able  to  draw  on  a  comprehensive,  comparative  database  of 
information.  We're  backed  by  more  than  $10  billion  in  assets 


and  consistently  receive  high  ratings  from  A.M.  Best,  Stand 
&  Poor's  and  Moody's.  All  of  which  means  you  can  spend 
time  worrying  about  insurance.  After  all,  medical  science  r 
given  us  more  time.  We're  just  returning  the  favor. 


life  span  data  from  I"  '  ■  U.S.  Census  "Statistical  Bulletin."  averaging  all  U.S.  races  provided. 

I  he  St.  Paul  Companies.  Inc..  headquartered  in  Saini  Paul,  Minnesota,  is  a  group  of  companies  providing  property  and  liability  insurance  products  and  services  throughout  the  world. 
Medical  liabili.y  insurance  is  ortcred  through  St.  Paul  Medical  Services,  a  division  of  St.  Paul  Fite  &  Marine  Insurance  Company,  a  member  ol  The  St.  Paul  Companies,  Inc.  www.stpaul.com 
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Male  emancipation 


BY  PETER  NEWCOMB 


Why  do  so 
many  men  feel 
threatened 
by  women 
who  earn 
more  than 
they  do?  I 
sure  don't. 


When  I  tell  people 
that  my  wife,  Kelly, 
makes  more  money  than 
I  do,  they  often  look  at 
me  sympathetically.  Poor 
emasculated  fellow,  they 
seem  to  be  saying.  Some 
will  come  right  out  and 
ask  if  I  feel  marginalized 
by  my  wife's  high-octane 
salary. 

"Even  the  most  liber- 
ated man  can  feel 
threatened  by  a  woman 
who  earns  more  than  he 
does,"  declared  a 
national  business  maga- 
zine last  summer  in  a 
1,400-word  article. 

Really?  I've  never 
considered  my  wife's 
big  salary  a  problem. 
On  the  contrary,  it's 

given  me  far  more  freedom  than  my  father  or 
grandfather  ever  had.  I  don't  panic  about  what 
might  happen  to  the  family  if  I  lose  my  job.  I 
feel  no  husbandly  duty  to  pick  up  the  tab  for 
Friday  night's  takeout  or  to  pay  for  the  airline 
tickets.  And  with  every  box  from  Talbots  that 


arrives  in  the  mail  I 
know  I  have  the  green 
light  to  go  on  a  guilt- 
free  binge  at  Tower 
Records. 

This  is  not  emascula- 
tion. It's  emancipation. 

Derek  Colclough  lives 
in  Manhattan  with  his 
girlfriend  of  15  years, 
Corinne  Lait,  a  stylist  for 
magazine  shoots.  They 
are  due  to  be  married 
next  year.  Lait  makes  far 
more  money  than  Col- 
clough does.  "It's  quite 
thrilling  to  have  a  suc- 
cessful woman,"  says  the 
35 -year-old  painter.  "It 
takes  the  pressure  off  me." 

Chip  Todd  is  manag- 
er of  network  opera- 
tions at  NBC.  His  wife, 
Cindy,  an  account  representative  at  NBC,  earns 
more  than  he  does.  "She  had  the  higher-paying 
job  when  we  met,  and  that's  been  the  deal  ever 
since,"  says  Todd  cheerfully. 

If  you're  a  man  lucky  enough  to  be  hitched  to 
a  highly  paid  woman,  don't  knock  it.  Enjoy  it. 


I  got  your  office,  babe 


BY  PETER  SPIEGEL 


House  fresh- 
men clamor 
for  offices 
once  held  by 
Richard 
Nixon,  John 
Kennedy  or 
Gerald  Ford. 


You'd  hope  that  our  elected  officials,  con- 
cerned as  they  are  with  the  great  issues  of  the 
day,  would  be  above  petty  office  feuds  over 
square  footage  and  exposures.  Alas.  The  House 
of  Representatives  completed  its  biennial  office 
sweepstakes  last  month,  and  lawmakers  acted 
like  kids  fighting  over  a  new  toy. 

In  the  House,  office  space  is  based  on  senior- 
ity, but  for  members  elected  at  the  same  time, 
like  this  year's  74  freshmen,  a  lottery  kicks  in. 
So  competitive  is  the  process  that  members  are 
provided  with  blueprints  of  available  spaces  by 
the  office  of  the  Architect  of  the  Capitol. 

Generally,  the  most  coveted  spaces  in  the 
three  House  office  buildings  are  in  the  modern 
Rayburn  Building.  The  Cannon  Building 
comes  next.  Representatives  Richard  Nixon, 
John  Kennedy,  Gerald  Ford  and  Lyndon  John- 
son all  had  offices  in  Cannon  their  freshman 
year  in  the  House,  and  those  specific  suites  go 
fast.  Good  vibes? 

Finally,  because  of  its  dreadfully  slow  eleva- 
tors, comes  the  Longworth  Building. 

Large  offices  with  views  of  the  Capitol  are 
the  most  desirable.  Closeness  to  the  House 
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floor  is  also  a  biggie.  Many  would  rather  be  in 
Cannon — which  is  only  a  short  walk  across  the 
street  from  the  Capitol— than  in  the  far  side  of 
Rayburn,  which  involves  a  trek  of  about  two  or 
three  city  blocks  to  get  to  the  floor.  The  fifth 
floor  of  Cannon  is  out  no  matter  what:  There 
are  only  8  elevators  that  go  there,  as  opposed 
to  12  that  go  to  the  other  floors. 

Last  year  Representative  Sonny  Bono  was 
stuck  on  the  dreaded  fifth  floor  of  Cannon. 
Now  a  sophomore,  the  droopy  former  pop  star 


wanted  to  move,  but  also  wanted  an  office 
where  prying  fans  couldn't  find  him.  So  this 
year  Bono  passed  on  the  access-friendly  first- 
and  second -floor  suites  in  Cannon  and  relocat- 
ed to  the  less-desirable  third  floor. 

Still  not  far  enough  away,  it  seems.  "Yester- 
day we  had  several  hundred  people  just  walk 
into  the  office  and  say,  'Is  he  in?  Can  we  get  a 
picture?  Can  we  get  an  autograph?"'  says  Bono 
spokesman  Frank  Cullen  Jr.  "It  can  get  to  be  a 
distraction." 


Motorbike  chauvinism 


BY  ROBERT  LA  FRANCO 


That's  it!  No 
more  waving 
at  those 
HarJey  bikers. 


We  bikers  are  an  odd  bunch.  We  dress  in  heavy 
leather,  clunky  boots  and  goofy  goggles  and 
travel  at  speeds  that  threaten  death,  disaster  or 
dismemberment. 

Then  there's  this  brotherhood  thing  that 
requires  that  we  acknowledge  one  another  on 
the  road.  It  may  be  a  high  wave  thrust  confi- 
dently toward  the  sky,  or  a  cool,  lazy  move- 
ment of  the  hand  that  points  to  the  road. 
Sometimes  it's  a  thumbs-up,  sometimes  a 
peace  sign. 

Unfortunately,  if  you  ride  a  Japanese  bike,  it 


is  not  so  simple. 

You  quickly  learn  that  it's  not  appropriate  to 
wave  at  passing  Harley-Davidson  bikers.  Those 
dudes  don't  wave  back. 

When  I  take  to  the  road  on  my  Suzuki 
Intruder  VS-1400,  Harley  riders  freeze  me.  I 
give  them  a  cool  thumbs-up,  and  the  best  I  get 
in  return  is  a  scowl  and  perhaps  some  shouted 
slur  like,  "Rice  burner!" 

So  I'm  adopting  a  new  policy.  No  more 
waving  or  even  smiling  at  Harley  bikers.  Bunch 
of  overweight  chauvinists!  M 
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Anthony  Chan,  chief  econo- 
mist at  Banc  One  Investment 
Advisors,  warns  that  infla- 
tion could  jump  to  4%  this 
year.  He's  worried  because, 
for  the  five  quarters  ended 
in  September,  average 
hourly  earnings  rose  faster 
than  the  overall  Employment 
Cost  Index  (wages  plus  ben- 
efits)—meaning  nonwage 
benefits  have  been  lagging. 
Chan  expects  these  benefits 
to  surge  this  year,  driving  up 
total  compensation  and  forc- 
ing businesses  to  protect 
margins  by  raising  prices. 


Close-up  on  the  Forbes  Index 
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The  Forbes  Index  is  a  measure  of 
U.S.  economic  activity  composed  of  eight 
equally  weighted  elements:  the  cost  of 
services  relative  to  all  consumer  prices, 
the  level  of  new  orders  for  durable  goods 
compared  with  manufacturers'  inventories, 
total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail 
sales,  total  consumer  installment  credit. 
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What  happens  when  a  pair  of  6-year-olds  ponder  advice 
from  some  of  The  Street's  best  and  brightest? 

Babes  on  Wal 


By  Dyan  Machan 
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"Mommy,  I  don't  want  to  put  my 
money  in  a  company.  Could  we  go  to 
the  toy  store?" 

"No,  dear,  we  want  to  see  it  grow 
and  pay  for  your  college." 

One  of  the  nicest  things  my  parents 
did  was  to  buy  me  two  shares  of 
Coca-Cola  in  1965  for  $80  each. 
That  investment,  which  I  still  own,  is 
worth  $12,000. 

My  twin  sons  Lewis  and  Kyle  are  6. 
With  birthday  presents  and  a  tiny 
inheritance  they've  each  got  $2,500. 
Could  that  be  the  seed  money  that 
gets  them  through  college? 

Vetoing  the  boys'  understandable 
preference  for  jam  today  over  college 
tomorrow,  I  phone  some  experts  I've 
met  over  the  years.  If  I  take  the 
$2,500  and  supplement  it  with 
another  $2,500,  how  might  I  invest 
the  money  so  as  to  finance  their  col- 
lege educations? 

"Totally  unrealistic,"  said  Mario 
Gabelli,  of  New  York's  Gabelli  Funds, 
Inc.  "What  you  really  ought  to  do  is 
move  to  Florida  and  find  a  good  state 
school." 

But  Gabelli  faxed  me  an  investment 
grid  with  various  returns  and  value 
assumptions,  with  this  suggestion:  "If 
I  had  to  pick  one,  in  light  of  the 
quickly  changing  world,  I  would  have 
to  pick  the  no-load  Gabelli  Global 
Interactive  Couch  Potato  Fund.  I  am 
pretty  comfortable  this  would  get 
Kyle  and  Lewis  through  the  State 
University  of  New  York,  Albany. 
Equally  important,  they  would  be 
covering  all  of  the  entertainment, 
media,  publishing  and  distribution 
companies  on  a  global  basis,  and  this 
would  be  both  fun  and  educational." 

This  Gabelli  fund  is  trading  at 
around  $12,  and  has  been  lagging  the 
market  lately.  Might  be  a  good  catch- 


up play  in  a  promising  area. 

Still — a  state  university?  I  call  Paul 
Gould,  one  of  the  smartest  guys  at 
one  of  the  smartest  houses,  Allen  & 
Co.  He  recommends  Tele-Commu- 
nications, Inc.,  at  14%.  The  John 
Malone  outfit  is  about  30%  off  its 
yearly  high  and,  according  to  Gould, 
is  a  great  value. 

For  another  suggestion  I  call 
Joseph  Garber,  a  columnist  who 
writes  about  software  for  FORBES.  I 
am  looking  for  the  next  Microsoft. 
"The  next  Microsoft  is  probably 
going  to  be  Microsoft,"  he  tells  me. 
Oh,  well,  that  gives  me  the  opportu- 
nity to  explain  to  the  boys  what  is  the 
difference  between  hardware  and 
software. 

Kyle  is  upset  when  I  tell 
him  the  part  about  how  you 
can  lose  all  your  money. 

Another  wise  money  manager 
(whose  big  brokerage  firm  doesn't 
want  him  quoted)  thinks  Lewis  and 
Kyle  should  throw  their  weight 
(about  110  pounds  together)  on  net- 
work computing  with  the  industry's 
purest  play,  conveniently  called  Net- 
work Computing  Devices.  It's  selling 
at  around  13  after  a  recent  runup 
from  6.  It's  got  $32  million  in  cash 
and  no  debt,  which  gives  the  compa- 
ny some  ballast. 

On  to  hedge  fund  investor  Charles 
Lipson  of  C.S.L.  Associates.  He 
thinks  Denver,  Colo.'s  Optical  Secu- 
rity might  just  finance  the  Ivy  League 
for  the  boys.  It  uses  holograms  to 
prevent  counterfeiting.  It's  selling  at 
around  $6  and  just  inked  a  contract 
with  American  Express. 


A  few  years  back  Forbes  Four 
Hundred  member  Richard  Rainwater 
advised  Forbes  readers  to  invest  in 
natural  resources,  particularly  oil. 
Rainwater,  who's  now  mainly  retired, 
comes  off  the  golf  course  to  say  he 
still  sees  some  play  in  oil  and  gas 
stocks  but  he's  not  comfortable 
having  Lewis  and  Kyle  hold  them  for 
more  than  five  years.  He  suggests 
instead  Robertson  Stephens  Contrar- 
ian Fund. 

"It's  the  only  fund  I  would  own," 
says  Rainwater.  "Paul  Stephens  likes 
oil  and  gas,  and  is  heavy  into  Canada 
because  they  are  cheaper  and  he  buys 
at  the  cusp  of  real  opportunity." 

Cynically  wondering  what  Stephens 
has  done  for  Rainwater  lately,  I 
add  it  to  the  list  of  potential 
investments. 

Peter  Lynch  says  if  you  can't 
explain  a  company's  concept  to  a  10- 
year-old,  you  shouldn't  invest  in  it.  I 
figure  age  6  is  an  even  safer  bogey. 
Over  cookies  and  milk  one  afternoon, 
I  explain  the  potential  of  stock  market 
investing. 

Kyle,  however,  is  upset  when  I  tell 
him  the  part  about  how  you  can  lose 
all  your  money.  Not  bad — a  lot  of 
folks  today  have  forgotten  about 
losing  money.  In  light  of  the  risks, 
Kyle  decides  he  wants  a  choice  that 
will  "affect  people  the  most."  He 
says,  "I  don't  think  people  need  TV 
and  computer  games,"  and  votes  for 
network  computing. 

Lewis  finds  Rainwater's  reasoning 
on  declining  natural  resources  com- 
pelling but  unappealing.  But  he  is 
captivated  by  the  hologram  on  my 
Visa  card  that  demonstrates  the  kind 
of  products  made  by  Optical  Securi- 
ty. It's  an  easy  choice  for  him. 

From  the  mouths  of  babes.  WU 
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Will  automobiles  soon  be  sold  like  TVs  and  washing  machines?  Absolutely,  says 
this  longtime  student  of  the  car  . business,  and  carmakers  may  not  like  the  change. 

Off-the-shelf  autos 

A  chat  with  J.  David  Power  III  by  Tim  W.  Ferguson 


Automobile  dealers  hold  the  last 
great  retail  franchise  in  American 
manufacturing.  Long  after  other  con- 
sumer appliances  surrendered  to  the 
mass  merchandisers,  the  car  has  held 
on  to  its  special  status  within  the 
country's  distribution  system.  Most 
manufactured  goods  are  available  in  a 
wide  range  of  oudets;  cars  are  still  sold 
mostly  through  exclusive,  licensed 
dealers. 

Thousands  of  family- owned  dealer- 
ships have  made  their  owners  rich. 
Every  year  about  50  dealerships  show 
up  on  Forbes'  list  of  the  country's 
500  Largest  Private  Companies. 

The  long  party  is  over,  says  J.  (for 
James)  David  Power  III.  He's  in  a 
position  to  know.  His  J.  D.  Power  & 
Associates  is  synonymous  with  mea- 
suring motorist  satisfaction. 

Power  points  out  that  the  number 
of  dealers  has  been  steadily  shrink- 
ing— there  are  now  about  20,000 
new-car  dealerships,  down  from 
50,000  in  1950.  But  Power,  65, 
thinks  the  shrinkage  has  only  just 
begun.  He  says  the  rise  of  well-capi- 
talized chains  like  Circuit  City's 
CarMax  and  AutoNation,  the  car  deal- 
ership arm  of  Wayne  Huizenga's 
Republic  Industries,  will  drive  the  bulk 
of  die  remaining  family  dealerships  out 
of  business.  "It's  only  a  matter  of 
time,"  predicts  Power.  (He's  an 
unpaid  director  of  another  new  ven- 
ture, Driver's  Mart,  by  which  inde- 
pendent dealers  are  consolidating  their 
used  car  operations.) 

What  does  this  mean  for  con- 
sumers? For  die  auto  industry?  For  the 
economy?  Forbes  interviewed  Power 
at  his  market  research  company's 
offices  in  Agoura  Hills,  Calif. 

Power:  We're  operating  with  an 
archaic  [distribution]  system  that  was 
inherited  by  the  automobile  industry 
from  the  horse-and-buggy  traders. 


They  grew  into  the  horseless  carriage. 
Cars  were  so  unreliable  that  the  man- 
ufacturers had  to  have  dealers  to  ser- 
vice the  vehicles  in  every  town.  You 
had  tremendous  amounts  of  fat  in  the 
system,  both  in  production  and  in 
marketing  and  distribution. 

Then  the  Japanese  came  in  and 
changed  the  balance.  They  were  very 
concerned  about  quality.  You  started 
to  see  a  change  in  consumer  behav- 
ior— "I  bought  this  Japanese  car,  and 
it  not  only  gets  excellent  mileage,  but 
I  don't  have  to  take  it  in  for  service  or 
repairs." 

Under  the  Voluntary  Restraint 
Agreements  in  the  Eighties  there  were 
only  so  many  cars  the  Japanese  could 
bring  in — dealers  in  general  didn't 
have  to  shave  prices  and  they  made  a 
ton  of  money  in  the  mid-1980s.  By 
1989,  however,  supply  was  in  excess. 
That  was  when  the  consumer-driven 
market  truly  took  hold. 
Forbes:  Is  this  why  so  many  car 
dealers  are  willing  to  sell  out 
now,  even  as  they  come  off 
a  great  year? 

Incentives,  the  warranty  business  and 
other  after-sale  programs  have  gotten 
tighter.  And  the  overhead  has  been 
going  up  on  the  dealers:  labor  costs, 
litigation,  EPA  [environmental  man- 
dates], toxic  waste  liabilities. 

Consumers  are  much  more  intelli- 
gent and  more  informed  than  they 
ever  were  before.  They  come  in  with 
the  dealer  invoice  number  and  start 
negotiating  from  that.  That  has  helped 
bring  margins  down. 

The  other  thing  is  that  there  is 
excess  capacity  of  3  million  to  4  mil- 
lion units  in  North  America.  As  long 
as  manufacturers  are  fighting  for 
market  share,  you  are  going  to  have  a 
very  competitive  picture.  Transaction 
prices  have  not  been  going  up  as  fast 
as  the  dealer  invoice  price. 

Another  thing  that  happened:  the 


fallout  in  real  estate  after  the  late 
1980s.  Car  dealers  were  the  first  ones 
to  move  out  of  the  central  cities  to  the 
suburbs  and  got  prime  real  estate. 
When  the  suburbs  filled  up,  they 
would  move  out  another  layer.  If  they 
averaged  even  a  small  profit  on  their 
dealership,  when  it  came  time  to  cash 
in  on  their  real  estate  they  got  a  big 
payoff.  But  real  estate  isn't  providing 
the  return  on  investment  now. 

All  those  things  are  a  burden,  espe- 
cially on  the  entrepreneur  dealer. 
What  kind  of  money  are 
the  consolidators  paying? 
A  dealership  used  to  sell  for  two  to 
three  times  earnings.  Now  CarMax 
and  AutoNation,  with  Wall  Street's 
financing,  are  raising  that  to  18  or  20 
times  earnings.  This  allows  a  dealer 
who  feels  threatened  by  consolidation 
to  get  some  money  out.  You  find 
today  that  fewer  and  fewer  sons  and 
daughters  are  taking  over  the  dealer- 
ships. The  risk  has  gone  up,  and  the 
return  has  gone  down.  A  lot  of  dealers 
themselves  don't  want  to  risk  the 
family  fortune  on  their  sons  or  daugh- 
ters because  they  know  how  tough  it 
is  going  to  be. 

If  the  business  is  so  bad,  why 
do  smart  people  like  Wayne 
Huizenga  want  to  get  in? 

They  are  doing  it  in  volume.  With  the 
old  franchise  system,  the  car  manufac- 
turers want  to  keep  the  dealers  small 
and  not  too  rich;  then  they  can  con- 
trol them. 

In  other  words,  Huizenga 
and  his  ilk  can  talk  tougher 
to  the  auto  companies  than 
the  small  family  dealer  can. 

With  every  other  industry  we  looked 
at,  when  the  retailer  takes  over,  he  dic- 
tates. The  car  industry  will  be  required 
to  produce  vehicles  on  a  timely  basis 
for  the  retailer  that  wants  them. 

Here's  what  happens  with  the  old 
franchise  dealer  system.  Suppose  the 
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manufacturer  has  a  hot  model  on  the 
line,  say  a  Ford  Mustang,  but  the  Ford 
Contour  isn't  selling  very  well.  Well,  if 
you,  the  dealer,  want  five  more  Mus- 
tangs, you  are  going  to  have  to  take 
ten  Contours. 

In  every  other  industry — home 
electronics,  television,  appliances — the 
big  retailers,  the  Circuit  Cities  and 
Best  Buys,  dictate.  If  your  product  is 
not  on  their  shelves,  you  are  out  of 
business.  In  the  1950s  we  had  tremen- 
dous franchise  operations  in  televi- 
sions. Absolutely  gone  overnight. 
Once  you  got  to  solid-state  circuitry, 
improved  performance  and 
reliability,  nobody  needed  |  ~~ ~ ~~ 
those  dealers  any  longer. 
And  that  is  what  is  going 
to  happen  with  autos. 

When  you  begin  to  see 
the  parts  and  service  oper- 
ations   separated  [from 
sales],  then  you  know  that 
changes    are    going  to 
happen.  In  the  television- 
appliance  business  that  was 
when  the  discount  houses 
started      taking  over. 
Regional  service  centers 
rather  than  a  dealer  will 
handle  auto  parts  and  ser- 
vice. Watch  the  Roger 
Penske  deal — he  bought 
the  Kmart  [auto]  service 
center.  That  is  one;  Pep 
Boys  is  another. 
Good  news  or  bad  news 
for  the  auto  companies? 
In  the  short  run  consolida- 
tion helps  the  manufactur- 
ers, because  it  is  helping  ^BB 
them  rationalize  their  dis- 
tribution without  having  to  fight  the 
franchise  laws  of  many  states  in  order 
to  cut  back  the  number  of  dealers. 

But  four  or  five  years  out,  the  pic- 
ture could  change.  If  we  look  at  any 
industry  where  there  has  been  con- 
solidation at  the  retail  end,  the  balance 
of  power  goes  from  the  manufacturer 
to  the  retailer,  because  the  retailer  is 
the  one  who  actually  deals  with  the 
customers. 

How  fast  the  manufacturers  change 
the  production-push  mentality  is  the 
question.  With  overcapacity  through- 
out the  world,  the  pressure  is  to  main- 
tain market  share  and  increase  pro- 
duction. The  temptation  is  to  force 


vehicles  on  the  market  and  come  up 
with  the  merchandising  programs  to 
move    them.    The  manufacturers 
should  be  looking  at  investing  in  the 
mega-retailers,  though  I  don't  hold 
much  value  in  that  prospect  at  this 
point.  It's  difficult  to  mix  a  manufac- 
turing culture  with  a  retailing  culture. 
For  better  or  worse,  the  manufac- 
turers seem  to  be  going  along  by 
approving  dealership  transfers 
from  families  to  the  chains. 
They  have  no  choice.  The  manufac- 
turers will  have  to  find  a  way  to  get  on 
the  shelf  at  AutoNation. 


Auto-qualiiy  maven  J.  David  Power  III 
"People  don't  have  time  to  take  test-drives  anymore. 


Chrysler  did  it  first  [by  agreeing  to 
transfer  a  dealership  to]  CarMax.  It 
was  a  little  over  15  months  ago,  in 
Atlanta.  It  caused  a  big  uproar.  Now 
AutoNation  has  just  hooked  up  with 
the  Maroone  Group,  the  third-largest 
Chevrolet  dealership  in  the  world. 
Mullinax  Ford,  which  is  out  of  Ohio 
and  Florida  with  four  Ford  franchises, 
has  signed  on.  And  AutoNation  was 
the  highest  bidder  for  Magic  Ford  in 
southern  California. 
You've  consulted  with  Korea's 
Daewoo,  which  is  looking  to  avoid 
a  traditional  franchise-dealer  setup 
when  entering  the  U.S.  market. 
They  could  strike  a  deal  with  AutoNa- 


tion. Another  tiling  that  could  happen 
is  that  some  of  these  car  companies 
that   couldn't   stay   in   the  U.S. 
market — like  Renault,  Fiat,  Citroen, 
Peugeot — could  come  back  in. 
Because  they  wouldn't  need  to 
build  a  dealer  network.  They 
could  use  the  super-retailers? 
These  new  branded  retailers  could  be 
an  easy  avenue  back  into  the  market. 
The  car  company  wouldn't  even  need 
a  full  line. 

You  see,  another  problem  with  the 
franchise  system  is  the  proliferation  of 
product.  The  dealers  have  been  saying, 
"We  gotta  have  trucks,  we 
gotta  have  vans,"  so  the 
manufacturers  give  them 
trucks  and  vans.  We've  got 
maybe  35  to  40  suv  [sports 
utility  vehicle]  models  out 
there  now.  That  is  the  "in" 
vehicle.  My  feeling  is  this  is 
temporary.  This  tremendous 
growth  curve  is  going  to  go 
back  down  and  the  models 
will  eat  each  other  alive,  fur- 
ther reducing  margins. 
In  a  mass -retailing 
environment,  there'll  be  a 
call  only  for  the  best  of 
each  model  at  each  price. 
Yes.  They  [the  auto  super- 
stores] will  have  them  all  side 
by  side,  like  the  27-inch  sets 
here,  the  35-inch  sets  there. 
The  salesperson  doesn't  push 
you  one  way  or  another. 
Here  they  are.  Here  are  their 
prices. 

So  the  weaker  models 
won't  have  anyone  push- 
ing them,  and  they'll 
tend  to  fall  by  the  wayside.  But, 
heck,  shopping  for  a  car  used  to 
be  a  kind  of  family  adventure. 
You  make  it  sound  like  a  trip 
to  the  grocery  store  for  a  pound 
of  coffee. 

The  automobile  people  felt  this  would 
never  happen.  The  car  is  an  emotion- 
al purchase.  People  like  to  kick  the 
tires.  Take  a  test-drive.  But  people  are 
finding  they  don't  have  time  to  do 
these  things  anymore. 
Ah  well,  so  the  consumer  will 
probably  get  a  slightly  better  deal, 
but  another  American  icon  hits 
the  dust.  Cars  will  just  be  an 
expensive  appliance.  Wx 
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Will  Internet  shopping  threaten  the  mall? 
That's  what  they  said  about  catalogs 
a  quarter  of  a  century  ago. 

Plus 

ca  change... 


By  Zina  Moukheiber 

Forrester  Research  predicts  that 
retail  sales  on  the  Internet  will  reach 
nearly  $7  billion  by  the  year  2000. 
Input,  a  market  research  firm  in 
Mountain  View,  Calif.,  says  they  will 
be  around  $15  billion  by  the  end  of 
the  century. 

The  pundits  may  be  getting  carried 
away.  From  almost  nothing  in  1995, 
on-line  retailing  was  a  shade  over 
$500  million  last  year,  according  to 
Forrester.  But  most  of  the  purchases 
were  computer  gear.  No  surprise: 
The  Internet  is  predominandy  popu- 
lated by  male  techies. 

It  won't  always  be  that  way,  of 
course,  but  is  it  likely  that  on-line 
retailing  will  eventually  blow  away  the 
malls  and  department  stores  and  bou- 
tiques of  America? 

Unlikely.  The  great  growth  of  cat- 
alog shopping  offers  a  clue  to  the 
future  of  Internet  shopping.  Back  in 
the  1970s  Forbes  wrote  about  cata- 
logs in  a  tenor  that  recalls  some  of 
today's  thinking  about  the  Internet. 
We  said:  "Mail  order  is  the  entrepre- 
neur's paradise — perhaps  the  last  such 
paradise."  Like  setting  up  a  small 
Web  site  today,  creating  a  catalog 
required  litde  more  than  an  idea  and 
a  bit  of  capital. 

Fortunes  were  thus  created:  Lillian 
Vernon,  L.L.  Bean,  Lands'  End, 
Williams-Sonoma.  But  while  this  tree 
grew,  it  didn't  grow  to  the  sky. 

Two  decades  back  the  catalogs 
appeared  unstoppable.  In  1971  Sears, 
Roebuck's  catalog  sales  were  growing 
at  a  faster  rate  than  its  store  sales. 
Women  were  going  to  work  and  had 
less  time  to  shop. 

Then  came  the  shakeout  and  Sears 
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itself,  a  pioneer  in  mail 
order,  dropped  its 
big  book.  Only  one 
in  four  startups  sur- 
vived. Onetime  hotshot 
catalogs  like  the  Nature 
Company   fell   on  sad 
days.  The  cost  of  being  in 
the  business  kept  rising,  as 
postal  prices  and  the  cost 
of  maintaining  distribution 
centers,  computer  installa- 
tions     and  shipping 
increased. 

A  quarter  of  a  century 
into  the  mail-order  revolu- 
tion— made  possible  in 
part  by  the  evolution  of  air 
delivery  and  computerized 
distribution — catalog  rev- 
enues amount  to  nearly 
$50  billion,  only  2.5%  of 
total  retail  sales,  excluding 
automobiles. 

According  to  Management 
Horizons,  a  division  of  Price 
Waterhouse,  the  share  of  fre- 
quent catalog  shoppers — 
those  who  make  a  purchase 
at     least     every  three 
months — has  been  falling 
and  was  less  than  24% 
last  year. 

It's  a  solid  business, 
but  it  hasn't  blown 
anyone  out  of  the 
water. 

History  will  prob- 
ably repeat.  Forrester 
says  the  cost  of  set- 
ting up  and  market- 
ing a  Web  site  can  be 
over     $4  million. 
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AK  Steel's 
Thomas  K.  Graham 
He  knows  the 
steel  business 
inside  and  out, 
but  announcing  a 
huge  new  plant 
on  the  eve  of 
retirement  raises 
questions. 


AK  Steel  is  betting  $1.1  billion  on  a 
new  steel  complex.  Who  wants  to  spend 
that  kind  of  money  in  a  low-profit  business? 

A  throw 
of  the  dice 


"There's  a  myth  out  there  that 
putting  up  a  Web  site  is  cheap,"  says 
Marisha  Konkowski,  electronic  retail- 
ing manager  at  J.C.  Penney.  "It 
isn't." 

Shopping  is  not  just  a  necessity. 
For  all  that  Americans  lead  busy  lives, 
for  many  of  them  shopping  is  recre- 
ational, a  social  activity.  Susanna 
Flory,  31,  a  teacher  and  mother  of 
two  in  Castro  Valley,  Calif,  shops 
Lands'  End  through  the  Internet, 
because  she's  familiar  with  the  brand. 
But  Flory  doubts  she  will  become  an 
addict.  "I  wouldn't  call  it  relaxing," 
she  says.  "It's  entertaining  right  now 
because  it's  new  and  fun." 

"It's  too  early  to  get  a  percentage 
of  Internet  shoppers  who  are  repeat 
customers — for  anyone  who  shops  at 
least  twice  a  year,"  says  Lauren  Freed- 
man,  an  electronic  retailing  consul- 
tant. "It  ranges  from  25%  for  1-800- 
Flowers  to  44%  for  a  popular  site  like 
[bookseller]  Amazon.com."  Cus- 
tomers try  it  because  it's  new,  then 
the  novelty  wears  off. 

Patagonia,  the  trendy  cataloger  of 
outdoorwear,  is  on  the  Web,  but  it 
doesn't  sell  there.  It's  taking  some 
cues  from  its  catalog  business. 

In  the  1970s  Forbes  wrote 
of  catalogs  in  a  tenor  that 
recalls  some  of  today's 
thinking  about  the  Internet. 

"We  have  a  strong  suspicion  that 
people  use  our  catalog  as  a  shopping 
guide  to  our  stores,"  says  Peter 
Sapienza,  a  Web  specialist  in  charge 
of  sportswear  marketing  at  Patagonia. 
"Indications  are  that  the  Internet  is 
the  same." 

True.  Many  catalog  merchants 
eventually  open  stores,  using  their 
mailings  as  a  marketing  tool.  For 
them  the  print  message  is  a  selling 
tool  but  not  the  place  where  the  final 
sale  is  clinched. 

Internet  retailing  will  grow  as  the 
computer-trained  younger  genera- 
tion comes  out  into  the  world.  But 
if  the  experience  of  the  catalog  mer- 
chants is  any  guide,  old-fashioned 
feel- the -merchandise-shopping  will 
remain  dominant  into  the  foresee- 
able future.  MB 


By  Howard  Rudnitsky 

Who  in  their  right  mind  would 
spend  a  billion  to  build  a  brand-new 
steel-mill  complex  in  the  U.S.?  The 
last  major  new  steel  mill  here  was 
built  between  1990  and  1993,  when 
Inland  Steel  and  Nippon  Steel  joint- 
ly spent  $1  billion  on  a  2-million-ton- 
capacity  steel-and-coal  complex  in 
New  Carlisle,  Ind. 

The  facility  has  yet  to  earn  a  decent 
return  on  its  cost.  "They  lowered 
operating  costs  about  50%,"  says  UBS 
Securities  veteran  metals  analyst 
Charles  Bradford,  "but  interest  and 
depreciation  are  greater  than  the  cost 
savings.  And  the  project  isn't  earning 
its  cost  of  capital." 

With  the  Indiana  complex  fully 
operational,  Inland  earned  $2.69  a 
share  in  1995,  $1.20  in  1996  and  will 
net  perhaps  $1.60  in  1997.  In  1987 
through  1989,  however,  before  the 
mill  was  built,  Inland  averaged  $3.81. 


But  here  we  go  again.  This  time 
it's  Thomas  K.  Graham,  chairman  of 
Middletown,  Ohio's  AK  Steel  since 
1992.  Publicly  owned  AK  Steel,  16% 
owned  by  Japan's  Kawasaki  Steel,  is 
the  successor  company  to  Armco 
Steel-Kawasaki  Steel,  a  joint  venture. 
It  plans  to  spend  $1.1  billion  to  con- 
struct a  state-of-the-art  flat-rolled- 
steel  processing  complex  near  Rock- 
port,  Ind.  When  fully  operational  in 
late  1999,  Rockport  will  take  1.8  mil- 
lion tons  of  steel  now  shipped  as 
medium-price  hot-rolled  sheet  and 
convert  it  to  higher-value  carbon  and 
stainless  steel  for  the  automotive, 
appliance,  food  processing  and  other 
markets. 

Graham  emphasizes  the  new  mill  is 
not  intended  so  much  to  expand  AK 
Steel's  steelmaking  capacity  as  to 
increase  its  finishing  capacity  and 
lower  its  costs.  "We're  upgrading  to 
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Rolls  of  steel  at  AK 
Steel's  plant  in 
Middletown,  Ohio- 
ready  to  be  shipped 
to  auto  and 
appliance  makers 
Will  customers 
pay  up  for  better 
quality  steel?  Or 
will  they  squeeze 
the  producer? 


yd 


higher- quality,  higher-margined  steel," 
he  says. 

Why  not  just  refurbish  an  existing 
mill?  Graham:  "The  new  facility's 
improved  design  and  lower  energy 
consumption  will  significantly  lower 
operating  costs." 

Graham  says  the  new  facility  will  be 
the  only  North  American  producer 
making  80-inch-wide  carbon  steel; 
existing  mills  turn  out  72-inch  rolls. 
"Automakers,"  he  says,  "can  save  by 
avoiding  having  to  weld  two  narrow- 
er metal  car  panel  sheets  together." 

Tom  Graham  is  a  50 -year  veteran 
of  the  industry  and  is  respected  for 
being  a  savvy  manager.  Although  AK 
Steel  is  only  number  seven  in  ship- 
ments among  U.S.  steel  companies, 
Graham  has  made  it  number  one  in 
profit  per  ton — its  operating  profit  is 
around  $60  per  ton,  compared  with 
an  industry  average  of  $  1 1 . 

Graham,  70,  spent  most  of  his 
career  managing  steel  operations  at 
]&L,  U.S.  Steel  and  Washington 
Steel.  He  was  lured  out  of  retirement 


in  1992  to  run  Armco  Steel  Co.  He 
brought  along  Richard  M.  Wardrop 
Jr.,  who  had  worked  with  him  at  U.S. 
Steel  and  Washington  Steel.  Wardrop, 
51,  is  now  chief  executive  officer. 

When  they  arrived  in  1992,  the 
company  had  $600  million  in  debt 
and  negative  equity.  Graham  and 
Wardrop  shut  a  dozen  inefficient 
operations  and  replaced  75  of  100 
top  managers  in  one  year.  They 
improved  steel  quality  and  began  get- 
ting products  to  customers  on  time. 
They  took  the  successor  company,  AK 
Steel,  public  in  1994,  selling  about 
74%  of  the  common  stock — plus  pre- 
ferred stock  later  that  year — raising 
$654  million  of  equity,  which  paid  off 
the  debt,  leaving  the  company  in 
strong  financial  condition. 

Profits  were  down  last  year,  as  they 
were  for  the  industry,  but  AK  Steel 
managed  to  earn  an  estimated  $146 
million,  or  $4.70  per  share,  on  sales 
of  $2.2  billion. 

So  why  didn't  Graham,  who 
retired  on  Jan.  31,  leave  well  enough 


alone?  It  will  sully  the  company's 
now  neat  balance  sheet.  Of  the  $1.1 
billion  cost  for  the  new  mill,  $800 
million  will  have  to  be  borrowed. 

Analyst  Bradford  has  historically 
been  a  strong  fan  of  AK  Steel,  but 
now  he  has  his  doubts,  saying  that 
"Rockport  is  too  big  and  too  expen- 
sive. AK  prospered  by  reducing  costs, 
not  by  spending  huge  sums  of 
money.  [Graham  and  Wardrop]  were 
always  critical  of  others  who  under- 
took major  expansions." 

Bradford  and  other  critics  think 
Rockport  will  have  the  same  problem 
that  Inland's  Indiana  mill  does:  It  will 
make  steel  much  more  cheaply,  but 
not  cheaply  enough  to  justify  the 
huge  capital  cost  in  a  low-profit  busi- 
ness. "[Graham  and  Wardrop]  may 
figure  their  customers  will  pay  for  the 
quality,  but  they  never  have  in  the 
past,"  says  Bradford.  The  analyst  has 
a  point:  Auto  customers  in  particular 
have  been  successful  in  squeezing 
suppliers  to  deliver  more  quality  at 
progressively  lower  prices.  ■ 
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In  college,  Robert  Friedland  peddled  drugs. 
He  now  finds  peddling  mining  stocks 
more  lucrative— and  less  risky. 

Mining  the  suckers 


By  William  Green 


5  Wealthy  mining- 
I  stock  promoter 
5  Robert  Friedland 
1  A  booster  says 
=  the  stock  in  one 
§  of  Friedland's 
Z  companies  will 
"  shoot  from  C$2.60 
a  share  today  to 
C$14  this  year. 
Who  knows? 
With  enough 
hype,  anything 
is  possible. 


Three  years  ago  Diamond  Fields 
Resources  was  an  undistinguished 
mineral  exploration  company  hunting 
for  diamonds  in  Arkansas  and 
Saskatchewan,  and  on  the  seabed  off 
Namibia.  Nothing  exciting,  really. 

As  recently  as  October,  1994,  Dia- 
mond Fields  had  a  market  capitaliza- 
tion of  just  $45  million  (all  figures  are 
in  U.S.  dollars,  unless  otherwise  indi- 
cated), a  per-share  price  of  C$3.75 
and  no  revenues.  But  then  the  com- 
pany's geologists  hit  an  unexpected 
jackpot. 

Looking  for  diamonds  in  Voisey's 
Bay,  Newfoundland,  they  stumbled 


upon  one  of  the  richest  nickel  deposits 
in  history. 

Wasting  no  time,  Diamond  Fields' 
cofounder  Robert  Friedland  orches- 
trated a  bidding  war  for  the  nickel. 
Inco  and  Falconbridge,  the  world's 
leading  nickel  producers,  both  wanted 
the  deal.  Inco  won,  buying  Diamond 
Fields  for  $3.1  billion  last  summer. 

Overnight,  Friedland,  a  46-year-old 
American-born  entrepreneur  who  has 
spent  years  promoting  long-shot 
stocks  on  the  infamous  Vancouver 
Stock  Exchange,  was  seriously  rich. 
Inco  paid  Friedland  $400  million  for 
his  13%  stake  in  Diamond  Fields. 


Instead  of  taking  the  money  and 
retiring,  Friedland  moved  his  office 
from  Vancouver  to  Singapore  and, 
through  his  existing  private  holding 
company,  Ivanhoe  Capital,  continued 
to  create  a  dizzying  array  of  high-risk 
mining  ventures. 

His  public  companies  now  include 
Bakyrchik  Gold,  which  owns  a  gold 
mine  in  Kazakhstan;  First  Dynasty 
Mines,  which  owns  an  oilfield  on  the 
Indonesian  island  of  Kalimantan,  also 
known  as  Borneo;  Indochina  Gold- 
fields,  which  is  trying  to  mine  copper 
in  Myanmar  and  searching  for  gold  in 
Java;  and  DiamondWorks,  which  is 
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Frolicking 
Friedland 


1.  His  trek  of  self 
Bowdoin  College 


fbmotion  began  in  Maine,  where  he  attended 
|d  was  arrested  for  selling  LSD. 

2.  He  moved  on  to  Portland,  Ore.,  enrolled  in  Reed  College, 
studied  an  Indian  guru's  teachings  and  tried  his  hand  at  tree 
farming. 

3.  After  jumping  to  Vancouver,  he  set  up  a  number  of 

mining  ventures,  stumbling  upon  one  of  the  richest  nickel  deposits 
in  history. 

4.  With  $400  million  in  hand,  he  took  off  for  Singapore, 
where  his  Ivanhoe  Capital  holding  company  has  a  confusing  array 
of  heavily  hyped  mining  ventures. 


j  Diamonds 
j  Gold 
•  Oil 

J  Copper 


J 


Nickel 


prospecting  for  diamonds  in  Africa. 

Friedland's  grand  theme  is  that  the 
growing  economies  of  emerging 
nations  will  boost  demand  for  natural 
resources.  If  millions  of  newly  rich 
Asians  splurge  on  air  conditioners  and 
cans  of  soda,  producers  of  copper  and 
aluminum  will  make  a  fortune. 

Friedland's  admirers  say  his  compa- 
nies are  ideally  positioned  to  benefit 
from  this  potential  boom,  not  least 
because  he  has  forged  relationships  in 
places  like  Myanmar  while  more  con- 
servative players  have  stayed  in  more 
predictable  deals. 

A  lot  of  investors  are  gambling  that 
Friedland  can  repeat  the  success  of 
Diamond  Fields.  Will  lightning  strike 
a  second  time? 

Friedland's  most  widely  followed 
Asian  venture  is  Indochina  Goldfields, 
which  went  public  last  June  and  now 
trades  on  the  Toronto  Stock 
Exchange.  The  public  offering  gener- 
ated great  excitement,  with  investors 
snapping  up  18  million  shares  at 
C$15  a  share.  Indochina's  current 
market  value  is  $880  million.  It's  a 


colossal  sum  to  have  riding  on  a  spec- 
ulative outfit  that  lost  $20  million  in 
1995  and  that  does  not  yet  have  any 
revenues  from  mining. 

The  market's  enthusiasm  stems 
partly  from  the  fact  that  the  company 
owns  exploration  property  on  Kali- 
mantan, where  a  firm  called  Bre-X 

But  Friedland  has  plenty 
of  boosters,  too.  He  knows 
how  to  structure  a 
promotion  so  that  lots 
of  people  have  a  vested 
interest  in  hyping  it. 


Minerals  recently  made  a  major  gold 
discovery.  Indochina  Goldfields  also 
owns  exploration  properties  in  South 
Korea  and  Vietnam  and  has  stakes  in 
gold  mines  in  Fiji  and  Kazakhstan.  In 
Myanmar,  the  company  has  formed  a 
partnership  with  the  country's  military 
rulers  to  develop  a  copper  mine. 


Is  Indochina  Goldfields 
just  an  overpriced  promo- 
tion, with  Friedland  capital- 
izing on  the  fame  of  his 
nickel  coup? 

Certainly  there  are  plenty 
of  skeptics.  Victor  Flores, 
manager  of  the  United  Ser- 
vices World  Gold  Fund, 
describes  the  offering  price 
for  Indochina  Goldfields  of 
C$15  a  share  as  "outra- 
geous." Another  mining 
analyst,  who  has  visited  the 
company's  properties, 
values  Indochina  Goldfields 
at  C$8  to  C$9  per  share.  It 
recently  traded  at  C$18. 

Despite  these  resounding 
doubts,  Friedland  has 
plenty  of  boosters.  He 
knows  how  to  structure  a 
promotion  so  that  lots  of 
people  have  a  vested  inter- 
est in  hyping  it.  In  particu- 
lar, brokers  always  get 
plenty  of  cheap  shares  in  his 
companies,  which  presum- 
ably gives  them  an  added 
incentive  to  tout  the  stock. 

In  Indochina  Goldfields, 
one  of  the  lead  underwrit- 
ers for  the  public  offering  was  Cana- 
dian brokerage  First  Marathon  Secu- 
rities. In  the  two  years  before  the 
offering,  five  employees  of  First 
Marathon  were  invited  to  participate 
in  a  series  of  private  placements, 
enabling  them  to  buy  stock  at  heavily 
discounted  prices.  One  broker,  Robert 
Hartvikson,  invested  $1.29  million, 
buying  stock  at  $1,  $2  and  $5  a  share. 
Another  broker,  Eric  Savics,  invested 
$382,500  at  $1  and  $2  a  share. 
Michael  Vitton,  an  institutional  sales 
specialist  at  Nesbitt  Burns,  bought 
120,000  shares  at  $1.66.  By  the  time 
Indochina  Goldfields  went  public  at 
C$15,  these  investors  had  made  mil- 
lions between  them  in  their  personal 
accounts. 

Friedland  has  friends  in  the  newslet- 
ter business,  too.  Three  newsletter 
editors — James  Blanchard,  Bob 
Bishop  and  Adrian  Day — got  cheap 
stock  in  Indochina  Goldfields  in  a 
1994  private  placement.  They  each 
invested  $100,000  at  $2  a  share. 

Friedland  cut  himself  an  even 
sweeter  deal.  In  February  1994  he 
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lent  $3  million  to  Indochina  Gold- 
fields  for  "general  corporate  purpos- 
es." Later  that  year  he  was  repaid  with 
16.78  million  shares — valued  at  C25 
cents  per  share.  By  the  time  of  the  IPO 
Friedland's  16.78  million  shares  had  a 
paper  worth  of  nearly  $186  million. 

In  1994  Indochina  Goldfields  bought 
a  50%  stake  in  a  copper  mine  in  Myan- 
mar.  The  seller:  Robert  Friedland. 
According  to  Indochina  Goldfields' 
prospectus,  he  had  spent  $4.36  million 
on  die  property.  Last  March  Indochina 
Goldfields  reimbursed  him  for  this 
expense  with  5  million  shares.  These 
shares  are  now  worth  about  $66  million. 

As  the  owner  of  31.7%  of  the  com- 
pany Friedland  will  make  an  addition- 
al killing  if  Indochina  Goldfields 
becomes  a  profitable  business.  If  it 
implodes,  he  won't  suffer,  since  most 
of  his  shares  cost  only  C25  cents  each. 

The  mining  exploration  business 
has  long  been  a  playground  for  fast- 
talking  promoters.  Even  in  this  crowd, 
this  native  of  Chicago  and  Boston 
stands  out.  In  1970,  when  he  was  a 
sophomore  at  Bowdoin  College  in 


Maine,  he  was  arrested  for  selling 
8,000  tabs  of  LSD  to  a  federal  agent. 
(The  conviction  was  later  expunged.) 

On  his  release  from  the  federal 
reformatory,  Friedland  attended  Reed 
College  in  Portland,  Ore.,  where  he 


as  a  tree  farmer,  he  founded  a  mineral 
exploration  outfit  called  Galactic 
Resources.  He  mewed  to  Vancouver,  a 
notorious  spawning  ground  for  fledg- 
ling exploration  companies. 

His  first  venture  was  a  disaster — for 


wore  flowing  robes,  studied  the  teach- 
ings of  an  Indian  guru  and  became 
good  friends  with  fellow  student  (and 
later  Apple  cofounder)  Steve  Jobs. 

After  graduation  he  worked  at  the 
Oregon  Feeling  Center,  where  primal 
scream  therapy  was  popular.  After  a  stint 


Looking  for  dia- 
monds in  Voisey's 
Bay,  Newfound- 
land (left),  Robert 
Friedland  stum- 
bled upon  a  huge 
nickel  deposit. 
Suddenly  he  was 
seriously  rich. 


investors.  In  1982  Friedland  took 
Galactic  Resources  public,  issuing 
300,000  shares  at  C50  cents  each. 
Two  years  later  it  bought  the  Sum- 
mitville  gold  mine  in  Colorado  after 
the  previous  owner,  Anaconda  Miner- 
als, decided  it  wasn't  economically 
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viable.  Friedland  reportedly  described 
it  as  potentially  "the  largest  gold  mine 
in  the  States."  He  would  use  a  new 
technique  called  heap  leaching,  which 
involves  bathing  ore  in  cyanide  to 
extract  gold.  Anaconda  had  consid- 
ered and  rejected  this  option. 

Galactic's  stock  surged,  split  2-for-l 
and  hit  C$18  in  1987.  But  then  the 
mine  leaked  cyanide  into  Colorado's 
rivers  and  streams.  Galactic  abandoned 
the  mine  in  1992,  leaving  the  Environ- 
mental Protection  Agenq'  to  repair  the 
toxic  damage.  The  estimated  cleanup 
bill:  $148  million.  In  January  1993 
Galactic  Resources  went  bankrupt. 

By  then  Friedland  had  already 
moved  on  to  his  next  promotion, 
Venezuelan  Goldfields,  which  owned 
a  property  in  Venezuela  adjacent  to 
land  on  which  Placer  Dome  had 
recently  found  gold.  Betting  that 
Venezuelan  Goldfields  would  make  a 
similar  discovery,  investors  piled  in 
and  the  stock  shot  up  from  C$1.60  to 
more  than  C$12  in  three  months. 
Friedland  told  one  reporter  that  the 
Venezuelan  jungle  would  become  "a 


modern  El  Dorado."  But  the  geolog- 
ic tests  were  disappointing,  and  the 
stock  plunged  below  C$3  a  share. 

How  did  Friedland  make  out?  Fine. 
He  sold  2.8  million  shares  at  C$4.50, 
versus  his  cost  of  as  little  as  C$1.35. 

His  latest  promotion,  Diamond- 
Works,  is  listed  on  the  Vancouver 
Stock  Exchange  and  is  hunting  for  dia- 
monds in  Sierra  Leone  and  Angola.  In 
a  recent  press  release,  the  company 
vowed  it  would  become  "an  interna- 
tionally recognized"  player  in  the  dia- 
mond business.  DiamondWorks  boasts 
that  it  already  has  mineral  reserves  with 
an  in  situ  value  of  $3.2  billion. 

The  company  bases  this  impressive 
claim  on  "independent  evaluations" 
by  geologic  consultants.  But  the  geol- 
ogists' report,  which  has  been  filed 
with  the  Vancouver  Stock  Exchange, 
is  riddled  with  assumptions  and  dis- 
claimers. At  one  point  the  "diamond 
valuation  consultant"  confesses  that 
it's  impossible  for  him  to  value  dia- 
monds from  many  parts  of  Sierra 
Leone  and  Angola.  Why?  He  confides 
that  he  hasn't  seen  "actual  diamonds" 


from  some  of  the  relevant  regions. 

Nonetheless,  DiamondWorks  is 
gaining  momentum.  Late  last  year  the 
company  raised  C$25  million  in  a  pri- 
vate placement.  One  of  the  under- 
writers for  the  sale  was  brokerage  firm 
CM.  Oliver  &  Co.  DiamondWorks 
distributed  a  glowing  1 1  -page  report 
that  was  penned  by  CM.  Oliver's 
research  department. 

One  of  the  analysts  who  con- 
tributed to  the  report  is  a  director  of 
DiamondWorks.  CM.  Oliver's 
aggressive  target  for  1997  is  C$14  a 
share — on  a  stock  currently  trading 
around  C$2.50  a  share.  With  enough 
hype,  it  just  might  happen. 

But  prospective  investors  would 
do  well  to  recall  the  words  of 
Edward  T.  Gignoux,  the  U.S.  dis- 
trict court  judge  who  sentenced 
Friedland  for  his  drug  peddling. 

Said  Gignoux:  "You  gave  no 
thought  to  the  consequences  for 
others  that  could  have  resulted  from 
this  transaction,  but  only  to  the  large 
sum  of  money  that  you  could  have 
obtained."  m 
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Medicare  has  created  a  windfall 

for  southern  California's  PacifiCare 

and  a  few  other  lucky  managed  care  providers. 

Golden  oldies 


By  Gloria  Lau 

About  40%  of  the  country's  some 
660  health  maintenance  organiza- 
tions are  losing  money,  with  most  of 
the  rest  scraping  by  as  the  pressure  to 
cut  medical  care  costs  builds  and 
HMO  premiums  remain  flat. 

An  exception  to  the  HMO  indus- 
try's woes  is  southern  California's 
$4.6  billion  (revenues)  PacifiCare 
Health  Systems.  PacifiCare  earned 
$134  million  (before  some  nonoper- 
ating  charges)  for  its  fiscal  year  ended 
Sept.  30,  up  24%  from  fiscal  1995. 
Most  analysts  think  the  company's 
earnings  will  climb  another  18%  this 
year,  to  around  $5  a  share. 

PacifiCare's  secret?  No  secret  at 
all — its  success  is  due  to  a  govern- 
ment boondoggle.  Among  the  HMO's 
2  million  enrollees  are  580,000  men 
and  women  over  65  who  opted  out 
of  Medicare's  fee-for-service  system 
and  signed  up  for  managed  care  at 
PacifiCare. 

These  oldies  are  pure  gold.  They 
account  for  only  25%  of  PacifiCare's 
enrollees  but  60%  of  its  revenues. 
That's  because  of  the  way  Medicare 
reimburses  HMOs  for  taking  care  of 


PacifiCare's  elderly— a  big  revenue  source 
To  attract  older— but  not  too  old- 
patients,  PacifiCare  offers  amenities 
like  free  fitness  center  memberships. 


older  folks.  It  allows  the  same 
amount  whether  the  person  is  65  or 
85 — some  $600  a  month  in  Orange 
and  Los  Angeles  counties. 


But  PacifiCare  doesn't  get  average 
old  people.  It  tends  to  get  people 
who  are  much  younger  and  healthier 
than  the  average  old  folks  on  whom 
the  Medicare  bureaucrats  base  their 
reimbursement  schedules.  The  older 
patients  PacifiCare  gets  consequently 
cost  less  to  care  for.  For  these  people 
HMO  membership  is  cheaper  than 
Medicare  with  the  Medigap  premi- 
um, and  they  get  some  nice  amenities 
to  boot.  For  example,  along  with 
coverage  for  eye  care,  prescription 
drugs  and  X  rays,  PacifiCare  currendy 
gives  its  Medicare  enrollees  free 
fitness  center  memberships  and 
arranges  jazz  evenings  and  other 
social  events.  PacifiCare's  under-65 
enrollees,  who  pay  $100  a  month  on 
average,  don't  receive  any  of  these 
amenities. 

While  the  younger  seniors  join 
hmos,  the  older  and  sicker  ones  tend 
to  remain  within  Medicare's  fee-for- 
service  system.  This  is  largely  so  they 
can  continue  to  use  the  doctors  they 
know,  but  also  because  they've  read 
so  many  horror  stories  about  how 
badly  hmos  treat  sick  older  people. 

What  if  a  Medicare  patient  switch- 
es to  an  HMO  and  doesn't  like  it?  The 
law  says  he  or  she  can  transfer  back  to 
Medicare's  fee-for-service  system  at 
any  time.  Which  means  that  users  can 
switch  back  and  forth  as  it  pleases 
them.  Small  wonder  Medicare  is 
expected  to  go  broke  in  as  little  as 
five  years. 

PacifiCare  Chief  Executive  Alan 
Hoops  wants  more  golden  oldies. 
PacifiCare  is  expected  to  complete  its 
purchase  of  $4.2  billion  (revenues) 


Who  has  the  older  patients? 

Company 

Market 

 Revenue  ($bil) 

Membership  

 EPS- 

Recent 

value 

systemwide  medicare  HMO 

systemwide  medicare  HMO 

latest 

1997 

price 

($bil) 

(mil) 

(thou) 

12-mo 

(est) 

PacifiCare  Health  Sys 

$1.5 

$4.6  $2.5 

2.0 

580.0 

$2.27 

$5.05 

795/s 

Kaiser  Permanent*2 

13.2 

2.1 

7.6 

460.0 

Blue  Cross/Blue  Shield2 

74.4 

NA 

68.0 

353.2 

FHP  International 

1.5 

4.1 

2.1 

1.9 

408.6 

0.65 

1.73 

363/s 

Humana 

2.9 

6.5 

1.8 

4.8 

347.4 

0.24 

1.17 

173/4 

Aetna 

11.5 

14.0 

NA 

14.2 

305.0 

7.46 

5.66 

76'/s 

United  HealthCare 

8.2 

7.4 

0.8 

13.9 

230.0 

1.31 

2.40 

44'/2 

Health  Systems  Intl 

0.7 

3.1 

0.7 

2.0 

144.1 

2.05 

2.42 

241/s 

Oxford  Health  Plans 

4.2 

2.7 

NA 

1.4 

113.4 

1.07 

1.72 

543/4 

Foundation  Health 

1.8 

3.5 

0.5 

1.5 

90.8 

2.71 

2.74 

303/4 

'Latest  12  months.  Not  publicly  traded.  NA:  Not  available. 

Sources:  Market  Guide  and  IBES  Inc.,  via  OneSource  Information  Services. 
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HMOs  vie 
to  serve  the 
elderly — each 
of  whom  can 
account  for  more 
than  $600  per 
month  in  premi- 
ums, compared 
with  the  mere 
$100  a  month 
that  younger 
patients  will  pay. 
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i  yourself  in  a  1997  Avalon  —  the  American-built  flagship  of  Toyota  —  and  experience  an  overwhelming  sense  of  relax - 
\\.  Soft,  available  leather-appointed  interior  and  six-passenger  seating  will  invite  you  to  relish  in  Avalon's  many  spacious 
luxurious  comforts.  While  its  advanced  200-hp  V6  provides  refined  driving  performance, 
ring  you  to  manage  your  day  with  some  added  power.  But,  most  importantly, 
i:an  experience  the  tranquility  of  Avalon  starting  around  $24,800* 


D0-G0-T0Y0TA  or  visit  our  website  at:  http://www.toyota.com  for  a  brochure  or  full-line  CD-ROM  plus  the  location  of 
irest  dealer.  ©1996  Toyota  Motor  Sales.  U  S  A.,  Inc.  Buckle  Up!  Do  it  tor  those  who  love  you  'Avalon  XLS  model.  $29,703  MSRP  tor  Avalon 
bench  seat  and  optional  equipment  Excludes  taxes,  license,  title,  other  optional  or  regionally  required  equipment.  Actual  dealer  prices  may  vary 


®  TOYOTA  AVALON 

I  love  what  you  do  for  me 


#  1  Overall 
Three  Years  in  a  Row 

"How  the  Discount  Brokers  Stack  Up" 


This  year,  the  nation 's  20  largest  discount 
brokers  were  surveyed  in  nine  separate  categories: 


Trading  Costs 
Breadth  of  Products 
Mutual  Fund  Offerings 


Automation 
Extra  Services 
Extra  Costs 


Responsiveness 
Account  Statements 
Staying  Out  of  Trouble 


Based  on  surveys  conducted  by  SmartMoney,  the  Wall  Street 
Journal  Magazine  of  Personal  Business,  1994, 1995,  &  1996 


Our  Comprehensive  Scope  of  Services  Includes: 


Access  to  over  5,100  mutual  funds 

The  largest  selection  of  mutual 
funds  without  transaction  fees 
(over  1,000  and  growing) 

No-Load/Low-Load  Annuity  and 
Life  Insurance  Buying  Service 
(over  500  products) 


On-line  trading  discounts 
via  ComputerPATHSM  and 
PATH  On-LineSM  (S25  per 
trade  up  to  1 ,250  shares  or  20 
per  share  over  1,250  shares, 
$25  minimum) 

No  Annual  Fee  IRA  and  QRP 


PLEASE  call  for  free  reprints  of  the  SmartMoney  surveys 
and  for  information  about  our  investor-oriented  services. 

(800)431-3500 


The  West  Coast's 
First  Discount  Broker 
Continuous  Service 
Since  1973 


SIPC 


Open  24  hours, 
7  days  a  week 
for  order  execution 
and  personalized 
service 


Jack  White,  President 


JackWhite  8c  Company 

9191  Towne  Centre  Dr.,  2nd  Floor  •  San  Diego,  CA  92122 


FHP  International  by  mid-February. 
Also  based  in  Orange  County,  FHP 
has  408,600  Medicare  patients  on  its 
books.  The  merger  will  create  the 
nation's  fifth-largest  managed  care 
company  and  give  PacifiCare  nearly  a 
million  of  the  4.6  million  Medicare 
patients  who  belong  to  HMOs. 

There  is,  however,  a  cloud  on  the 
horizon  for  PacifiCare,  FHP  and  the 
other  HMOs  that  have  managed  to 

"All  of  us  are  subsidizing 
Medicare  beneficiaries 
who  join  HMOs  and  the 
stockholders  of  HMOs." 


attract  large  numbers  of  Medicare 
patients.  A  growing  number  of  health 
care  economists  and  politicians  are 
beginning  to  understand  that  HMOs 
are  pushing  up  Medicare's  costs — by 
anywhere  from  12%  to  37%  per  year, 
according  to  two  recent  studies.  This 
is  precisely  the  opposite  of  what  was 
supposed  to  happen  when  old  folks 
opted  to  join  the  HMOs'  managed 
care  programs. 

"All  of  us  [taxpayers]  are  subsidiz- 
ing Medicare  beneficiaries  who  join 
HMOs  and  the  stockholders  of  HMOs, 
and  that  wasn't  the  plan,"  says  Ran- 
dall Brown,  a  senior  fellow  at  Mathe- 
matica  Policy  Research  in  Princeton, 
N.J.  Brown  is  an  economist  on  one 
of  six  teams  hired  by  Medicare's 
Health  Care  Financing  Administra- 
tion to  study  the  possibility  of  alter- 
ing Medicare  payments  to  the  HMOs 
so  that  reimbursements  more  closely 
reflect  an  individual  enrollee's  health. 

"If  this  occurs,"  says  Brcnvn,  "HMO 
revenues  will  go  down,  and  they'll 
have  to  decide  whether  to  take  it  out 
of  profits  or  start  charging  beneficia- 
ries small  premiums." 

The  folks  at  PacifiCare  are  prepar- 
ing their  defenses.  "You  simply  can't 
take  away  Medicare  money,"  says 
Craig  Schub,  PacifiCare's  senior  vice 
president  of  marketing.  "If  that  hap- 
pens, we'll  need  to  inform  our  mem- 
bers. They'll  tell  their  representatives. 
Seniors  go  out  in  droves  and  vote." 

Smiles  Chief  Executive  Hoops: 
"We  see  an  unlimited  opportunity  in 
Medicare."  H 
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"Only  Oracle  Applications  provide 
the  flexibility  we  need  to 
integrate  22  business  units  in 
120  locations  across  27  countries.'7 

Dr.  Keith  Turnbull,  Executive  Vice  President 

Alcoa 


Alcoa,  the  world's  largest  manufacturer  of  aluminum 
and  related  products,  operates  22  independent  business 
units  spanning  27  countries.  They  needed  applications 
that  each  business  unit  could  rapidly 
adapt  while  still  sharing  common 
business  process  and  data.  Alcoa 

chose  Oracle  Applications.  Projects 


Market 
Management 


Oracle  Applications  automate  your  entire  enterprise 
with  over  30  integrated  software  modules  for 
finance,  supply  chain  management,  manufacturing, 
project  systems,  human  resources  and 

Supply  Chain  . 

Management  market  management. 


Manufacturing 


Finance 


Oracle  is  the  world's  fastest-grow- 
ing supplier  of  open  business  applica- 
tions, with  more  manufacturing  and  financial 
application  sites  running  than  anyone  else. 


1  e  d  Techno 


Do  your  business  applications 
provide  the  flexibility  you 
need  to  manage  your  business? 
If  not,  call  Oracle  at  1-800-633-1058, 
ext.  10347  today.  Or  find  us  on  the  Web  at 
http://www.oracle.com/applications 


ORACLe 

Enabling  the  Information  Age  1 


Oracle 


Applications 


©1997  Oracle  Corporation.  Oracle  is  a  registered  trademark,  and  Oracle  Applications  and  Enabling  the  Information  Age  are  trademarks  of  Oracle  Corporation.  All  rights  reserved 

All  other  company  and  product  names  are  trademarks  of  their  respective  owners. 
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Ford's 

boss-a-year  plan 


BY  JERRY  FLINT 


Jerry  Flint,  a  former 
FORBES  Senior  Editor, 
has  covered  the 
automobile  industry 
since  1958. 


Ford  of  Europe  was  once  the  jewel  in  the 
crown  of  Henry  Ford  II,  the  founder's  tough 
grandson.  He  pushed  the  consolidation  of 
Ford's  national  car  companies  into  a  single 
entity,  and  opened  Spain  for  modern  auto 
manufacturing.  Ford  Europe  earned  as  much 
as  $1.5  billion  a  year. 

Things  change.  In  the  third  quarter  this 
year  Ford  Europe  lost  $472  million  and 
dragged  the  whole  company  down,  in  spite  of 
a  successful  new  car  and  big  cost  cuts. 

I  have  a  theory  as  to  what  went  wrong.  In 
18  years  Ford  Europe  has  had  ten  bosses — a 
new  one  every  21  months  on  average.  Some 
of  the  guys  were  among  the  best  and  the 
brightest.  Bob  Lutz,  who  has  since  helped 
lead  Chrysler  to  so  many  victories.  Alexander 
Trotman  did  a  fabulous  job  with  Ford's 
American  operations  and  was  rewarded  with 
his  present  title  of  chief  executive.  Jac  Nasser 
is  a  star  today,  picked  to  run  Ford's  worldwide 
auto  operations.  Ken  Whipple  and  Al  Kaspers 
(now  retired)  were  fine  executives. 

Each  certainly  came  with  his  own  ideas  on 
what  it  takes  to  make  a  successful  car  company 
and  each  certainly  wanted  to  leave  his  mark. 
But  how  can  any  business  succeed  without 
some  continuity  at  the  top?  As  it  turns  out, 
Ford  was  using  the  top  spot  in  Europe  as  a 
stepping-stone  to  the  top  job  in  the  company. 
It  was  not  so  much  an  assignment  as  it  was  a 
base  you  had  to  touch.  Twenty-one  months. 

Ford  Europe  needs  to  find  the 
right  man,  give  him  full 
power,  tell  him  to  strap  on  his 
guns.  And  leave  him  there. 


About  as  long  as  it  takes  to  learn  where  the 
men's  room  is,  and  who  might  be  good  and 
who  might  not. 

How  is  it  run  today?  Well,  under  Ford's 
Global  2000  reorganization,  Europe  has 
become  part  of  the  big  picture.  Jac  Nasser  says 
he  will  devote  a  day  each  week  to  Ford 
Europe,  and  fly  over  often.  Let's  see  how  that 
would  work.  Friday  Jac  will  get  on  the  TV 


phone  to  Ford  Europe  and  burn  everyone's 
rear  end.  On  Saturday  and  Sunday  the  Euro- 
peans will  get  their  memos  ready  for  the  staff 
per  Jac's  instructions.  On  Monday  and  Tues- 
day they  will  do  the  work.  On  Wednesday  and 
Thursday  they  will  be  getting  ready  for  the 
Friday  meeting.  And  they  will  talk  about  cost- 
cutting,  often  in  the  distant  future,  or  a  quick 
layoff,  like  the  latest  cutback  announcement  at 
a  British  factory.  Some  way  to  run  a  $30-bil- 
lion-a-year  business. 

Yes,  the  auto  business  has  gotten  tougher  in 
Europe.  The  Japanese  and  Koreans  have 
moved  in,  with  the  Japanese  building  facto- 
ries. This  has  created  overcapacity.  And  Britain 
is  the  largest  part  of  Ford  Europe  (as  Ger- 
many is  the  largest  part  of  GM  Europe),  and 
British  car  sales  have  been  disappointing  for 
years.  But  that  doesn't  excuse  Ford's  steady 
fall  in  market  share  in  Britain,  or  its  glaring 
failure  to  grow  in  Germany. 

Other  auto  companies  have  felt  the  same 
pressures  and  responded  with  better  cars  and 
moved  into  the  black:  GM,  vw,  Mercedes, 
Volvo,  Fiat.  Even  Renault  and  Peugeot  have 
had  their  bright  moments.  And  GM  Interna- 
tional, run  from  Europe,  is  establishing  pow- 
erful and  profitable  bases  in  Eastern  Europe, 
and  selling  the  smaller  European  models  in 
Brazil  (where  Ford  is  losing  another  fortune), 
Mexico  and  Japan. 

Ford  Europe  might  have  a  special  problem 
in  deciding  who  should  be  designing  and 
engineering  its  vehicles,  the  Brits  or  the  Ger- 
mans. Some  believe  that  Ford  never  really 
sorted  this  out.  GM  ended  the  issue  by  making 
GM  Europe  basically  a  German  company. 

I  remember  the  scene  in  a  movie,  Viva 
Zapata!:  Zapata,  played  by  Marlon  Brando, 
has  won  the  revolution  and  is  trying  to  run 
Mexico  from  the  capital.  One  day  a  bunch  of 
peasants  from  his  old  home  town  come  to 
Mexico  City.  They  tell  him  how  bad  things 
have  gotten  at  home.  He  gets  up,  straps  on 
his  gun  and  goes  back  home  to  straighten 
things  out. 

Ford  Europe  needs  that — a  Zapata.  Find 
that  right  man,  give  him  full  power,  tell  him 
to  strap  on  his  guns  and  get  the  job  done. 
Aid  leave  him  there.  As  it  is,  Ford  is  an  eight- 
cylinder  engine  running  on  four  cylinders.  B 
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TEMPLETON  GROWTH  FUND 


A  Global  Route  To  A  Well 
Diversified  Portfolio 

■  At  Templeton,  we  understand  that  temporary 
price  fluctuations  often  may  result  more  from 
emotions  and  short-term  speculation  than 
changes  in  underlying  value,  especially  in  foreign 
markets.  Through  more  than  50  years  of  experi- 
ence, we  have  developed  a  strategy  designed  to 
identify  genuine  value  to  help  hedge  against  risk. 
The  Templeton  Growth  Fund  offers: 

Potential  for  Long-Term  Growth:  Our  world- 
wide research  efforts  often  take  us  to  explore  out 
of  favor  industries,  companies  and  markets  that 
offer  long-term  growth  potential. 
Global  Diversification:  In  addition  to  investing 
in  many  industries,  we  diversify  in  stocks  from 
around  the  world. 

Country  Penetration:  We  have  acquired  exten- 
sive knowledge  of  foreign  tax  laws,  accounting 
procedures  and  local  politics  to  help  us  analyze 
worldwide  businesses. 

■  The  fund  is  designed  for  investors  seeking 
long-term  capital  appreciation  and  who  are 
willing  to  accept  the  special  risks  of  foreign 
investing  including  currency  fluctuations  and 
political  uncertainty. 

■  Mail  in  the  postage-paid  card  or  call  Templeton 
today. 

FrankJin  Templeton  Distributors,  Inc. 


mm 


M 


CALL  1 -800-342-FUND  EXT.  T273 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Templeton  Growth  Fund,  including  sales  charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 
□  I  am  currently  a  Templeton  shareholder. 
Name 
Address 
City/State/Zip 
Daytime  Phone 


FOB2/97 
T273 


  Tkmpleton 

  WORLDWIDE 

  700    Central  Avenue 

  St.  Petersburg,  FL  33701-3628 

A    Member    of   the    $172    Billion    Franklin    Templeton  Group 


The# 

special  education 
scandal 


By  Lisa  Gubernick  and  Michelle  Conlin 

Jeremy  Wartenberg  kicked  his 

pregnant  mother.  He  set  tires,  lied 
and  shoplifted.  He  swore  at  his 
teachers  and  threatened  to  kill  his 
classmates.  During  his  first  year  at 
the  Capistrano  Valley  High  School  in 
southern  California  he  failed  every 
course  from  math  to  gym. 

Diagnosed  as  needing  special  edu- 


a-year  private  school  and  hit  the 
public  school  district  up  for  the  tab. 
Af  ter  years  of  court  w  rangling,  the 
school  district  ended  up  paying  for 
everything — three  years  of  private 
school  tuition  and  legal  fees  for  both 
sides,  totaling  $500,000.  As  we  will 
see  later,  the  money  appears  to  have 
been  wasted. 


cation  services,  Wartenberg  was 
pulled  out  of  his  regular  classes  and 
given  special  tutoring  at  taxpayer 
expense.  But  Capistrano  Unified 
School  District  administrators 
believed  that  he  suffered  no  substan- 
tial learning  disabilities,  and  they 
wanted  to  put  him  back  in  the  regu- 
lar classroom  full  time. 

Unfair,  insisted  his  forgiving  par- 
ents, who  enrolled  him  at  a  $20,000- 


An  eighth-grader  in  Jasper,  Ala. 
entered  the  lunchroom  a  few  years 
back,  turned  off  the  gas  on  the  stove, 
blew  out  the  pilot  light  and  then 
turned  the  stove  back  on  and  waited 
for  the  place  to  explode — twice.  It 
didn't,  but  the  school  expelled  him. 
No  way,  said  the  parents:  Their  boy 
should  have  been  identified  as  need- 
ing special  education  services.  The 
hearing  officer  hired  by  the  state 


Back  when  Congress 
passed  laws  mandating 
special  services  for  handi- 
capped children,  those 
services  cost  $1  billion  a 
year.  Twenty  years  later 
it's  an  unmonitored  mess, 
costing  hapless  taxpayers 
some  $60  billion  a  year. 


agreed,  the  would-be  demolition 
expert  went  back  to  class,  and  the 
school  board  was  out  over  S2(),()00 
in  legal  fees. 

Such  horror  stories  of  wasted 
public  funds  are  legion.  The  federal 
special  education  law,  first  passed 
more  than  two  decades  ago,  was  sup- 
posed to  make  public  school  edu- 
cation more  acces- 
sible   for  blind, 
deaf   and  para- 
plegic children,  as 
well  as  those  w  ith 
learning  and  emo- 
tional problems. 

The  idea  was 
fairly  simple: 
Under  what's  now 
called  the  Individu- 
als with  Disabilities 
Education  Act, 
children  with  dis- 
abilities would  be 
given  tutors  or 
other  special  help. 
Cost?  Originally 
the  program  cost 
roughly  $1  billion 
a  year — a  reason- 
able price  for 
bringing  millions  of 
children  into  the 
mainstream. 
Sadly,  the  program  has  become  a 
costly  failure.  Worse,  it  can  be  a  scan- 
dalous waste  of  money  that  might 
otherwise  be  used  to  improve  public 
education. 

Today  so-called  special  education 
is  costing  taxpayers  about  $60  billion 
a  year — the  split  is  roughly  S3  billion 
from  the  federal  government,  $57 
billion  from  states  and  local  districts. 
Of  every  dollar  spent  on  education  in 
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SPORANOX 

(itraconazole)  Capsules 


MY  lOillAll  fUNGUS!" 


IHB 


ASK  YOUR  DOCTOR  FOR  SPORANOX. 

successful 


i  Take  SPORANOX  treatment  orally  for  just  3  months,  and  you  may  see  a  visible  difference 
Soon  after  you  stop  taking  SPORANOX,  you  may  notice  that  the  new  nail  growing  in  appears  normal. 
Since  nails  need  time  to  grow,  you  should  expect  it  to  be  several  months  before  healthy,  new  nails  grow  in 
So  now  you  can  join  others  who  gave  thick,  yellowing,  brittle  nails  the  boot,  and  start  growing  fresh,  new  nails! 

IF  YOU  THINK  YOU  HAVE  TOENAIL  FUNGUS,  ASK  YOUR 
DOCTOR  OR  OTHER  HEALTHCARE  PROFESSIONAL,  OR  CALL 


1-800-595-NAILS  ext.  26 

AND  GET  YOUR  FREE  SPORANOX  "KICK-IT  KIT." 


What  you  should  know  about  the  safety  of  SPORANOX:  SPORANOX  has  been  well 
tolerated  in  patients.  In  clinical  trials  involving  patients  with  thick,  hard,  yellowish, 
and/or  brittle  nails  (onychomycosis),  the  following  adverse  effects  led  to  either  a 
temporary  or  a  permanent  discontinuation  of  treatment:  elevated  liver  enzymes 
(4%),  gastrointestinal  disorders  (4%),  and  rash  (3%).  WARNING: 
SPORANOX  must  not  be  taken  with  terfenadine  (Seldane  ),  astemizole 
(Hismanal9),  cisapride  (Propulsid  ),  or  oral  triazolam  (Halcion  ).  In  rare 
instances,  there  were  reports  of  elevated  liver  enzymes  and  hepatitis. 
If  you  feel  unusually  tired  or  sick  to  your  stomach,  have  flulike 
symptoms,  or  notice  that  your  skin  is  yellowish,  or  if  you  have 
dark  urine  or  pale  stools,  stop  taking  SPORANOX  and  notify 
your  doctor  immediately.  If  you're  pregnant  or  considering 
pregnancy,  you  should  not  take  SPORANOX.  Take 
SPORANOX  only  as  directed  by  your  doctor,  and  report 
any  adverse  effects  to  your  doctor  as  soon  as  possible. 
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Before  prescribing,  please  consult  complete  prescribing  information  of  which  the  following  is  a  brief  summary. 


WARNING:  Coadministration  of  terfenadine  w  ith  itraconazole  is  contraindicated.  Serious  cardiovascular  adverse  events,  including 
death,  ventricular  tachycardia,  and  torsades  de  pointes  have  occurred  in  patients  taking  itraconazole  concomitantly  with 
terfenadine  This  is  due  io  elevated  terfenadine  concentrations  caused  bv  itraconazole  See  CONTRAINDICATIONS,  WARNINGS, 
and  PRECAUTIONS  sections. 

Another  oral  azole  antifungal,  ketoconazole,  inhibits  the  metabolism  of  astemizole,  resulting  in  elevated  plasma  concentrations  of 
astemizole  and  its  active  metabolite  desmelhylaslemizole,  which  mav  prolong  QT  intervals  Based  on  results  of  an  in  tirro  study  and 
the  chemical  resemblance  of  itraconazole  and  ketoconazole,  coadministration  of  astemizole  and  itraconazole  is  contraindicated  See 
CONTRAINDICATIONS,  WARNINGS,  and  PRECAUTIONS  sections 

Coadministration  of  cisapride  with  itraconazole  is  contraindicated.  Serious  cardiovascular  adverse  events  including  death, 
ventricular  tachycardia,  and  torsades  de  pointes  have  occurred  in  patients  taking  itraconazole  concomitantly  with  cisapride  See 
CONTRAINDICATIONS,  WARNINGS,  and  PRECAUTIONS  sections. 


INDICATIONS  AND  USAGE 

SPORANOX  (itraconazole  capsules)  is  indicated  for  the  treatment  of  the  following  fungal  infections  in  immunocompromised  and  non- 
immunocompromised  patients: 

1  Blastomycosis,  pulmonary  and  extrapulmonary; 

2  Histoplasmosis,  including  chronic  cavitary  pulmonary  disease  and  disseminated,  non-memngeal  histoplasmosis; 

3.  Aspergillosis,  pulmonary  and  extrapulmonary,  in  patients  who  are  intolerant  of  or  who  are  refractory  to  amphotericin  B  therapy;  and 
4  Onvchomvcosis  due  to  dermatophytes  (tinea  unguium)  of  the  toenail  with  or  without  fingernail  involvement. 
CONTRAINDICATIONS 

Coadministration  of  terfenadine,  astemizole  or  cisapride  with  SPORANOX  (itraconazole  capsules)  is  contraindicated.  (See  BOX  WARNING, 
WARNINGS,  and  PRECAUTIONS  sections.) 

Concomitant  administration  of  SPORANOX  with  oral  tnazolam  or  with  oral  midazolam  is  contraindicated  (See  PRECAUTIONS  section.) 
SPORANOX  should  not  be  administered  for  the  treatment  of  onychomycosis  to  pregnant  patients  or  to  women  contemplating  pregnancy 
SPORANOX  is  contraindicated  in  patients  who  have  shown  hypersensitivity  to  the  drug  or  its  excipients.  There  is  no  information  regarding  cross 
hypersensitivity  between  itraconazole  and  other  azole  antifungal  agents  Caution  should  be  used  in  prescribing  SPORANOX  to  patients  with 
hvpersereitivitv  to  other  azoles 
WARNINGS 

In  U.S.  clinical  trials  pnor  to  marketing,  there  have  been  three  cases  of  reversible  idiosyncratic  hepatitis  reported  among  more  than  2500  patients 
taking  SPORANOX  (itraconazole  capsules).  One  patient  outside  the  U.S.  developed  fulminant  hepatitis  and  died  during  SPORANOX 
administration.  Since  this  patient  was  on  multiple  medications,  the  causal  association  with  SPORANOX  is  uncertain.  If  clinical  signs  and 
symptoms  consistent  with  liver  disease  develop  that  inav  be  attributable  to  itraconazole.  SPORANOX  should  be  discontinued. 
Prior  to  U.S.  marketing,  there  have  been  three  cases  of  life-threatening  cardiac  dysrhythmias  and  one  death  reported  in  patients  receiving 
terfenadine  and  itraconazole  (See  BOX  WARNING,  CONTRAINDICATIONS,  and  PRECAUTIONS  sections.) 

CMdminisrration  of  astemizole  with  SPORANOX  is  contraindicated  (See  BOX  WARNING,  CONTRAINDICATIONS,  and  PRECAUTIONS 
sections.) 

Concomitant  administration  of  oral  ketoconazole  with  cisapride  has  resulted  in  markedly  elevated  cisapride  plasma  concentrations,  prolonged 
QT  intervals,  and  has  rarelv  been  associated  with  ventricular  arrhythmias  and  torsades  de  pointes.  Due  to  potent  lii  vttw  inhibition  of  the  hepatic 
enzyme  system  mainly  responsible  for  the  metabolism  of  cisapride  (cytochrome  P450  .,A4),  itraconazole  is  also  expected  to  markedly  raise 
cisapride  plasma  concentrations;  therefore,  concomitant  use  of  cisapride  with  SPORANOX  is  contraindicated  (See  BOX  WARNING, 
CONTRAINDICATIONS,  and  PRECAUTIONS  sections.) 
PRECAUTIONS 

Cotiral.  Hepatic  enzvme  test  values  should  be  monitored  in  patients  with  preexisting  hepatic  function  abnormalities.  Hepatic  enzvme  test  values 
should  be  monitored  periodically  in  an  patients  receiving  continuous  treatment  for  more  than  one  month  or  at  any  time  a  patient  develops  signs 
or  symptoms  suggestive  of  liver  dysfunction 
SPORANOX  (itraconazole  capsules!  should  be  administered  after  a  full  meal. 

Under  fasted  conditions,  itraconazole  absorption  was  deceased  in  the  presence  of  decreased  gastric  acidity.  The  absorption  of  itraconazole  mav 
be  decreased  with  the  concomitant  administration  of  antacids  or  gastnc  acid  secretion  suppressors.  Studies  conducted  under  fasted  conditions 
demonstrated  that  administration  with  8  ounces  of  a  cola  beverage  resulted  in  increased  absorption  of  itraconazole  in  AIDS  patients  with  relative 
or  absolute  achlorhvdria.  This  increase  relative  to  the  effects  of  a  Fuji  meal  is  unknown. 
IjjjgmgSjM  v>  ggjimte  Patients  should  be  instructed  to  take  SPORANOX  with  a  full  meal. 

Patients  should  be  instructed  to  report  any  signs  and  symptoms  that  may  suggest  liver  dysfunction  so  that  the  appropriate  laboratory  testing  can 
be  done.  Such  signs  and  svmptoms  mav  include  unusual  fatigue,  anorexia,  nausea  and/or  vomiting,  jaundice,  dark  unneor  pale  stool 
Dnf  mtmilnm-  Both  itraconazole  and  its  major  metabolite,  hydroxvitraconazole.  are  inhibitors  of  the  cytochrome  P450  3A4  enzyme  system. 
Coadministration  of  SPORANOX  and  drugs  primarily  metabolized  by  the  cytochrome  P450  3A4  enzvme  system  may  result  in  increased  plasma 
concentrations  of  the  drugs  that  could  increase  or  prolong  both  therapeutic  and  adverse  effects  Therefore,  unless  otherwise  specified,  appropnate 
dosage  adjustments  mav  be  necessary 

Coadministration  of  terfenadine  with  SPORANOX  has  led  to  elevated  plasma  concentrations  of  terfenadine,  resulting  in  rare  instances  of  life 
threatening  cardiac  dysrhythmias  and  one  death  (See  BOX  WARNING.  CONTRAINDICATIONS,  and  WARNINGS  sections.) 
Another  oral  azole  antifungal,  ketoconazole,  inhibits  the  metabolism  of  astemizole,  resulting  in  elevated  plasma  concentrations  of  astemizole  and 
its  active  metabolite  desmelhylaslemizole  which  may  prolong  QT  intervals.  hi  riira  data  suggest  that  itraconazole,  when  compared  to 
ketoconazole,  has  a  less  pronounced  effect  on  the  biotransformation  system  responsible  for  the  metabolism  of  astemizole  Based  on  the  chemical 
resemblance  of  itraconazole  and  ketoconazole,  coadministration  of"  astemizole  with  itraconazole  is  contraindicated.  (See  BOX  WARNING, 
CONTRAINDICATIONS,  and  WARNINGS  sections.) 

Human  pharmacokinetics  data  indicate  that  oral  ketoconazole  potently  inhibits  the  metabolism  of  cisapride  resulting  in  an  eight-fold  increase  in 
the  mean  AUC  of  cisapride.  Data  suggest  that  coadministration  ot  oral  ketoconazole  and  cisapride  can  result  in  prolongation  of  theQT  interval  on 
the  ECG  In  aim  data  suggest  that  itraconazole  also  markedly  inhibits  the  biotransformation  system  mainly  responsible  for  the  metabolism  of 
cisapride;  therefore  concomitant  administration  of  SPORANOX  with  cisapride  is  contraindicated.  (See  BOX  WARNING, 
CONTRAINDICATIONS,  and  WARNINGS  sections.) 

Coadministration  of  SPORANOX  with  oral  midazolam  or  triazolam  has  resulted  in  elevated  plasma  concentrations  of  the  latter  two  drugs.  This 
may  potentiate  and  prolong  hypnotic  and  sedative  effects.  These  agents  should  not  be  used  in  patients  treated  with  SPORANOX.  II  midazolam  is 
administered  parenteral!)',  special  precaution  is  required  since  the  sedative  effect  may  be  prolonged.  (See  CONTRAINDICATIONS  section) 
Coadministration  of  SPORANOX  and  cydosponne,  tacrolimus  or  digoxin  has  led  io  inaeasedplasma  concentrations  of  the  latter  three  drugs. 
Cydosporine,  tacrolimus  and  digoxin  concentrations  should  be  monitored  at  the  initiation  of  SPORANOX  therapy  and  frequently  thereafter,  and 
the  dose  of  these  three  drug  products  adjusted  appropriately. 

There  have  been  rare  reports  of  rhabdomyolysis  involving  renal  transplant  patients  receiving  the  combination  of  SPORANOX,  cydosporine,  and 
the  ELMG-CoA  reductase  inhibitors  lovastafin  or  simvastatin.  Rhabdomvolvsis  has  been  observed  in  patients  receiving  HMG-CoA  redudase 
inhibitors  administered  alone  (at  recommended  dosages)  or  concomitantly  with  immunosuppressive  drugs  including  cydosporine. 
When  SPORANOX  was  coadministered  with  phenylom,  rifampin,  or  H;  antagonists,  reduced  plasma  concentrations  of  itraconazole  were 
reported.  The  physician  is  advised  to  monitor  tne  plasma  concentrations  of  itraconazole  when  any  of  these  drugs  is  taken  concurrently,  and  to 
increase  the  dose  of  SPORANOX  if  necessary.  Although  no  studies  have  been  conduded,  concomitant  administration  of  SPORANOX  and 
phenytoin  may  alter  the  metabolism  of  phenytoin;  therefore,  plasma  concentrations  of  phenytoin  should  aUso  be  monitored  when  it  is  given 
concurrently  with  SPORANOX. 

It  has  been  reported  that  SPORANOX  enhances  the  anticoagulant  effect  of  coumann-like  d-ugs.  Therefore,  prothrombin  time  should  be  carefully 
monitored  in  patients  receiving  SPORANOX  and  coumarin-like  drugs  simultaneously. 

Plasma  concentrations  of  azoie  antifungal  agents  are  reduced  when  given  concurrently  with  isoraazid.  Itraconazole  plasma  concentrations  should 
be  monitored  when  SPORANOX  and  isomazid  are  coadministered. 

Severe  hypoglycemia  has  been  reported  in  patients  concomitantly  receiving  azole  antifungal  agents  and  oral  hypoglycemic  agents.  Blood  glucose 

concentrations  should  be  carefully  monitored  when  SPORANOX  and  oral  hypoglycemic  agents  are  coadministered. 

Tinnitus  and  decreased  hearing  have  been  reported  in  patients  concomitantly  receiving  SPORANOX  and  quinidine.  Edema  has  been  reported  in 

patients  concomitantly  receiving  SPORANOX  and  dihvdropvndine  calrium  channel  blockers.  Appropnate  dosage  adjustments  may  be  necessary. 

The  results  from  a  study  in  which  eight  HIV-infected  individuals  were  treated  with  zidovudine,  8  ±  0.4  mg/kg/day,  showed  that  the 

pharmacokinetics  of  zidovudine  were  not  affected  during  concomitant  administration  of  SPORANOX,  100  mg  bid. 

Cgrriiiggjj6&  Afabgmns  gfflj  Imumnl  t>f  fertility  Itraconazole  showed  no  evidence  of  cardnogenidtv  potential  in  mice  treated  orallv  for 

23  months  at  dosage  levels  up  to  80  mg/kg/day  [approximately  lOx  the  maximum  recommended  human  dose  (MRHD)|.  Male  rats  treated  with 

25  mg/kg/day  (3.1x  MRHD)  had  a  slightly  increased  incidence  of  soft  tissue  sarcoma.  These  sarcomas  may  have  been  a  consequence  of 

hypercholesterolemia,  which  is  a  response  of  rats,  but  not  dogs  or  humans,  to  chronic  itraconazole  administration.  Eemale  rats  treated  with 


50  mg/kg/day  !6.25i  MRHDl  had  an  increased  incidence  of  squamous  cell  carcinoma  of  the  lung  (2/501  as  compared  to  the  untreated  | 
Although  the  occurrence  of  squamous  cell  carcinoma  in  the  lung  is  extremely  uncommon  in  untreated  rats,  the  increase  m  this  study  «n 

statistically  significant. 

Itraconazole  produced  no  mutagenic  effects  when  assayed  in  appropriate  bacterial  non-mammalian  and  mammalian  test  systems 
Itraconazole  did  not  affect  the  fertility  of  male  or  female  rats  treated  orally  with  dosage  levels  of  up  to  40  mg/kg/day  In  MRHDl  even  i 
parental  toxiritv  was  present  at  this  dosage  level  More  severe  signs  of  parental  toxicity,  inducing  death,  were  present  in  the  tint  higher  i 

level,  160  mg/kg/day  (20x  MRHD). 

Pninmn:  Teratogenic  Effects.  Pregnancy  Category  C:  Itraconazole  was  found  to  cause  a  dose-related  increase  in  maternal  tot 
embryotoxraty  and  teratogenicity  in  rats  at  dosage  lev-els  of  approximately  40-160  mg/kg/day  (5-20x  MRHD)  and  in  mice  at  dosage  In 
approximately  80  mg/kg/Bay  (lOx  MRHDl  In  rats,  the  teratogenic*  consisted  of  major  skeletal  defects;  in  mice  it  consisted  of  encepU 

and/or  macroglossia. 

There  are  no  studies  in  pregnant  women  SPORANOX  should  be  used  for  the  treatment  of  systemic  fungal  infections  in  pregnancy  only 
benefit  outweighs  the  potential  risk  SPORANOX  should  not  be  administered  for  the  treatment  of  onychomycosis  to  pregnant  pabatt 
women  contemplating  pregnancy  SPORANOX  should  not  be  administered  to  women  of  child-bearing;  potential  for  the  treatw 
onychomycosis  unless  they  are  taking  effective  measures  to  prevent  pregnancy  and  the  patient  begins  therapy  on  the  second  or  third  in 
next  normal  menstrual  period.  Effective  contraception  should  be  continued  throughout  SPORANOX  therapy  and  for  2  months  fou 
treatment. 

.W>i»;  Matte:  Itraconazole  is  excreted  in  human  milk,  therefore,  SPORANOX  should  not  be  administered  to  nursing  women 
Pediatric  Use  The  efficacy  and  safety  of  SPORANOX  have  not  been  established  in  pediatric  patients  No  pharmacokinetic  data  are  avaia 
children.  A  small  number  of  patients  age  3  to  16  years  have  been  treated  with  100  mg/day  of  itraconazole  for  systemic  fungal  infection  I 
serious  unexpected  adverse  effects  have  been  reported. 

In  three  toxicology  studies  using  rats,  itraconazole  induced  bone  defects  at  dosage  levels  as  low  as  20  mg/kg/day  I25>  MRHDl  The  ml 
defects  included  reduced  bone  plate  activity,  thinning  of  the  zona  compacta  of  the  Urge  bones  and  increased  bone  fragihty  At  a  dosage  lev  tj 
mg/kg/day  (lOx  MRHDl  over  one  year  or  160  mg/kg/day  I20x  MRHD)  for  six  months,  itraconazole  induced  small  tooth  pulp  with  nvpnfl 
appearance  in  some  rats- 
While  no  such  bone  toxicity  has  been  reported  in  adult  patients,  the  long  term  effect  of  itraconazole  in  pediatric  patients  is  unknown. 
HlV-wtod  Patients.  Because  hypocruorhydna  has  been  reported  in  HPi'-infected  individuals,  the  absorption  of  itraconazole  in  these  paries 
be  decreased 

The  results  from  a  study  in  which  eight  HIV-infected  individuals  were  treated  with  zidovudine,  8 :  0.4  mg/kg/day.  showed  M 
pharmacokinetics  of  zidovudine  were  not  affected  during  concomitant  administration  of  SPORANOX,  100  mg  bid. 
ADVERSE  REACTIONS 

In  US  clinical  trials  prior  to  marketing  there  have  been  three  cases  of  reversible  idiosyncratic  hepatitis  reported  among  more  than  2500  pa 
One  patient  outside  the  US.  developed  fulminant  hepatitis  and  died  during  SPORANOX  (itraconazole  capsules)  administration.  Becnl 
patient  was  on  multiple  medications,  the  causal  association  with  SPORANOX  ts  uncertain.  (See  WARNINGS  section.) 
ONYCHOMYCOSIS: 


Adverse  events  in  the  following  table  led  to  either  temporary  or  permanent  discontinuation  of  treatment 


Irodencei") 

Bodv  System  Adverse  Event 

in-1121 

Elevated  Liver  Enzymes 

(>2x  normal  range) 

4r« 

nistrii-te-t.na:  Di- :• 

4^, 

Rash 

Hypertension 

Orthostatic  Hypotension 

n 

Malaise 

r, 

SIvalgia 

N 

Vasculitis 

11 

Vertigo 

■ 

SYSTEMIC  FUNGAL  INFECTIONS: 

Adverse  experience  data  in  the  following  table  are  derived  from  602  patients  treated  for  systemic  fungal  disease  in  U  S  clinical  trials,  wtl 
immunocompromised  or  receiving  multiple  concomitant  medications  Of  these  patients,  treatment  was  discontinued  in  IOjS  of  patients 
adverse  events.  The  median  duration  before  discontinuation  of  therapy  was  81  days,  with  a  .range  of  2-776  days.  The  table  lists  adverse 
reported  bv  at  least  1SE  of  patients 


Body  Svstem /Adverse  Event 

(Inddence?  !*>) 

Incidence  ( ^1 

Gastrointestinal  Disorders 

Nausea 

Vomiting 

Diarrhea 

106 

5.1 

! 

Abdominal  Pain 

15 

Anorexia 

U 

BodyasaWTioIe 

Edema 

Fatigue 
Fever 

Malaise 

Skin  and  Appendages 

Rash 

W 

Pruritus 

Central  and  Peripheral  Nervous  System 

Headache 

ii 

Dizziness 

17 

Psvchiatnc  Disorders 

Libido  decreased 

: 

Somnolence 

:: 

Cardiovascular  Disorders 

Hypertension 

Metabolic  and  Nutritional  Disorders 

Hypokalemia 

Unnarv  Sv  stem  Disorders 

Albuminuria 

1.2 

Liver  and  Biliarv  System  Disorders 

Hepatic  function  abnormal 

Reproductive  Disorders,  Male 

Impotence 

u 

'Rash  tends  to  occur  more  frequentiy  in  untriunocomprotnised  patients  receiving  irnrnunosuppressive  medications. 

Adverse  events  infrequently  reported  in  all  studies  induded:  constipation,  gastritis,  depression,  insomnia,  tinnitus,  menstrual  disorder.  |, 

insufhriency,  gynecomastia  and  male  breast  pain 

In  worldwide  postmarketing  experience  with  SPORANOX,  allergic  reactions  induding  rash,  pruritus,  urticaria,  angioedema  and  in  rare  in) 
anaphylaxis  and  Stevens-Johnson  svndrome,  have  been  reported  Marketing  experiences  have  also  induded  reports  of  elev  ated  liv  er  era™ 
rare  hepatitis.  Although  the  causal  association  with  SPORANOX  is  iincertain.  rare  hypertriglycendernia  and  isolated  cases  of  neuropil 
also  been  reported. 
OVERDOSAGE 

Itraconazole  is  not  removed  by  dialysis.  In  the  event  of  acddental  overdosage,  supportive  measures,  induding  gastric  lavage  with) 
bicarbonate,  should  be  employed. 

No  significant  lethality  was  observed  when  itraconazole  was  admirustered  orally  to  mice  and  rats  at  dosage  levels  of  320  mg/kg  or  toj 
200mg/kg. 
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the  U.S.,  20  cents  goes  to  these  pro- 
grams. Per  pupil,  about  twice  as 
much  is  spent  on  the  5  million  spe- 
cial education  students  than  on  the 
52  million  regular  students. 

These  students  impose  an  addi- 
tional burden:  Once  a  child  is  labeled 
as  needing  special  education — 
regardless  of  whether  for  visual  dis- 
abilities or  "behavioral  disorders" — 
he  can't  be  expelled  by  the  public 
school  system,  no  matter  how  dis- 
ruptive his  behavior. 

Is  your  kid's  report  card  look- 
ing grim?  Maybe  he  has  "visual 
processing  disorder,"  otherwise 
known  as  dyslexia.  Maybe  he  gets 
into  too  many  fights  in  class.  Could 
be  attention  deficit  disorder.  Sign 
right  up  for  special  education — the 
taxpayers  will  foot  the  bill,  including 
any  legal  fees  you  run  up  in  winning 
the  kind  of  schooling  you  want  for 
your  child. 

"When  we  think  of  handicapped, 
we  envision  wheelchairs,"  says 
James  Fleming,  superintendent 
of   the    Capistrano  Unified 
School  District.  "But  the  good 
intentions  of  this  law  have 
created  chaos  and  anarchy 
in  the  administration  of 
special  education." 

Fleming  has  had  to  battle 
lawyers  who  have  demanded 
karate  lessons  for  a  kinder- 
gartner  with  an  immune 
system  disorder  and  school- 
paid  trips  to  Disneyland  for  a  child 
who  was  depressed.  One  attorney 
argued  that  a  child  who  had  seizures 
as  the  result  of  an  operation  to 
remove  a  brain  tumor  should  be 
entitled  to  horseback  riding  lessons 
as  rehabilitative  therapy. 

In  an  Austin,  Tex.  suburb,  the 
mother  of  an  emotionally  disturbed 
child  fought  bitterly  with  the  school 
that  placed  him  in  a  special  education 
class  so  he  could  be  taught  without 
disturbing  the  regular  students.  The 
mother  disapproved  of  the  teaching 
and  wanted  a  new  program  created, 
so  she  demanded  her  boy  be  pulled 
out  of  school. 

Sad  to  say,  a  state-appointed  offi- 
cer agreed  with  the  mother.  The  kid 
wound  up  with  a  private  teacher  plus 
an  aide  to  restrain  him  when  he  got 
out  of  hand.  Taxpayers  also  ended  up 


with  a  $75,000  tab  to  cover  the 
boy's  six-month  stay  in  a  treatment 
center,  plus  $97,000  for  die  school's 
and  the  mother's  legal  fees. 

Who  profits?  You  guessed  it.  "Special 
education  has  become  an  ambulance — 
and  the  lawyers  are  chasing  it,"  says  Ray- 
mond Bryant,  director  of  special  educa- 
tion  for  Maryland's 


"When  we  think 
of  handicapped,  we 
envision  wheelchairs. 
But  those  good  intentions 
have  created  chaos 
and  anarchy.' 


Montgomery  County  public  schools. 

Joan  Honeycutt,  a  Tustin,  Calif. - 
based  attorney  whose  practice  is 
almost  exclusively  special  education 
cases,  strikes  fear  in  the  pocketbooks 
of  local  school  administrators.  "At 
this  point,  when  I  see  her  name  on  a 
case,  I  just  say,  'Fine,  where  do  you 
want  your  kid  to  go?'"  says  Peter 
Hartman,  superintendent  of  the 
32,000-student  Saddleback  Unified 
School  District  in  southern  Califor- 
nia. Honeycutt  blames  intransigent 


administrators  for  the  problem. 
"They  don't  want  to  negotiate,"  she 
says.  "They  just  want  to  be  nasty." 

Congress  gave  each  state  control 
over  the  process  for  determining  if  a 
child  is  eligible  for  special  education, 
but  most  states  follow  the  same  gen- 
eral pattern:  Once  a  parent  decides 
his  child  might  need  special  educa- 
tion, he  informs  the  school  district, 
which  must  test  the  child,  generally 
within  50  days.  Miss  the  deadline  and 
the  parents  can  take  the  case  straight 
to  a  due  process  hearing,  at  which  a 
third  party  listens  to  both  sides  and 
determines  if  the  child  is  eligible. 
Next,  parents,  administrators  and 
teachers  meet  to  determine  what 
kind  of  program  the  child 
needs,  if  the  parents  object, 
the  case  goes  to  a  second 
hearing,  which  is  not  part  of 
the  judicial  system  per  se;  if 
the  parents  don't  like  that  ruling, 
they  can  sue  in  local  court. 
Discouraged  by  the  waste  of 
time  and  money,  many 
school  administrators 
simply  surrender  rather 
than  fight.  Robert 
Spoonemore,  superin- 
tendent of  Pflugerville 
Independent  School  Dis- 
trict just  outside 
of  Austin,  Tex.,  says: 
"Schools  are  now  guilty 
until  proven  innocent." 
No  surprise  that  many 
smart,  affluent  parents  use  special 
education  laws  to  demand  special 
privileges  for  their  kids.  In  one  recent 
California  case,  parents  with  a  multi- 
million-dollar land  development 
operation  wanted  the  local  school 
system  to  pay  for  an  $80,000-a-year 
residential  school  for  their  troubled 
child.  "When  we  see  parents  who  get 
involved  with  due  process  hearings, 
it's  usually  the  ones  who  have  the 
financial  resources,"  says  John  Whrit- 
ner,  superintendent  of  the  tony 
Greenwich,  Conn,  public  schools. 

"This  is  what  gets  stamped  as  jus- 
tice, but  it's  robbing  money  from 
regular  students,"  says  Saddleback 
Unified  School  District's  superinten- 
dent, Peter  Hartman. 

And  while  the  U.S.  Department  of 
Education  does  some  tracking  of  the 
performance  of  kids  in  special  educa- 
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tion,  it  monitors  specific  programs 
only  sporadically.  "There  is  this  per- 
ception that  the  more  money  spent, 
the  more  services  provided,  the 
better  off  the  child  is,  but  no  one 
knows,"  says  Janet  Beales,  who  has 
done  several  analyses  of  the  special 
education  system  for  the  Los  Ange- 
les-based Reason  Foundation,  a 
market-based  think  tank. 

The  federal  special  education  law 
is  currently  up  for  reauthorization, 
giving  Congress  a  chance  to  curb  its 
abuses.  For  starters,  Congress  could 
put  a  cap  on  special  education 
spending.  At  the  state  level,  New 
York  Governor  George  Pataki  has 
already  advocated  making  such  a 
change.  This  would  eliminate  such 
outrages  as  the  one  described  in  the 
box  at  right. 

A  sharper  line  should  be  drawn 
between  disability  and  disciplinary 
problems.  Public  schools  should 
have  the  right  to  expel  disruptive 
students  regardless  of  whether  or 
not  they're  disabled.  Even  the  teach- 
ers' unions  want  the  right  to  throw 


Horror 
story 


In  what  surely  must 
qualify  as  one  of  the  most 
outrageous  abuses  of  spe- 
cial education,  the  Green 
Brook  School  District  in 
New  Jersey  is  being  forced 
to  pav  the  now  annual 
SI 93,000  tuition  bill  for 
an  autistic  student's  private 
schooling  outside  Boston, 
Mass.,  even  though  the 
child  never  attended  a  day 
of  school  in  Green  Brook. 

How  could  that  possibly 
happen?  A  judge  had 
ordered  the  child's  previ- 
ous New  Jersev  school  dis- 
trict in  Bloomfield  to  pay 
for  the  New  England 
Center  for  Children 


because  the  parents  insist- 
ed it  was  the  most  qualified 
to  deal  with  their  child. 

When  the  student's  par- 
ents moved  to  Green 
Brook,  that  district  then 
got  stuck  with  the  bill.  But 
it  gets  worse:  The  school 
board  raided  the  school's 
surplus  to  pay  the  bill  and 
ended  up  raising  property 
taxes  an  average  of  SI 25 
per  home  in  the  district. 

The  property  tax 
impact  on  the  district's 
1,700  households  will 
continue  until  2003,  when 
the  child  reaches  the  age 
of21. 


disruptive  kids  out. 

Remember  Jeremy  Wartenberg, 
the  kid  who  kicked  his  pregnant 
mother  and  cost  taxpayers  S500,000 
in  special  education  money?  In  the 


last  four  years  he's  had  a  half-dozen 
convictions,  on  charges  ranging  from 
assault  with  a  deadly  w  eapon  to  pettv 
theft  to  vandalism.  He  was  sentenced 
to  more  than  two  years  in  prison. ■§ 


.T  BEADS  LIKE  A 


"WHO'S  TVTT  D  OF  BL\S1>TFJ 


IF  TOT  TV  IE  IRE  AL.IL  DTYED  TO  IRE  AID  IT. 


■  (/  -77/c  II 'a/(/or/  r/o(in't\s.  a//  of  our  Quests  receioe  ut/iite  a/ooe 
treatnie/tt   &rom  ourbrioate  entrance  ana!  /o/>/>//  fo  oar  oeauftfiiUtf. 
(//>/>(>/'///('(/  ejeecutioe attest  rooms,  iu(/ioit/uu//y  ofeeorateaf  suites,  ana 
/■(/(  //(/(//•(/  i/ubeeeaMe  serot'ce,j/ou  ioi//(/ce/  oer/y  mucA  at  Ao/tie  un</ 
tyet,  curiouslu/ar^jrom  it.   ^or  reservations,  ca/Zj/our /irg/essionat 
travel  agent,  or  ea//  us  at  /-<SWS*-\YATO\VER. 


cflie  'H'aMorf^HiKtvi,  tOO  Saxt  SOtA  Jtree/,  .  \ew  i/orA,  ^  \V/  tOOSS 
'Th^Jcadn^Haels  otthrWoriT 

The  Waldorf  Towers  s  a  registered  trademark  of  Htai  Hotels  Carp  CI  997  H*on  Hotels 


e  You  Ready  To  Be 
Unemployed? 


RETIREMENT 
AHEAD 


nempioyment.  Retirement. 


They're  much  the  same.  Neither 


provides  a  paycheck.  And  most  people 


might  never  be  prepared. 


Think  of  your  retirement  as  a  major 


purchase,  something  you  buy  with  monthly 
installments.  Your  investment  returns  today 
will  determine  how  much-or  how  little-you 
receive  tomorrow  through  these  installments. 

The  AIM  Retirement  Roadmap  is  a  handy 
calculation  tool  that  can  show  you  how  large  your 
installments  should  be  to  achieve  financial 
independence  in  retirement.  Order  your  free  copy 


today,  along  with  AIM'S  "Will 
You  Be  Ready  For  Your 
Unemployment?"  Investors  Guide. 
For  more  comprehensive  assistance 
with  retirement  planning,  ask  a  financial 
consultant.  Because  successful  investment 
results  don't  just  happen.  That's  why  AIM 
Funds  are  sold  through  financial  consultants. 
The  AIM  companies  — 
manage  approximately 
$62  billion  in  assets  as 
November  30,  1996.  Asl 
a  professional  about 


Tiie  AIM  Famuy  of  FVnds 

Will  You  Be 
Ready  For  Your 
Unemployment? 


CALL  TOLL-FREE  FOR  YOUR  FREE  COPY! 

1-800-246-4246 

www.ai  mfunds.com 


AIM 


For  more  complete  information  about  VIM  Funds,  including  sales  charges  and  expenses,  ask  your  financial  consultant  or  call  the 
number  above  for  a  free  Investors  Guide  and  prospectus.  Please  read  the  prospectus  carefully  before  investing  or  sending  money. 
Fund  performance  cannot  be  guaranteed  and  will  fluctuate.  A  I  M  Distributors,  Inc.  1/97. 


The  new 
prohibitionists 


BY  ROBERT  H.  NELSON 


Robert  H.  Nelson  is  a 
professor  in  the  School 
of  Public  Affairs  at  the 
University  of  Maryland 
and  senior  fellow  of  the 
Competitive  Enterprise 
Institute.  His  latest 
book  is  Public  Lands 
and  Private  Rights. 


It  gets  sillier  and  sillier.  After  air  bags 
exploding  in  cars  traveling  at  low  speeds  killed 
more  than  30  children  and  20  adults,  Presi- 
dent Clinton  announced  that  car  owners  will 
be  allowed  to  deactivate  their  air  bags  with  the 
help  of  a  mechanic.  However,  there  are  no 
plans  to  cancel  the  1991  congressional  man- 
date that  dual  air  bags  must  be  installed  in 
every  car  by  the  1998  model  year. 

So  a  lot  of  car  buyers  will  pay  $400  for  air 
bags  they  don't  want  and  don't  have  to  use. 

This  is  what  happens  when  the  government 
steps  in  to  protect  us  from  ourselves.  The 
usual  form  of  government  regulation,  like  air 
pollution  or  air  safety  controls,  is  designed  to 
prevent  people  from  being  harmed  by  others. 
Air  bags,  however,  belong  to  a  whole  different 
species  of  regulation.  They  require  people  to 
protect  themselves  from  their  own  actions. 
The  results  can  be  ridiculous. 

For  adults  as  a  whole,  the  most  recent 
analysis  by  the  National  Highway  Traffic 
Safety  Administration  concludes  that  air  bags 
are  an  overall  safety  benefit,  reducing  the 
fatality  rate  by  11%.  However,  the  same  analy- 
sis shows  that  for  a  child  under  10  in  the  pas- 
senger seat,  the  presence  of  an  air  bag  more 
than  doubles  the  statistical  probability  of  that 
child's  dying  in  an  accident. 

The  evidence  is  mounting 
that  some  drivers 
compensate  for  increased 
safety  protections  by  taking 
significantly  more  risks 
on  the  road. 


Air  bags  have  widely  varying  benefits, 
depending  on  individual  circumstances,  and 
can  be  outright  harmful  to  certain  categories  of 
car  occupants.  According  to  nhtsa,  including 
accidents  where  adults  were  often  killed  or 
badly  injured,  accompanying  children  experi- 
enced a  large  "fatality  increase  with  passenger 
air  bags  [that]  persists  up  through  age  10." 

Air  bags  also  don't  do  much  good  for 


people  who  are  already  wearing  seat  belts. 
Compared  with  no  protection,  wearing  a  seat 
belt  reduces  the  fatality  rate  by  45%.  Adding 
an  air  bag  increases  this  to  only  50%. 

Air  bags  also  work  well  only  in  direct  frontal 
crashes.  For  other  types  of  accidents,  having  an 
air  bag  can  actually  increase  the  statistical  fatal- 
ity rate  for  certain  categories  of  adults.  For 
adults  over  70,  this  effect  largely  counteracts 
other  safety  benefits.  Some  data  also  suggest 
that  people  in  small  cars  may  benefit  less. 

Why  wasn't  all  this  taken  into  account 
before  the  Naderites  and  others  forced  air 
bags  on  all  of  us?  Because  that  isn't  the  way 
the  government  works.  Congress  sees  a  prob- 
lem, it  passes  a  law.  The  consequences  are 
somebody  else's  affair. 

The  potential  toll  of  innocent  victims  of  air 
bags  may  actually  be  much  larger  than  the 
official  statistics  show.  The  evidence  is  mount- 
ing that  some  drivers  compensate  for 
increased  safety  protections  by  taking  signifi- 
cantly more  risks  on  the  road.  In  a  1993  arti- 
cle in  the  Journal  of  Policy  Analysis  and  Man- 
agement, two  University  of  Chicago 
researchers  concluded  that,  allowing  for  such 
"offsetting"  behavior,  air  bags  and  other  pro- 
tective devices  would  have  only  "a  modest  net 
effect"  overall. 

A  subsequent  study  of  insurance  data  col- 
lected between  1989  and  1993,  published  in 
the  Journal  of  Law  and  Economics,  found  that 
"air  bag-equipped  cars  tend  to  be  driven  more 
aggressively,"  and  have  more  accidents. 

I  wish  the  do-gooders  would  read  a  bit  of 
history.  They  could  turn  to  the  chapters  on 
Prohibition.  In  trying  to  protect  people  from 
the  evils  of  drink  Congress  banned  the  stuff, 
touching  off  a  major  crime  wave  and  a  general 
disrespect  for  law.  It  also  killed  a  lot  of  people 
with  poisoned  booze.  Right  now  there  are 
lots  of  people  out  there  who  would  like  to  see 
a  similar  prohibition  on  cigarettes. 

Are  air  bags  just  an  expensive  nuisance?  No, 
it's  worse  than  that.  When  government  gets 
into  this  kind  of  activity,  it  promotes  the  dan- 
gerous idea  that  people  are  children  w  ho  need 
to  be  looked  after  by  their  betters.  Paradoxi- 
cally, those  who  are  most  determined  to  man- 
date devices  like  air  bags  are  often  those  who 
claim  to  have  great  confidence  in  the  judg- 
ment of  their  fellow  citizens.  Yet  they  do  not 
seem  to  think  these  same  people  are  capable 
of  assuming  responsibility  for  their  own  safety 
and  well-being. 

Congress  should  start  by  repealing  the 
requirement  that  every  car  must  have  air  bags 
and  instead  require  car  companies  to  provide 
information  that  will  let  consumers  make  their 
ow  n  choices.  B 
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These  days,  it's  not  uncommon  for  trucking 


uncommon  for  Norfolk  Southern  to  help 


companies  to  run  short  of  long- 


distance drivers.  And  it's  not 


them  out.  Even  with  149  fewer  drivers,  we  can  easily 
move  150  trucks  500  miles.  Or  2,000  miies.  Or  anywhere 
in  between.  Plus,  we've  built  a  network  of  modern 
intermodal  facilities.  Paved,  separate  loading  areas  and 
new  equipment  help  assure  that  shipments  arrive  quickly, 
safely,  and  with  minimal  chance  of  damage.  So  contents 
stay  intact,  as  do  reputations.  And  our  customers  are  not 
the  only  ones  who  benefit:  it's  an  efficient  rail  system, 
moving  freight  more  than  twice  as  far  as  trucks  for  the  same 
amount  of  fuel.  Just  ask  Anne  Doyle,  Manager,  Intermodal 
Market  Development,  at  (804)  533-4952. 
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Nafta  is  drawing  U.S.  garment  production 

back  from  Asia  and  down  to  Mexico. 

It's  a  good  deal  for  both  Mexico  and  the  U.S. 

Good-bye 
Guangdong, 
hello  Jalisco 

By  Christopher  Palmeri  and  Jose  Aguayo 


Martin  Trust,  a  Limited  Inc. 
executive,  has  found  a  new  source 
for  sexy  underw  ear.  He  used  to  go 
to  contractors  in  the  Far  East  for 
the  lacy  underwear  sold  by  the 
Limited's  Victoria's  Secret  chain.  In 
March  Trust  plans  to  open  a  new 
manufacturing  facility  outside 
Mexico  City. 

What's  especially  interesting  is 
that  the  move  is  a  direct  conse- 
quence of  the  North  American  Free 
Trade  Agreement.  Although  wages 
in  Mexico  are  three  times  the  $60 
per  month  apparel  workers  make  in 
countries  like  Sri  Lanka,  Trust  says 
he'll  still  come  out  ahead  on  the 
move.  It's  cheaper  and  faster  to 
move  goods  from  Mexico  City  to 
the  U.S.  than  from  Colombo.  "I 
can  cut  the  amount  of  time  it  takes 
to  make  a  sample  from  w  eeks  to 
days,"  beams  Trust. 

The  clincher  is  that  under  Nafta 
there  will  be  no  tariffs  on  Mexican 
goods,  while  Sri  Lankan  goods  will 
pay  a  19%  duty. 

Trust's  move  is  just  a  piece  of  a 
massive  shift  by  U;S.  clothing  manu- 
facturers. Half  of  all  apparel  sold  in 
the  U.S.  is  imported  from  some- 
where else.  In  1980,  83%  of  those 
imports  came  from  Asia.  Today  Asia 
accounts  for  41%,  as  imported 
apparel  pours  in  from  Mexico,  the 
Caribbean  and  Central  America. 
Since  Nafta's  enactment  three  years 
ago,  Mexico's  apparel  exports  to  the 
U.S.  have  trebled,  to  $3.3  billion. 


apparel  exports  to  Mexico,  mostly  in 
the  form  of  cut  pieces  ready  for 
sewing,  have  nearly  doubled,  to 
around  $2.5  billion  a  year,  since 
Nafta  went  into  force. 

"We  are  no  longer  shrinking," 
reports  Charles  Hayes,  chairman  of 
Guilford  Mills,  a  top  U.S.  fabric- 
maker.  "Nafta  has  given  us  new  life." 

To  take  full  advantage  of  this  shift, 
Guilford  Mills  and  Mexico's  Grupo 
Alfa  joined  forces  with  Burlington 
Industries  and  E.I.  du  Pont  to  create 
a  "Textile  City."  This  $3  million 
industrial  park  south  of  Mexico  City 
will  serve  as  a  base  for  U.S.  clothing 
producers  who  might  otherwise  pro- 
duce in  Asia. 

Galey  &  Lord,  a  New  York- based 
fabric  producer,  bought  a  sewing 
operation    on    the    U.S. /Mexico 


Asia 
1980 

'Caribbean  Basin  Initiative,  which  includes 
Caribbean  and  Central  American  countries. 


1996  estimated 


Source:  U.S.  Commerce  Department. 


More  made  in  Mexico 

Nafta  and  other  agreements  have  helped  to 
increase  Mexico's  importance  as  a  source  of 
U.S.  apparel  imports,  and  reduced  Asia's. 


Last  year  Mexico  surpassed  Hong 
Kong  and  China  to  become  the  U.S.' 
top  source  of  imported  apparel. 

This  is  a  great  boon  for  U.S.  fabric - 
and  yarnmakers.  In  years  past  they 
have  supplied  only  minuscule 
amounts  of  fabric  to  the  vertically 
integrated  Asian  apparel  markets,  but 
they  supply  70%  of  the  raw  material 
going  to  Mexican  sewing  shops. 

This  illustrates  how  Nafta  benefits 
both  the  U.S.  and  Mexico.  U.S. 


border  and  plans  to  use  the  new  facil- 
ity to  offer  U.S.  customers  finished 
garments — just  as  Asia's  apparel  con- 
tractors have  for  years. 

After  watching  Mexico's  apparel 
exports  explode,  Caribbean  countries 
are  pleading  for  a  Nafta  of  their  own. 
U.S.  apparel  companies  that  ship 
fabric  to  die  Caribbean  and  re-import 
finished  goods  must  pay  steep  duties 
on  the  value  added  by  the  Caribbean 
sew  ers.  Apparel  has  grown  to  nearly 
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The  1997  Chrysler  Cirrus  LXi 


-FORWARD  DESIGN,  DRIVER-ADAPTIVE  TRANSMISSION,  SPECIALLY  MODIFIED  DOUBLE-WISHBONE  SUSPENSION,  BODY-STIFFENING  RAI L-THROUGH  CONSTRUCTION, 
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INCOME  STOCKS 
FOR  LOWER  RISK 


Average  Annual  Total  Returns 

as  of  9/30/96' 

■  Equity  Income  Fund 

■  Upper  Equity  Income  Funds  Average 
20.47% 

f 16.83%  16.28% 
I II II 


T.  Rowe  Price  Equity  Income  Fund,  one  of  our  most  con 
servative  stock  funds,  seeks  substantial  income  and  capital 
growth  over  time  with  less  risk.  The  fund  invests  in  dividend- 
paying  stocks  of  established  companies.  This  dividend 
emphasis  offers  investors  three  important  advantages: 
reduced  volatility,  a  relatively  steady  source  of  investment 
returns,  and  enhanced 
total  return  through  the 
reinvesting  and  com- 
pounding of  dividends. 

A  strategy  that  has 
outperformed  Lipper 
and  earned  5  stars 
from  Morningstar.  The 

fund  has  consistently 
outperformed  its  Lipper 
Category  Average.  And, 

it  was  awarded  a  five-star  (*****)  rating  for  its  overall 
risk-adjusted  performance  by  Morningstar.  The  fund  was 
rated  among  1,769;  1,042;  and  586  domestic  equity  funds  for 
the  3-,  5-,  and  10-year  periods  ended  1 1/30/96,  respectively.** 

If  you  want  the  return  potential  of  stocks  but  would  like 
to  reduce  your  exposure  to  the  ups  and  downs  of  the  market, 
this  fund  may  be  an  appropriate  addition  to  your  portfolio.  As 
with  any  stock  fund,  there  will  be  price  fluctuation.  $2,500 
minimum  ($1,000  for  IRAs).  No  sales  charges. 

Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-541-6139 

http://www.  troweprice.  com 


1  year 


b  years 


10  years 


Invest  With  Confidence 

T.RoweRice 


cm 


*  Source:  Lipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption 
than  at  original  purchase. 

**Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  through  11/30/96.  These  ratings  may- 
change  monthly  and  are  calculated  from  the  fund's  3-,  5-,  and  10-year  average  annual  returns  in  excess  of  90-day 
Treasury  bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day 
Treasury  bill  returns.  The  1-y  ear  rating  is  calculated  using  the  same  methodology  but  is  not  a  component  of  the  overall 
rating.  The  fund  received  5,  5.  and  i  stars  for  the  3-,  5-,  and  10-year  periods,  respectively.  For  the  1-year  period,  the  fund 
received  5  stars  and  was  rated  among  2.90"domestic  equity  funds.  Ten  percent  of  the  funds  in  an  investment  category 
receive  5  stars,  and  the  next  22.5%  receive  4 

Past  performance  cannot  guarantee  future  results.  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price 
Investment  Services.  Inc.,  Distributor.  EIF033979 


half  of  all  merchandise  imports  from 
some  Caribbean  nations,  which  now 
fear  Mexico  will  grab  much  of  their 
business.  Under  Nafta,  no  such  duties 
will  be  levied  on  Mexican  goods.  A 
bill  extending  Nafta  privileges  to 
Caribbean  nations  will  probably  be 
introduced  this  year  in  Congress. 

The  biggest  winners  from  this 
shifting  production  are  American 
consumers.  Clothing  costs  have 
declined,  in  absolute  terms,  over  the 
last  three  years.  The  cost  of  a  typical 
pair  of  designer  jeans,  for  example, 
has  shrunk  from  S55  to  S48. 

None  of  this  does  much  for  low  - 
paid  U.S.  garment  workers.  As  recent- 
ly as  four  years  ago  trendy  jeansmaker 
Guess?  sourced  95%  of  its  product 
domestically.  Now  it  gets  about  60% 
of  its  clothing  outside  the  U.S.,  with 
Mexico  as  one  of  the  biggest  benefi- 
ciaries. Nationwide,  149,000  apparel 
workers  have  lost  their  jobs  since 
Nafta,  over  1 5%  of  all  employment  in 
the  industry. 

But  Nafta  isn't  the  only  problem. 

Now  the  Caribbean 
countries  are  pleading 
for  a  Nafta  of  their  own. 


In  raising  the  U.S.  minimum  wage, 
Congress  made  unskilled  U.S.  labor 
less  competitive.  The  sensible  solu- 
tion is  not  a  restoration  of  tariffs  but 
a  retraining  of  U.S.  workers  for 
higher-skilled  jobs.  The  state  of  Geor- 
gia has  been  hard  hit  by  apparel  plant 
closings,  but  Georgia's  commissioner 
of  labor,  David  Poythress,  points  out 
that  in  his  state  "unemployment  is 
low,  employment  is  up  and  [unem- 
ployment] claims  are  down." 

Nancy  Young,  director  of  corpo- 
rate affairs  for  Sara  Lee's  apparel  divi- 
sion, notes  that  her  company  trained 
unemployed  sewing-machine  opera- 
tors to  be  nurses  and  to  work  in  high- 
tech factories.  Says  Young:  "What's 
happening  is  exactly  what  happened 
100  years  ago  in  the  U.S.  when  jobs 
shifted  to  the  South  because  labor 
costs  were  lower,  and  because  that's 
w  here  the  cotton  was."  The  cotton  is 
still  in  the  South,  but  the  cheap  labor 
isn't,  so  the  apparel  industry  is 
moving  on  as  it  did  then.  M 
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Mobile  computing  perfected  by  TDK  Systems. 


"Big  World" 

It  seems  there's  a  new  country 
started  every  day. 


Easy  Set  Up.  Simple  pull  down  menus  allow 
you  to  instantly  configure  your  Global  Class  for 


Global  Acceptance.  Australia, 
Austria,  Canada,  Czech 
Republic,  Belgium,  Denmark, 
Finland,  France,  Germany, 
Hong  Kong,  Ireland,  Italy, 
Japan,  Luxembourg,  Mexico, 
The  Netherlands,  New  Zealand, 
Norway,  Singapore,  South 
Africa,  South  Korea,  Sweden, 
Switzerland,  United  Kingdom, 
United  States 
and  more. 


"Small  Wonder" 

TDK's  Global  Class ™  Fax/Modem 
is  probably  already  compatible  with 
their  phone  system. 


Business  is  Global.  Your  fax/modem  should  be  too. TDK's  Global  Class  is  certified 
compatible  in  more  countries  than  any  other  fax/modem  in  the  world.  It's  the  highest 
speed  international  PC-Card  fax/modem  available.  Call  TDK  Systems 
1-800-999-4TDK  or  visit  our  web  site  at  www.tdksystems.com  Technically,  Superior. 
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Do  it  right 
the  first  time 


BY  DIANE  RAUITCH 


Diane  Ravitch  is 
a  historian  and 
a  Fellow  at  the 
Manhattan  Institute 
in  New  York  City. 


Remediation  in  COLi  ege  is  one  of  the  least 
admirable  aspects  of  American  "higher"  edu- 
cation. Why  do  colleges  admit  students  who 
cannot  read  or  write  or  calculate  well  enough 
to  do  college-level  work? 

Yet  they  do.  In  1995,  78%  of  all  institutions 
offered  at  least  one  course  in  remedial  read- 
ing, writing  or  mathematics,  according  to  a 
new  government  study.  That  figure  includes 
all  public  community  colleges,  as  well  as  two- 
thirds  of  private  colleges  and  universities. 

It  is  fairly  shocking,  or  should  be,  to  discov- 
er that  29%  of  all  freshmen  take  a  remedial 
course  when  they  enter  college.  Remedial 
classes  are  required  by  41%  of  the  freshmen  at 
community  colleges,  26%  at  two-year  private 
colleges,  22%  at  four-year  public  institutions 
and  13%  at  four-year  private  institutions. 

Among  freshmen,  the  remedial  course  that 
is  most  frequently  required  is  mathematics.  In 
light  of  the  poor  performance  of  American 
students  on  international  assessments  of  math- 
ematics, this  is  not  surprising. 

It  is  shocking,  or  should  be,  that 
29%  of  all  freshmen  take  a  remedial 
course  when  they  enter  college. 


Consider  this  shocking  fact:  In  a  recently 
released  international  test  American  students 
managed  to  outperform  students  in  Third 
World  countries  such  as  South  Africa,  Colom- 
bia, Kuwait  and  Iran,  but  were  no  match  at  all 
for  those  from  Singapore,  South  Korea,  Japan 
and  Hong  Kong. 

The  situation  is  getting  worse,  not  better. 
When  asked  whether  there  was  more  or  less 
remediation  over  the  past  five  years,  nearly 
half  the  institutions  said  there  was  about  the 
same  and  14%  saw  a  decline,  but  an  alarming 
39%  reported  an  increase  in  remediation. 

The  odd  thing  about  remediation  is  that 
most  institutions  say  that  students  get  the 
skills  they  need  in  a  year  or  less.  One  is  left  to 
wonder:  How  were  they  able  to  learn  in  one 
year  what  they  did  not  learn  in  the  previous 
12  years? 


In  some  states  the  burden  of  remediation  is 
far  worse  than  the  national  figures.  For  exam- 
ple, about  half  the  freshmen  who  enter  the 
huge  California  State  University  system 
require  remediation  in  either  English  or  math- 
ematics; the  proportion  needing  remediation 
has  increased  in  each  of  the  past  five  years. 
California's  community  colleges  now  spend 
S300  million  (11%  of  their  budget)  each  year 
to  provide  remediation  to  169,000  students 
(13%  of  their  enrollment). 

Why,  for  heaven's  sake,  are  we  asking  col- 
leges to  do  a  job  that  should  have  been  done 
in  high  school?  Remediation  is  expensive, 
both  for  students  and  for  the  institutions  (and 
of  course,  in  the  case  of  public  universities,  for 
taxpayers).  Students  taking  remedial  courses 
have  that  much  less  time  for  true  college 
courses,  and  parents  and  taxpayers  are  getting 
that  much  less  education  for  their  money.  In  a 
sense  we  are  paying  twice  to  get  the  job  done. 

President  Clinton  can  be  expected  to  pro- 
pose tax  credits  to  help  more  students  pay  for 
college.  Congressional  Republicans  are  unlike- 
ly to  resist  this  political  plum  for  the  middle 
class.  But  this  probablv  will  result  in  sending 
yet  more  kids  to  college  without  proper 
preparation. 

The  scandal  in  higher  education  is  the  large 
percentage  of  students  who  enter  college  and 
never  complete  their  studies.  Fewer  than  60% 
of  the  students  who  enter  four-year  institu- 
tions manage  to  graduate.  Bringing  yet  more 
unprepared  students  onto  campus  will  only 
make  the  dropout  problem  worse. 

If  the  Administration  really  wants  to  get 
more  American  kids  through  college,  it 
should  forget  about  tax  credits  and  find  ways 
to  encourage  better  preparation  at  the  high 
school  level. 

It  could  start  by  persuading  states  to 
require  students  to  pass  a  rigorous  examina- 
tion before  getting  their  high  school  diplo- 
mas. It  could  refuse  federal  aid  to  students 
who  do  not  pass  a  state  examination  or  do 
not  have  a  high  school  diploma.  ( Believe  it  or 
not,  federal  college  aid  is  available  even  to 
students  who  lack  high  school  diplomas.) 

The  easy  availability  of  college  remediation 
not  only  costs  extra  but  undermines  students' 
incentives  to  work  hard  in  school.  Hi 
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f  course,  you  wouldn't  make  an  important 
cision  like  this  for  anything  but  love, 
it  once  you've  made  your  decision, 
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you  spend.*The  Citibank  AAdvantage 
card  is  accepted  at  more  than  12  million 
locations  —  lots  of  places  to  buy  things 
that  reflect  your  devotion  and  love 
of  miles.  To  apply,  call  I -800- FLY- 4444. 
Never  miss  another  mile. 


or  was  it  the  miles? 

•The  maximum  number  of  AAdvantage  miles  you  can  earn  with  the  Citibank  AAdvantage  card  is  60,000  miles  per  calendar  year  (purchases  recorded  on  your  Jan  -  Dec  billing  statements).  American  Airlines 
dvantage  Platinum"' and  A*Advantage  Gold®  members  are  excluded  from  this  limit.  American  Airlines,  AAdvantage,  AAdvantage  Platinum  and  AAdvantage  Gold  are  registered  trademarks  of  American  Airlines,  Inc. 
American  Airlines  reserves  the  right  to  change  AAdvantage  program  rules,  regulations,  travel  awards,  and  special  offers  at  any  time  without  notice,  and  to  end  the  AAdvantage  program  with  six  months  notice. 
The  Citibank  AAdvantage  card  is  issued  by  Citibank  (South  Dakota),  N.A.  Diamond  engagement  ring  by  Van  Cleef  &  Arpels.  ©  1997  Citibank  (South  Dakota).  N.A.  Member  FDIC 


Politically,  Lebanon  is  a  mess,  but  smart  money 
is  beginning  to  seek  investments  there. 

Early  birds 


By  Zina  Moukheiber 

Last  April  a  team  of  investment 
bankers  and  analysts  from  the 
London  office  of  Nomura  Interna- 
tional gathered  in  the  conference 
room  of  Banque  Libanaise  pour  le 
Commerce  in  Beirut's  old  commer- 
cial district.  Workers  had  just  laid  new 
tiles  on  the  floor  and  were  repairing 
the  shell-pocked  facade.  Banque 
Libanaise  was  preparing  to  offer 
shares  to  overseas  investors,  in  the 
form  of  global  depositary  receipts. 

Suddenly  heavy  bombing  erupted. 
"We  couldn't  hear  each  other  any- 
more," recalls  Jean  Aboujaoude,  the 
bank's  chief  financial  officer.  Right 
next  door  the  Lebanese  army  was 
hurling  antiaircraft  missiles  at  Israeli 
warplanes  that  were  bombing 
Beirut's  south  coastal  road.  The 
Israelis  were  retaliating  against  attacks 
by  Hizballah,  a  local  radical  Islamic 
militia. 

Despite  the  new  violence  the 
Lebanese  pound  didn't  budge, 
remaining  at  LL1,580  to  the  dollar. 
Neither  did  Nomura  walk  away  from 
the  bank's  underwriting.  "It 
increased  the  visitors'  confidence  in 
the  market  to  see  that  nothing 
changes  in  the  middle  of  Israeli 
bombing,"  says  Aboujaoude. 

As  1996  ended,  Nomura's  invest- 
ment bankers  hit  the  road,  and  the 
issue  was  heavily  oversubscribed,  rais- 
ing $40  million  for  the  ($700  million 
assets)  little  bank.  U.S.  money  man- 
agers and  mutual  funds  such  as 
Fidelity,  Putnam  and  Scudder  were 
the  largest  investors,  buying  more 
than  40%  of  the  offering. 

Like  Lebanon  itself,  Banque 
Libanaise  is  a  survivor.  When  its 
wealthy  clients  fled  to  Paris  and  Abu 
Dhabi  during  the  war,  it  followed 
them  by  opening  branches  there. 
Like  the  rest  of  the  country,  it  was 
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now  rebuilding  and  needed  foreign 
capital  to  expand. 

The  bank  needed  foreign  capital 
because  the  Lebanese  do  not  like  to 
put  their  money  in  long-term  invest- 
ments. They  tend  to  keep  their  capi- 
tal in  short-term  deposits  to  be  able 
to  quickly  withdraw  it  in  case  of  hos- 
tilities. But  Banque  Libanaise  wants 
to  make  loans  and  mortgages.  Abou- 
jaoude, a  33-year-old  with  an  M.B.A. 
from  Georgetown  University,  con- 
vinced his  grandfather,  who  founded 
the  bank,  to  sell  48%  to  foreigners. 

Banque  Libanaise  isn't  alone.  Since 
1995  Lebanese  banks  and  companies 
have  raised  close  to  $1  billion  in  debt 
and  equity  on  the  international  mar- 
kets, according  to  Banque  Audi,  a 
local  bank  that  compiles  financial  and 
economic  statistics.  Only  half  of  that 
is  from  Arab  sources  and  Lebanese 
living  overseas. 

Frank  Jennings,  who  comanages 
the  Oppenheimer  Developing  Mar- 


Banque  Libanaise 
pour  !e  Commerce 
Chief  Financial 
Officer  Jean 
Aboujaoude  (left), 
and  Chief  Operating 
Officer  Michel 
Saroufim 
More  than  40% 
of  the  bank's 
global  depositary 
receipts  were 
bought  by  U.S. 
investors. 


Forbes  ■  February  10,  1997 


83 


kets  Fund,  is  a  believer.  Never  mind 
that  Lebanon  is  not  in  the  Morgan 
Stanley  Emerging  Markets  Index  or 
the  International  Finance  Corp. 
indexes  for  emerging  markets.  Jen- 
nings bought  into  the  Banque 
Libanaise  IPO  because  he  thinks  it  is 
cheap  (at  a  recent  14^  a  share  it  sells 
at  just  nine  times  expected  1997 
earnings)  and  because  of  its  growth 
prospects. 

Lebanon  boasts  a  banking  tradition 
its  Arab  neighbors  don't  have. 
Oppenheimer's  Jennings  thinks  that 
Beirut  can  reclaim  its  prewar  role  as 
banking  capital  of  the  Middle  East 
because  of  the  sophistication  of  its 
bankers. 

Problems.5  Oh,  plenty.  The  country- 
is  occupied  by  Israel  in  the  south,  and 


also  by  Syria,  which  keeps  30,000  sol- 
diers stationed  there.  Prime  Minister 
Rafic  Hariri,  a  billionaire  business- 
man, treks  to  Damascus  regularly  to 
get  Syrian  President  Hafez  Al-Assad's 
okay  on  decisions.  Parliamentary  elec- 
tions this  summer  were  a  joke,  with 
Syria  insuring  the  election  of  yes- 
men.  Since  December  several  attacks 
have  been  made  on  Syrians  in 
Lebanon,  and  the  Lebanese  army  has 
responded  by  arresting  more  than  50 
Lebanese  for  allegedly  inciting  resis- 
tance to  Syrian  occupation.  Demoral- 
izing stuff. 

But  no  risk,  no  reward.  The  aging 
Assad  has  been  smart  enough  to  leave 
Lebanon's  laissez-faire  economy 
alone — as  China  is  likely  to  do  with 
Hong  Kong's.  It  is  a  source  of  trade 


and  capital  for  the  Syrian  economy, 
which  is  stilled  by  socialism  and  cor- 
ruption. Lebanon  brings  lots  of  hard 
currency  to  Syria.  Syrian  workers  toil 
to  rebuild  its  roads  and  buildings, 
and  an  estimated  600,000  regularly 
remit  foreign  exchange  to  their 
families. 

In  short,  you  can't  judge  the 
Lebanese  economy  by  its  politics. 
"It's  important  to  distinguish 
between  political  and  economic  rela- 
tions," says  Freddie  Baz,  a  respected 
Beirut  economist  and  adviser  to 
Banque  Audi's  chairman. 

Money  is  calling,  and  many 
Lebanese  who  fled  their  country 
during  the  war  are  coming  home. 
Xabil  Sawabini,  45,  left  a  high-paying 
job  as  a  managing  director  at  J. P. 
Morgan  in  New  York  in  1994  to 
form  an  investment  and  merchant 
bank  in  Beirut.  Drawing  on  his  con- 
tacts, he's  raised  S30  million  in  capi- 
tal, mostly  from  Middle  Easterners. 
His  phones  and  electricity  were  work- 
ing sporadically,  but  Sawabini  already 
had  deals  lined  up.  He's  now  hoping 
to  raise  SI  10  million  to  finance  a 
medical  center  that  would  rival  the 
finest  in  the  U.S. 

Instead  of  making  the  long  trip  to 
the  Mayo  Clinic  or  the  Cleveland 
Clinic,  wealthy  Arabs  would  be  able 
to  get  treated  in  Beirut  by  first-rate 
Arabic-speaking  doctors.  And  Beirut 
boasts  a  gentler  climate  than  Min- 
nesota or  Ohio. 

Over  a  shrimp  tortilla  lunch, 
Bechara  Nammour  waves  at  the  well- 
dressed  clientele  strolling  into  his  new 
restaurant,  J.  Paul's,  which  features 
southwestern  U.S.  food.  Most  of 
Nammour's  dining  spots  are  located 
in  beautifully  redone  old  Lebanese 
houses,  mixtures  of  Venetian  and 
Ottoman  architecture.  Nammour  was 
operating  2 1  restaurants  in  Washing- 
ton, D.C.  when  he  decided  to  come 
back.  "You  have  to  come  to  Lebanon 
when  it's  a  one-star  place,  not  when 
it  becomes  a  five-star,"  he  says. 

The  U.S.  government  still  bans 
travel  to  Lebanon  by  U.S.  citizens. 
But  it  can't  keep  U.S.  money  out. 
His  country's  politics  might  be  a 
mess  but,  explains  Prime  Minister 
Hariri,  who  made  his  fortune  in  con- 
struction in  Saudi  Arabia:  "Business 
is  business."  WM 
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he  more  things  change, 
more  they  stay  the  same. 
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ation  by  providing  the  safest,  most 

ile  aircraft  in  the  world. 

58  saw  the  introduction  of  the 

tream  1.  The  world's  first  aircraft 

ned  for  corporate  aviation. 

66  brought  the  Gulfstream  II.  The 

Is  first  transcontinental  corporate  jet. 


1979  unveiled  the  Gulfstream  III.  The 
world's  first  intercontinental  corporate  jet. 

1985  produced  the  transoceanic 
Gulfstream  IV/IV-SP.  To  date,  we  have 
delivered  300  of  these  reliable  and 
versatile  airplanes.  It  is  the  world's  best- 
selling,  large-cabin  corporate  jet. 

1995  introduced  the  Gulfstream  V. 
The  world's  first  ultra  long-range,  6,500 
nautical  mile  corporate  jet.  An  airplane 
which  can  fly  nearly  half  way  around  the 
world,  non-stop. 

Indeed,  our  airplanes  hold  nearly  80% 
of  all  national  and  world  records  held  by 
large-cabin  business  jets. 

So  much  for  setting  standards. 

In  1996,  the  world  market  has  voted 


again.  The  results  are  clear  and 
unambiguous.  This  year  we  sold  more 
Gulfstream  IV-SPs  than  in  any  other  year 
in  the  company's  history.  This  success, 
combined  with  the  unprecedented 
market  demand  for  the  revolutionary 
Gulfstream  V,  has  resulted  in  a  record- 
setting  backlog  of  over  100  airplanes. 

The  nearly  5,000  people  at  Gulfstream 
have  taken  a  timeless,  world-class  design 
and  turned  it  into  a  world-class  business. 
A  business  that  has  diversified  into  a 
multi-product  company,  including 
the  phenomenal  success  of  our  new 
Gulfstream  Shares  fractional  ownership 
option,  and  a  worldwide  commitment 
to  the  finest  customer  service  in  the 


industry.  As  a  result,  today's  Gulfstream 
is  the  strongest  Gulfstream  ever. 

As  we  said,  the  more  things  change, 
the  more  they  stay  the  same. 

There  can  be  only  one  set  of  standards. 
There  is  only  one  leader.  There  is  only 
one  Gulfstream. 

For  information  on  the  legendary 
Gulfstream  JV-SP,  or  to  request  our  new 
54-page  brochure  on  the  revolutionary 
Gulfstream  V,  contact  Bill  Boisture, 
President,  Gulfstream  Aircraft  Incorporated, 
P.O.  Box  2206,  M/S  B-02,  Savannah,  GA 
51402-2206  or  cd,  (912)965-5555. 

Gulfstream 
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By  Brigid  McMenamin 

In  September  1993  suburban  Phila- 
delphia landlord  Sander  Cohen 
placed  a  classified  ad  in  the  Daily 
Local  News.  The  ad  read:  "Spacious 
1-  &  2-bedroom  apts.  in  quiet, 
mature  complex.  No  pets,  please." 

Cohen  was  accused  by  the  Fair 
Housing  Council  of  Suburban 
Philadelphia  of  trying  to  exclude  chil- 
dren with  the  words  "quiet"  and 
"mature."  Cohen  insisted  they 
described  the  35-year-old,  maple 
tree-lined  complex,  not  its  residents. 
In  fact,  a  full  third  had  children. 
Cohen  revised  the  ad,  using  "quiet, 
well-established  complex." 

Not  enough.  Cohen  says  the  coun- 
cil threatened  to  sue  unless  he  forked 
over  $1,500.  When  Cohen  refused, 
the  housing  council  filed  suit  in  feder- 
al court,  accusing  him  and  the  Daily 
Local  News  of  violating  the  federal  Fair 
Housing  Act.  The  paper  settled  for 
$75,000.  But  the  council  refused  to 
back  down  unless  Cohen  paid 
$10,000.  The  case  against  Cohen  is 
pending,  and  legal  expenses  mount. 


This  sort  of  harassment  started  in 
1968  with  the  federal  Fair  Housing 
Act,  which  makes  it  illegal  to  screen 
home  buyers  and  renters  by  race, 
color,  national  origin  or  religion.  Fair 
enough.  But  Congress  went  further. 
It  was  illegal  to  run  ads  that  might 
even  suggest  discrimination.  Thus 
language,  too,  came  under  scrutiny. 
By  1988  Congress  had  added  sex, 
disability  or  having  children. 

What  constitutes  discriminatory 
language?  Whatever  the  federal 
gestapo  says  goes.  In  1989  the 
Department  of  Housing  &  Urban 
Development  issued  guidelines  that 
cast  doubt  on  almost  every  real  estate 
ad.  It  condemned  not  only  obvious 
words  like  "white"  or  "Christian"  but 
also  references  to  institutions  associ- 
ated with  a  particular  group  (e.g., 
"near  synagogue"  or  "1  mile  past 
country  club").  Is  there  a  synagogue, 
church  or  a  singles  bar  handy?  You 
dare  not  utter  these  forbidden  words. 
Even  the  word  "integrated"  was  to 
be  avoided,  presumably  because  it 


raised  the  issue  of  race. 

Lest  federal  efforts  to  police  the 
ads  fall  short,  Congress  invited  the 
general  public  to  join  in.  Anyone  who 
spotted  a  potentially  offensive  ad 
could  complain  to  the  local  housing 
agency  office  or  even  march  right 
into  federal  court  and  collect  dam- 
ages. The  feds  started  paying 
"activists"  to  do  just  that. 

Dozens  of  watchdog  groups  usual- 
ly known  as  fair  housing  councils 
sprang  up.  By  1994  the  annual  feder- 
al budget  for  fair  housing  "education 
and  enforcement"  hit  $26  million. 
With  some  of  the  money  the  councils 
hired  people  to  scour  the  classifieds 
for  any  ad  that  might  offend  anyone. 
Next  step:  Threaten  both  advertiser 
and  publisher  with  a  suit  unless  each 
forked  over  cash  to  the  council.  Con- 
gress had  virtually  legalized  extortion. 

This  puts  newspapers,  which  must 
screen  thousands  of  ads  a  week,  in  a 
tough  position.  "It's  very  difficult  for 
a  newspaper  on  deadline  to  insure 
that  absolutely  nothing's  going  to  slip 
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by,"  notes  Philadelphia  lawyer  Samuel 
Klein,  whose  firm  represents  Knight- 
Ridder.  Thus  blackmailed  by  the  Fair 
Housing  Council  of  Oregon  for  per- 
mitting ads  that  said  things  like  "2- 
person  limit,"  "adults  pref.,"  or  "no 
children,"  the  Oregonian  Publishing 
Co.  and  13  newspapers  agreed  in 
1991  to  give  the  council  S25,000 
cash  and  S42.500  of  free  advertising. 

Hit  w  ith  a  lawsuit,  the  Southern 
California  Community  Newspapers 
publisher,  Richard  Trent,  offered  the 
local  fair  housing  council  S62,500  to 
settle.  For  what?  For  ads  like  one  in 
the  Montebello  Xnwthat  said:  "adults 
pref."  The  activists  refused  the  settle- 
ment offer,  no  doubt  hoping  to  reap 
many  times  that  in  legal  fees.  After  a 
year  of  litigation,  Trent  filed  for  bank- 
ruptcy protection  for  his  company. 

One  of  the  most  aggressive  activist 
groups,  the  Metropolitan  Milw  aukee 
Fair  Housing  Council,  last  year 
received  a  S600,000  federal  grant. 

In  1991  one  of  the  Milw  aukee 
council's  readers  happened  upon  an 
ad  in  the  Hartford  ( Wis. )  Times  Press 
for  a  "mature  Christian  handyman" 
to  share  a  house.  Part-time  floral 
designer  Beverly  Schnell  says  she 
needed  help  fixing  up  her  100-year- 
old,  S76,000  house.  "I  just  wanted  a 
trustworthy  person  who  could  pound 
nails  straight,"  she  insists. 

Aha!  Potential  discrimination 
against  Jewish,  Muslim  or  atheist 
handypeople.  Schnell  got  a  call  from 
the  Milwaukee  council  demanding 


S500.  She  refused.  In  1993  the  state 
Equal  Rights  Division  ruled  against 
Schnell,  ordering  her  to  pay  the 
council's  attorneys'  fees,  which  the 
council  claimed  were  close  to  S8,000. 

Newspapers  and  talk  show  hosts  all 
over  the  country  ridiculed  the  coun- 
cil, but  it  hauled  Schnell  and  the 
Times  Press  into  state  court,  where  a 
jury  heard  the  case  against  the  paper. 

The  paper  couldn't  deny  having 
published  the  forbidden  word 
"Christian."  But  the  jury  refused  to 
award  damages  or  attorneys'  fees.  So 
the  council's  lawyer  went  on  dunning 
Schnell  to  pay  at  least  part  of  the 
council's  legal  fees,  which  hit  approx- 

With  a  little  arm-twisting, 
the  politically  correct  crowd 
has  turned  newspaper 
publishers  into  p.c.  police. 

imately  SI 5,000  before  the  council 
backed  off. 

The  publicity  embarassed  the 
activists.  Last  spring  the  Department 
of  Housing  8c  Urban  Development 
stopped  publishing  its  controversial 
advertising  guidelines  in  the  Code  of 
Federal  Regulations.  Meanwhile, 
Congress  cut  funding  for  activist  fair 
housing  groups  from  S26  million  in 
1994  to  S17  million  in  1996. 

But  that  hasn't  stopped  the  harass- 
ments.  Clifford  Boardman,  an  aggres- 


sive Philadelphia  lawyer  responsible 
for  the  suit  against  Sander  Cohen, 
filed  nine  suits  in  federal  court  last 
winter  against  dozens  of  Pennsylvania 
landlords  and  newspapers.  The 
offenses  included  publishing  ads  that 
said  things  like  "ideal  for  profession- 
als" or  even  "mature  setting."  Twelve 
newspapers  settled,  agreeing  to  pay 
upwards  of  SI  0,000  each  for  suppos- 
edlv  discriminatorv  ads.  The  council 
netted  some  S  140^000. 

The  Main  Line  Times — which  had 
run  ads  that  said  "for  one  person" 
and  "no  children/pets" — decided  to 
fight.  Lawyers  for  the  paper  argued 
that  the  publisher  had  done  all  it 
could  to  weed  out  offending  ads  by 
training  staffers  to  look  for  forbidden 
words.  And  more  important,  the  ads 
hadn't  actually  hurt  anyone,  some- 
thing the  U.S.  Constitution  requires 
for  federal  lawsuits.  No  luck.  In 
December  the  jury  awarded  the 
council  S25,000.  Now  they  want 
another  S66.000  supposedly  to  cover 
Boardman's  legal  fees  and  expenses. 

There  is  a  ray  of  hope.  On  Jan.  6 
federal  Judge  Clarence  Newcomer 
tossed  out  one  of  Boardman's  other 
advertising  cases,  this  one  against  a 
Montgomery,  Pa.  newspaper  chain, 
on  the  same  constitutional  grounds 
that  the  Main  Line  Times  is  now 
arguing.  Boardman  vows  to  appeal. 

The  trouble  with  bureaucrats  is  not 
that  they  are  lazy  but  rather  that  if 
you  give  them  a  stupid  job  to  do  they 
will  carry  it  out  to  the  letter.  H 
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rhe  miracle  of  globalization  is  upon  us.  For  decades, 
the  promise  of  the  world  s  nations  linked  together 
in  the  pursuit  of  free  enterprise  has  been  rooted  in 
ttle  more  than  hope.  But  now,  there  is  widespread  con- 
iction  that  the  true  global  economy  is  just  around  the 
Drner.  In  fact,  in  some  nations,  it's  already  here. 


WVENING  A  WORLDWIDE  FORUM 

In  just  a  few  days,  on  February  12, 
•97,  top  executives  from  the  U.S.  and 
aund  the  world  will  come  together  in  a 
ree-day  "Worldwide  Infrastructure 
irtnerships"  conference  in  San  Fran- 
co. Focused  on  the  opportunities — 
d  risks — in  international  infrastructure 
velopment,  the  conference  will  be  pre- 
nted  by  FORBES  magazine  and  devel- 
ed  in  partnership  with  the  World  Bank, 


the  European  Bank  for  Reconstruction 
and  Development,  the  InterAmerican 
Development  Bank,  the  Asian  Devel- 
opment Bank,  the  Export-Import  Bank, 
the  U.S.  Trade  &  Development  Agency 
and  the  Overseas  Private  Investment 
Corporation. 

Robert  F.  Cushman,  conference  co- 
chairman  and  head  of  the  infrastructure 
construction  group  at  the  international 
law  firm  of  Pepper,  Hamilton  &  Scheetz, 


says,  "A  frenzy  of  deregulation  and  pri- 
vatization of  infrastructure  facilities  is 
now  transforming  every  part  of  the  globe. 
In  the  Americas,  Europe,  the  Middle 
East  and  Asia,  hundreds  of  projects  are 
gaining  financing,  accepting  bids  and 
moving  rapidly  into  tangible  develop- 
ment. For  the  first  time  since  the  notion 
of  a  true  worldwide  infrastructure  was 
merely  a  gleam  in  everyone's  eye,  the 
horizon  has  suddenly  become  brilliant." 

THE  CASE  FOR  PRIVATIZATION 

William  G.  Reinhardt,  editorial  pub- 
lisher of  Public  Works  Financing,  con- 
curs. His  newly  released  1996  Inter- 
national Major  Projects  Survey  notes  no 
fewer  than  1,500  publicly  sanctioned — 
but  privately  promoted — rehabilitations, 
upgrades  and  expansions  of  existing  facil- 
ities in  107  countries,  collectively  valued 
at  $870  billion.  "Within  that  universe," 
Reinhardt  says,  "1,102  specific  projects, 


with  an  aggregate  constructed  value  of 
3670  billion,  are  in  some  stage  of  active 
consideration  by  various  levels  of  govern- 
ment in  over  100  countries."  Who's  going 
to  be  successful?  "The  most  creditworthy 
countries,  for  obvious  reasons." 

APPROACHING  THE  GLOBAL 
MARKETPLACE 

Elizabeth  Bailey,  editor  of 
Infrastructure  Finance,  says,  "What's 
very  interesting  about  this  trend  is  that 
we're  seeing  the  globalization  of  private 
investment  in  emerging  markets — and 
what's  required  is  going  directly  into  a 
competitive  environment,  bypassing  the 
stage  of  regulator)'  controls  found  in  the 
developed  countries.  Nations  like 
Brazil.  Malaysia  and  Indonesia  are 
going  straight  to  deregulation  in  all  the 
primary  sectors.  This  is  really  an  awe- 
some prospect." 

ill  this  leapfrog  strategy  come  back 
to  haunt  them?  "It's  an  experiment,  and 
certainly  it's  going  to  be  a  different  model 
of  economic  development  for  even  one  to 
closely  watch."  Bailey  cautions. 

FINANCING  PROJECT  DEVELOPMENT 

Regulations  are  clearly  an  area  where 
project  managers  need  to  proceed  with 
care.  Says  Gilbert  D.  Porter,  partner  and 
head  of  project  finance  at  McDermott.  Will 
&  Emery  .  "The  theory  of  having  a  good 
regulator}.-  structure  and  strong  legal  sys- 
tem is  terrific,  if  you  can  then  rum  it  to 
accommodate.  The  problem  is  that  most 
emerging  economies  are  developing  the 
necessary  regulatory  and  legal  infrastruc- 
tures on  a  contemporaneous  basis — and 
there's  no  history  and  no  benchmark  to 
prove  these  regulations  can  withstand 
long-term  pressures.  Therefore,  if  vou  ven- 
ture into  those  economies,  you  do  it  under 
the  protective  cover  of  someone  who  will 
insure  you  against  political  risk." 

This.  Porter  believes,  is  where  the 
agencies  come  in.  He  observes.  "When  you 


look  across  the  universe  of  public  agencies 
as  a  non-private  capital  market  source,  you 
quickly  come  to  recognize  that  their 
involvement  is  critical  in  every  project." 

PRIVATIZING  NATIONAL  UTILITIES 

In  the  race  to  jump  on  the  infrastruc- 
ture bandwagon.  Russia  and  Central  Asia 
are  quickly  becoming  major  players. 
Edward  H.  Lieberman.  a  partner  at 
Pepper.  Hamilton  &  Scheetz.  says. 
"Kazakhstan  has  now  decided  to  privatize 
significant  portions  of  its  infrastructure, 
including  refineries,  the  transmission  grid 
for  the  electrical  industry  and  the  coun- 
try's gas  pipeline.  This  is  of  great  interest 
to  international  companies." 

It's  not  hard  to  understand  why. 
"Y\e"re  talking  very  significant  dollars 
here."  Lieberman  states.  "And  the  gov- 
ernments are  coming  to  the  conclusion 
that  they  really  shouldn't  be  in  the 
business  of  running  these  facilities; 
others  should  run  them  and  generate 
tax  revenues." 

MANAGING  CONSTRUCTION  RISK 

For  the  vast  numbers  of  construction 
projects  now  proceeding  around  the 
world,  risk  is  one  of  the  biggest 


"T; 


"he  world's  emerging  nations 
offer  dynamic  opportunities. 
Large  infrastructure  demand,  coupled 
with  rapidly  growing  populations, 
will  generate  high-potential,  long- 
term  growth. 

"Emerging  markets  view  cement 
as  a  brand-name  product  universally 
preferred  over  other  building  materi- 
als. The  lack  of  available  substitutes 
only  enhances  the  demand  for  this 
elementary  building  block. 

"At  Cemex,  our  customers  are 
our  most  important  partners.  For 
this  reason,  Cemex — America's 
leading  producer  and  one  of  the 
three  largest  producers  in  the 
world — is  the  brand  of  choice 
around  the  globe. 

"Cement  does  more  than  build 
highways,  hospitals,  bridges  and 
dams;  it  improves  the  quality  of  life. 
We're  not  just  making  cement, 
we're  building  a  better  world." 

Ing.  Lorenzo  Zambrano 
Chairman  and  CEO 
Cemex  S.A.  de  C.V. 


SAVING  A  FEW  BUCKS  ON  POLITICAL 
RISK  INSURANCE  SEEMS  TO  MAKE  SENSE. 

UNTIL  SOME  FOREIGN  GOVERNMENT 
NATIONALIZES  YOUR  BUSINESS. 


For  companies  doing  business  overseas,  the  reality  is  that  political  risk  insurance  has  become 
a  necessity.  Political  upheavals  are  difficult  to  forecast.  Rising  nationalism  increases  the  risk  of 
expropriation.  Changing  economic  forces  make  currency  inconvertibility  more  likely.  And  political 
violence  is  a  constant,  looming  threat. 

AIG  Global  Trade  &  Political  Risk  Insurance  Company,  a  member  company  of  American 
International  Group,  Inc.,  is  the  only  company  with  the  global  presence  and  knowledge  of  local  condi- 
tions to  protect  you  around  the  world. 

When  you're  an  AIG  client,  you're  not  just  buying  insurance.  You're  getting  a  business  partner. 
With  offices  in  more  than  130  countries  and  jurisdictions  worldwide,  AIG  has  the  expertise,  perspec- 
tive and  long-term  relationships  necessary  to  resolve  international  problems  whenever  they  arise. 
AIG  Global  customers  also  benefit  from  the  experience  of  a  board  of  directors  that  includes  former 
U.S.  Secretary  of  State  Henry  A.  Kissinger,  former  U.S.  Trade  Representative  Carla  A.  Hills, 
former  Treasury  Secretary  and  U.S.  Senator  Lloyd  M.  Bentsen,  former  World  Bank  President 
Barber  Conable,  Jr.,  and  former  Prime  Minister  of  Pakistan  Moeen  Qureshi. 

Other  insurance  companies  may  offer  capacity.  Only  AIG  Global  underwrites  longer-term  polit- 
ical risk  coverages  up  to  $120  million  capacity  per  project,  guaranteed  for  seven  years  and  backed  by 
the  strongest  balance  sheet  and  top  financial  ratings  in  the  business.  Perhaps  that's  why  AIG  has  been 
the  leader  in  political  risk  coverage  for  more  than  twenty 


IWfSS  Global 

years.  To  find  out  how  AIG  can  help  solve  your  political  risk      rt"IW  Trade  &  Political  Risk 

Insurance  Company 

problems,  call  one  of  the  lead  underwriters  listed  below. 


A  member  company  of  American  International  Group,  Inc. 


Ray  Antes  Elizabeth  Bloch  Jackie  Deane  Jon  Kay  Julian  Edwards 

AIG  Global.  New  York  AIG  Global.  Chicago  AIG  Global.  San  Francisco       AIG  Global.  Melbourne.  Australia      AIG  Global.  U.K.  &  Europe 

(212)  770-7819  (312)  930-5454  (415)445-2865  61-39-522-4798  171-280-8832 


Coverage  may  not  be  available  lor  risks  in  certain  countries 
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unknowns.  Mitchell  W.  Becker, 
senior  vice  president  and  general 
counsel  of  L  nited  Infrastructure 
Company,  based  in  Chicago,  states, 
"The  challenge  isn't  the  technology 
or  construction,  because  the  pro- 
jects are  basically  the  same  as 
they've  always  been.  The  real  chal- 
lenge is  to  recognize  the  project 
risks  and  accurately  apportion  them 
to  the  participants." 

Becker  continues.  "Many  of  the 
projects  we're  talking  about — espe- 
cially for  municipal  sen  ices — have 
existing  labor.  The  governments 
want  to  shed  that  expense  to  the 
private  sector.  So.  they'll  often  say, 
'You  can  have  this  franchise,  but 
you  have  to  guarantee  that  you 
won't  cut  the  labor  force  for  a  specified 
number  of  years."  This  accommodation 
can  be  a  significant  factor  in  the 
arrangement." 

Of  equal  significance  to  success  is 
market  or  "traffic"  risk.  "If  you're  build- 
ing a  franchised  toll  road,  you  try  to  for- 
mulate how  many  tolls  you'll  collect  each 
day  to  pay  for  your  investment."  says 
Becker.  "If  you're  right,  the  economics 
work  out.  But  if  there's  less  traffic  than 
anticipated,  you  lose." 

DEVELOPING  THE  WORLD'S 
AIRPORTS 

Air  transportation  is  one  of  the  major 
areas  currently  undergoing  widespread 
privatization.  By  current  count,  no  fewer 
than  50  foreign  countries  are  pursuing 
airport  privatization.  As  Michael  Bell, 
president  of  BAA.  USA.  puts  it,  '"The 
world  is  absolutely  humming  with  priva- 
tization initiatives." 

What  are  the  challenges?  Bell 
believes  the  main  issue  is  to  "make  peo- 
ple understand  that  airports  are  long- 
term  business.  Investments  are  for  the 
long  term,  and  profits  come  in  the  long 
term.  These  projects  need  huge  amounts 


//  "There  are  1.3  billion  people 
I  around  the  world  who  lack 
potable  water  or  proper  sanitation — 
and  hundreds  of  millions  are  with- 
out sustainable  energy,  efficient 
transportation  or  reliable  communi- 
cations services.  This  situation 
poses  enormous  challenges  to  us  in 
the  engineering,  construction  and 
financial  communities. 

"We  at  Stone  and  Webster — in 
partnership  with  multinationals  and 
governments  at  all  levels — forge 
innovative  solutions  to  develop, 
finance  and  build  the  projects  that 
meet  these  needs.  During  this  cen- 
tury, we've  built  much  of  the  United 
States'  infrastructure  and  complet- 
ed major  projects  around  the  globe. 

"Heading  into  the  next  millenni- 
um, we  look  to  develop  projects 
that  improve  the  quality  of  life  in  the 
developing  countries  of  the  world." 

H.  Kerner  Smith 
President  and  CEO 
Stone  and  Webster 


of  capital,  and  the  cash-flow  situa- 
tion is  not  always  simple;  often 
you  have  a  negative  cash  flow  for 
quite  some  time." 

BUILDING  CORRECTIONAL 
FACILITIES 

The  privatization  of  correction- 
al facilities  in  the  last  decade  has 
also  been  remarkable.  Steven 
^eirich.  president  of  Rotondo 
Weirich.  Inc..  a  specialty  contrac- 
tor for  pre-cast  modular  correc- 
tional, healthcare,  hotel  and  con- 
dominium facilities,  says.  "Nation: 
like  Peru.  Chile.  Argentina.  Brazil 
and  Panama  are  about  to  embark 
on  significant  programs.  Mexico 
has  announced  it  will  solicit  bids 
for  16  correctional  facilities  this  year. 
And  Argentina  has  a  stated  commitment 
to  develop  more  humane  correctional 
facilities  to  complement  a  more  democra- 
tically evolving  justice  system." 

hat  are  the  financing  requirements' 
"Some  governments  like  Mexico  and 
Chile  will  do  the  financing  themselves," 
states  Weirich.  "But  others — where  a 
combination  of  public-private  financing 
is  required — pose  more  of  a  challenge. 
The  lending  institutions  are  looking  for 
government  backup  guarantees." 

EXPANDING  TELECOMMUNICATION! 

Not  to  be  overlooked,  telecommuni- 
cations continues  expanding  around  the 
globe — at  a  meteoric  pace.  Nilesh  K. 
Shah,  international  sen  ice  partner  at 
KPMG  Peat  Manrick  LLP.  estimates  the 
quest  for  a  global  communications  infra- 
structure in  Latin  America  alone  will 
require  some  $100  billion  in  investment 
a  year  for  the  next  five  years.  For  the 
entire  world,  he  says,  "multiply  that 
times  five." 

What  are  the  forces  at  play? 
Obsen  es  Shah.  "At  one  level  you  have 
all  these  state-owned  enterprises  that  an 
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Cement  can  do  more  than  build  highways. 


)UR  CEMENT  BUILT  THE  OVERPASS. 


it  can  improve  the  quality 


of  life.  And  at  a  growing  number  of  building 


projects,  Cemex  is  the  cement  of  choice.  With 


operations  in.  22  countries  and  trade  relations 


with  60  countries,  Cemex  combines  the  use  of 


the  latest  production 


technology  with  an  efficient,  environmentally 


sound  approach  to  meet  the  needs  of  customers 


everywhere.  Because  we're  not  just  improving 


highways,  we're  building  a  better  world. 


AND  HOUSTON  BECAME  A  CALMER  PLACE. 


To  learn  more,  visit  our  web  site  at 


http://www.cemex.com. 


/A 


##CEmEX 

THE    WORLD'S    CEMENT  COMPANY 


Building  a  Better  World. 
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"Getting  access  to  new  technologies  is  one  of  the 

top  priorities  in  many  countries.  As  a  result, 
most  nations  are  now  realizing  that  they  need  to 
introduce  competition  at  some  level." 

—  Nilesh  K.  Shah,  International  Service  Partner  at  KPMG  Peat  Marwick  LLP 


being  privatized.  Secondly,  most  coun- 
tries are  realizing  that,  in  order  to  get  rid 
of  their  inefficient  systems,  they  need  to 
introduce  competition  at  some  level.  The 
third  factor  is  the  intense  technological 
development  taking  place  in  the  Y^estern 
world,  including  dial-up  access  to  the 
Internet.  Getting  access  to  new  technolo- 


II  Today,  foreign  relations  are 


t: 


integral  to  business  rela- 
tions. Two  key  elements  for  suc- 
cess are  the  ability  to  capitalize  on 
burgeoning  global  demand,  and  to 
partner  well. 

"Worldwide  demand  for  commu- 
nications has  made  our  business 
global.  NYNEX  provides  wireline, 
wirefree  and  submarine  fiber-optic 
cable  to  both  developing  and  devel- 
oped nations.  And  we're  doing  this 
through  partnerships  spanning 
some  20  countries. 

"This  demand  is  fueled  by  the 
recognition,  in  both  developing  and 
developed  nations,  that  modern 
communications  are  necessary  to 
national  growth. 

"As  countries  and  businesses 
are  motivated  to  partner  together, 
access  to  communications  will 
expand  and  the  gap  between  the 
developing  and  developed  world 
will  shrink." 

Ivan  Seidenberg 
Chairman  and  CEO 
NYNEX  Corporation 


gies  is  one  of  the  top  priorities  in  many 
countries.  As  a  result,  most  nations  are 
now  realizing  that  they  need  to  introduce 
competition  at  some  level." 

MAKING  THE  WATER  SAFE 

Fortunately,  cleaning  up  precious 
water  supplies  has  also  been  granted  pri- 
ority status.  The  concept  of  "design, 
build  and  operate"  is  now  the  standard 
for  the  management  of  water  and  waste- 
water facilities  throughout  the  world. 
Donald  Deieso.  president  and  CEO  of 
Metcalf  &  Eddy  Companies,  believes, 
"The  most  exciting  areas  now  are 
Southeast  Asia  and  Latin  America." 

W  hy  the  trend  to  privatize  the 
water?  Deieso  says  simply.  "Lack  of 
money.  This  makes  it  incumbent  upon 
the  bidders  to  come  with  financing.  But. 
in  Latin  America,  where  water  and 
wastewater  needs  alone  are  about  360 
billion,  about  75%  of  the  projects  aren't 
financeable — the  size  of  the  consumers 
monthly  water  bill  is  more  than  they  can 
afford  to  pay.  This  is  the  looming  chal- 
lenge of  the  moment." 

ASSESSING  NEW  TRENDS  & 
STRATEGIES 

As  these  and  other  projects  develop, 
the  strategic  building  blocks  for  success 
are  being  reevaluated  and  refined — a 
trend  most  managers  would  normally  find 
challenging.  Roger  Feldman.  a  partner  at 
McDermott.  Y\  ill  &  Emery,  believes  that 
each  strategic  component  "has  fallen  vic- 
tim in  some  measure  to  the  financially 
destabilizing  effect  of  competitive  free 
markets,  which  have  circumscribed  the 


availability  of  long-term,  reliable  revenu 
streams  on  whose  securitization  infra- 
structure development  could  rely." 

As  Feldman  sees  it.  this  isn't  entirel 
bad.  "From  the  simple  provision  of  guar 
antees  and  insurance,  to  the  creation  of 
revolving  funds  and  agreements  to  facili 
tate  project  regulator*  progress,  we  are 
seeing  governments  move  towards  more 
sophisticated  models  of  infrastructure 
economics.  The  days  of  rigid  formulae 
are  passing."  he  says. 

CONTINUING  THE  GROWTH 

Are  there  other  challenges  ahead?  T. 
be  sure.  The  prospect  of  political  insta- 
bility, for  one.  The  perils  of  currency 
fluctuation,  for  another.  The  evolving 
complexities  of  regulation.  And  finally, 
the  assumption  of  risk  matched  against 
the  expectation  of  reward.  Nevertheless 
infrastructure  development  around  the 
world  is  booming.  Clearly,  this  is  a  treni 
that  will  not  he  thwarted. 

Roger  Ahrens  has  written  on  a  a  ide  t  an 
et\  of  business  topics  for  such  publicatiot 
as  Time.  The  \\all  Street  Journal. 
International  Business,  and  Inc. 


It  was  great  practice  for  the  rest  of  the  world 


The  challenges  of  providing  telecommunication  services  in  New  York  are  as  diverse  as  the  people  who  live 
there.  As  your  partner,  the  NYNEX  family  of  companies  will  use  our  experience,  knowledge  and  expertise  to  help 
you  manage  those  challenges.  In  New  York  City,  we  developed  and  now  operate  one  of  the  most  complex  and 
diverse  telecommunication  systems  in  the  world.  So  it's  no  surprise  that  customers  in  Indonesia,  the  United  King- 
dom, Thailand,  Poland,  the  Philippines,  Greece  and  the  Czech  Republic  have  looked  to  the  international  members 


of  the  NYNEX  family  of  companies  to  solve  their  toughest  communications  problems. 
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We  are  a  global,  full  service  company... 

•  Engineering  •  Construction  •  Management  Consulting 
•  Environmental  •  Project  Development  and  Financing 


A  Stone  &  Webster 

Over  a  Century  of  Building  the  World's  Infrastructure 


Visit  our  website  at  http://www.stoneweb.com 


Are  you  sure  your  best  customer  is  making  you 
money,  or  that  your  worst  customer  isn't? 
Maybe  you  aren't  allocating  costs  correctly. 

Overhead 
can  kill  you 


By  Srikumar  S.  Rao 

A  BIG  company,  an  icon  of  American 
industrial  might  and  business  sawy, 
was  facing  two  related  decisions.  The 
bankruptcy  of  a  competitor  offered  it 
an  opportunity  to  pick  up  half  a  mil- 
lion units  of  incremental  volume  of  its 
seemingly  best  product  on  top  of 
existing  volume  of  3  million  units. 

The  other  possibility  involved  out- 
sourcing 2  million  units  of  a  money- 
losing  product  to  a  Korean  firm  that 
had  given  a  very  attractive  bid. 

Putting  the  two  situations  together, 
the  senior  vice  president  of  production 
recommended  manufacturing  the  less 
profitable  product  in  Korea  and 
retooling  its  own  domestic  plant  to 
produce  the  extra  units  of  the  better 
product.  He  figured  the  strategy 
would  convert  the  current  $11  million 
loss  to  a  $17.5  million  profit  the  fol- 
lowing year. 

The  expected  profit  did  not  materi- 
alize; indeed,  the  loss  ballooned  to 
$20  million. 

Back  to  the  spreadsheets.  A  new 
analysis  revealed  that  the  "best"  prod- 
uct was,  in  fact,  a  moneyloser.  The 
"worst"  product  had  been  a  consistent 
moneymaker. 

How  could  a  big,  smart  company 
make  such  a  dumb  mistake?  It  turned 
out  the  company  had  been  allocating 
depreciation  and  other  fixed  overhead 
on  the  basis  of  direct  labor  cost.  A 
product  that  used,  say,  20%  of  the 
company's  total  labor  bore  20%  of  the 
depreciation.  This  was  cockeyed. 
Labor  doesn't  depreciate.  Machinery 

Srikumar  S.  Rao  is  chairman  of  the  marketing 
department  at  the  C.W.  Post  campus  of  New  York's 
Long  Island  University  and  a  consultant. 


does.  Where  lots  of  labor  is  used,  usu- 
ally less  machinery  is  used.  Labor- 
heavy  products  should  have  carried 
less  of  the  depreciation. 

This  mattered  a  lot,  because  some 
expensive  machinery  had  recently 


Research  Center  at  Northwestern 
University's  business  school. 

Beware  of  any  system  that  mecha- 
nistically allocates  overhead.  And 
remember  that  depreciation  is  only 
one  of  many  overhead  items.  Over- 
head can  cover  everything  from  the 
toilet  paper  in  the  washroom  to  the 
cost  of  executive  education  programs. 
The  lazy  solution  is  to  allocate  it  in 
proportion  to  any  of  a  number  of 
measures,  such  as  direct  labor  costs  or 
revenues. 

In  times  past,  direct  labor  was  a  big 
expense  and  overhead  a  small  one,  so 
there  was  no  great  sin  in  misallocating 
overhead,  says  Mohan  Nair,  president 
of  ABC  Technologies.  Today  automa- 
tion has  cut  out  a  lot  of  direct  labor. 
In  its  place  are  all  manner  of  expensive 
activities  that  are  hard  to  assign  to 
products:  long  distance  calls,  electron- 
ic mail  systems,  antidiscrimination  law- 


automated  the  production  line  of  the 
"best"  product  and  greatly  reduced 
the  number  of  workers.  Meanwhile 
the  "worst"  product  line  used  fully 
depreciated  equipment  but  a  relative- 
ly large  number  of  workers.  Tradition- 
al cost  accounting  had  completely  dis- 
torted the  picture  and  given  rise  to 
lousy  decisions. 

"With  declining  margins  and  ineffi- 
cient cost-accounting  systems,  many 
firms  do  not  even  have  a  clue  as  to 
whether  they  are  making  money  on  a 
product,"  asserts  Professor  Bala  Bal- 
achandran,  director  of  the  Accounting 


suits,  wheelchair  ramps,  tax  compli- 
ance, trade  association  memberships, 
management  consulting,  strategic 
planning,  fax  machines,  cafeterias  and 
merger  advice.  Today,  even  for  a  man- 
ufacturer, overhead  is  frequently  more 
than  half  of  total  product  cost. 

Arbitrary  allocation  of  overhead 
does  more  than  lead  to  faulty  choices 
about  which  product  lines  to  build 
and  which  to  kill.  It  acts  as  a  powerful 
incentive  to  waste  resources. 

Professor  Balachandran  invites  us  to 
his  imaginary  restaurant,  Bala's  Bistro, 
for  a  demonstration  of  how  devastat- 
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ing  misallocation  of  costs  can  be. 

You  dine  with  three  colleagues. 
Being  health  conscious,  you  slop  cock- 
tails and  dessert  and  have  a  salad.  The 
others  have  drinks  and  three  courses. 
When  the  check  arrives,  the  group 
divides  the  total  by  four  and  you  get 
hit  with  $27.  For  a  skimpy  salad?  Yep, 
that  was  the  allocation  plan. 

So  on  your  next  trip  to  Bala's  Bistro 
you  down  a  martini.  It  costs  six  bucks, 
but  what  the  hell:  You  pay  only  $1.50 
as  your  share.  Why  not  a  $6  cheese- 
cake for  dessert,  too? 

You  really  didn't  want 
the  martini,  and  the 
cheesecake  condemns 
you  to  an  extra  half- 
hour  on  the  treadmill, 
but  that's  what  faulty 
allocation  does  to  your 
thinking  process. 

"Tens  of  billions  of 
dollars  of  expenses  can 
be  painlessly  excised  if 
departments  and  divisions  are  charged 
only  for  what  they  actually  use,"  says 
Balachandran. 

The  corporate  equivalent  of  indi- 
vidual checks  at  a  restaurant  is  a  tech- 
nique accountants  call  "activity- based 
costing,"  or  ABC.  Among  its  fans  in 
the  accounting  profession,  ABC  has 
become  something  of  a  religion.  How 
do  you  practice  this  religion? 

Take  the  simple  activity  of  invoic- 
ing. The  total  cost  is  the  combined 
salaries  and  benefits  of  the  people  who 
are  doing  it.  This  total  would  tradi- 
tionally have  gone  to  an  overhead 
pool  to  be  arbitrarily  allocated.  But 
with  ABC  you  divide  this  figure  by  a 
nonfinancial  measure,  such  as  number 
of  invoices  generated.  You  now  have  a 
cost  per  invoice.  Count  the  number  of 
invoices  sent  out  by  a  division,  multi- 
ply by  this  figure  and  allocate  the 
product  to  the  division. 

Now  division  A,  with  20,000  cus- 
tomers who  each  order  once  a  month, 
gets  assigned  a  much  higher  expense 
than  division  B,  with  500  customers 
who  each  order  twice  a  year.  Those 
small- ticket  customers  may  be  losing 
you  money,  but  you  never  knew  it. 

Says  Professor  Robert  S.  Kaplan  of 
Harvard  Business  School:  "Innovative 
companies  are  determining  the  prof- 
itability of  individual  products,  indi- 
vidual customers  and  individual  chan- 


nels of  distribution,  and  are  using  this 
information  to  make  strategic  business 
decisions." 

One  such  company  is  employee- 
owned  National  Forge  Co.  in  IrVine, 
Pa.  One  of  its  product  lines  is  pipe 
molds,  hunks  of  precision-engineered 
steel  30  feet  long  and  up  to  42  inches 
in  diameter  used  to  manufacture  duc- 
tile iron  pipe. 

"We  export  about  40%  of  our  pipe 
mold  production,"  says  E.  Roger 
Clark,  chief  executive,  "and  had  a 
vague  notion  that  these  sales  were  less 
profitable  than  our  domes- 
tic sales.  Export  items  have 
to  be  coated  to  resist  water 
corrosion  and  specially 
packed.  It  also  costs  a  lot 
more  to  send  an  engineer  to 
Singapore  than  to  Ohio. 
But  it  wasn't  until  we  used 
ABC  that  we  realized  how 
great  the  disparity  in  prof- 

You  can  do  more  with  abc 
than  shed  losers  from  your 
product  line.  You  can  also  use 
it  to  gain  a  marketing  edge. 


itability  was." 

National  Forge  is  now 
experimenting  with 
cheaper  packaging  and 
raising  prices  where  com- 
petitive pressures  are  less 
intense.  Some  products 
that  National  Forge 
thought  were  breaking 
even  are  in  fact  losers  and 
are  going  to  be  dumped. 

You  can  do  more  with  this  new- 
fangled accounting  than  shed  losers 
from  your  product  line.  You  can  also 
use  it  to  gain  a  marketing  edge  and 
increase  revenue,  says  Steven  Player, 
firm-wide  director  of  cost  manage- 
ment at  Arthur  Andersen. 

Case  in  point:  tti,  a  privately 
owned  electronics  distributor  in  Fort 
Worth,  Tex.,  with  revenues  of  more 
than  $400  million  last  year  from  resis- 
tors, capacitors,  connectors  and  other 
small  parts  sold  to  circuit  board  assem- 
blers. "In  a  typical  motherboard  we 
could  be  more  than  80%  of  the  com- 
ponents but  less  than  5%  of  the  cost," 
says  Craig  Conrad,  vice  president  of 


corporate  sales  for  TTI.  To  grow  prof- 
itably, TTI  had  to  convince  large  man- 
ufacturers to  buy  more  of  the  needed 
components  from  it.  Reason:  It  costs 
nearly  as  much  to  handle  a  small  order 
as  a  larger  one. 

TTI  discovered  that  many  of  its  cus- 
tomers knew  the  price  of  everything 
and  the  true  cost  of  nothing.  That  is, 
they  could  recite  the  price  of  a  bin  of 
resistors,  but  knew  nothing  about  the 
costs  of  ordering  or  inspecting  the 
parts,  throwing  out  obsolete  ones, 
tying  up  capital  in  inventory  or  shut- 
ting down  assembly  lines  when  tiny 
parts  were  out  of  stock. 

With  help  from  Arthur  Andersen, 
TTI  came  up  with  some  abc:  software 
and  persuaded  five  customers  to  use  it. 
The  software  enabled  them  to  see  how 
much  they  could  save  if  they  bought 
more  parts  from  tti  rather  than 
buying  them  separately  elsewhere. 

"We  must  have  made  a  lot  of  sense 
because  all  five  signed  up  with  us," 
says  Conrad.  In  three  years  TTl's  auto- 
matic replenishment  program  has 
gone  from  $7  million  in  annual  rev- 
enues from  5  customers  to  $100  mil- 
lion from  60  customers. 

Dennis  Nemura  got 
the  ABC  religion  when 
he  was  running  the 
Dixie  disposable  cup  and 
plate  operation  for 
James  River  Corp.  ABC 
analysis  revealed  dozens 
of  ways  to  generate  sav- 
ings. For  example,  every 
day  the  company  would 
haul  out  a  day's  worth 
of  packaging  material  to 
wrap  finished  product.  Production 
schedules  would  change  and  it  then 
had  to  haul  back,  every  night,  the  left- 
overs. Assigning  costs  where  they 
belonged  goaded  managers  to  change 
work  flows,  eliminating  the  need  for 
two  of  seven  forklift  trucks  and  their 
drivers.  Now,  as  president  of  privately 
held  Anchor  Packaging  in  St.  Louis, 
Mo.,  Nemura  is  using  ABC  to  eliminate 
unnecessary  activities  and  unprofitable 
product  lines. 

Among  the  outfits  that  specialize  in 
ABC  software  are  ABC  Technologies  of 
Beaverton,  Ore.;  Armstrong  Laing,  a 
U.K.  firm  with  U.S.  operations  based 
in  Atlanta;  and  Sapling  Corp.  in  Mis- 
sissauga,  Ont.  H 
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Ironically,  some  of  the  business 
practices  that  are  designed  to  save  you 
money  can  actually  put  your  bottom  line 
at  risk.  For  example,  outsourcing  can 
lead  you  to  utilize  vendors  that  may  not 
be  integrated  into  your  loss  prevention 
program.  Consolidation  has  eliminated 
redundancy,  and  for  those  utilizing  Just 
In  Time  Production,  there's  no  inventory 
if  your  manufacturing  system  happens 
to  shut  down.  And  just  where  does  that 
eave  your  product?  Off  the  shelves. 


The  key  to  global  risk  management  in 
this  business  environment,  then,  is  a 
partner  who  offers  expertise  in  helping 
customers  manage  risk.  A  partner  such 
as  Allendale  Insurance.  We  can  measure 
and  quantify  exposure  in  places  you 
didn't  even  know  you  were  vulnerable. 
And  with  offices  and  partners  around 
the  world,  we  can  help  advise  you  on 
local  regulations  and  conditions.  Equally 
important,  we  can  do  all  of  this  cost 
effectively  Because  as  devastating  as 
a  catastrophic  fire  is  in  person,  it  can 
be  just  as  devastating  on  paper. 


©1997,  Altendale  Insurance,  P.O.  Box  7500. 
Johnston,  Rhode  Island  02919 
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How  a  lofty  vision  became  an  overhyped  stock. 

Drank  on  coffee 


By  Carleen  Hawn 

James  Roberts  doesn't  talk  about 
profits  when  discussing  his  Portland, 
Ore. -based  Coffee  People.  He  talks 
about  culture.  "I  want  our  stores  to 
call  people  to  a  higher  place  of  con- 
versation and  civic  courtesy,"  says  he. 
"I  want  them  to  facilitate  human  cul- 
ture and  peace." 

The  Coffee  People  Mission,  dis- 
played in  most  of  his  23  shops, 
promises,  among  other  things,  to  give 
at  least  10%  of  aftertax  profits  to 
worldwide  causes — beneficiaries  to 
include  the  peoples  of  the  coffee-pro- 
ducing nations.  Roberts,  47,  calls  his 
workers  not  "employees,"  but 
"■human  beings,"  as  in  "I  like  to  keep 
my  human  beings  happy."  This  is  to 
coffee  shops  what  Ben  &  Jerry's  was 
to  ice  cream  before  people  wised  up  to 
the  reality  behind  Ben  &  Jerry's  hype. 

Feeling  put  down?  Roberts  tries  to 
boost  his  customers'  self-esteem.  His 
print  ads  trumpet:  "You  weren't  the 
homecoming  queen,  star  quarterback 
or  even  the  class  clown.  We  still  love 
you."  The  shops'  paper  cups  feature 
the  Coffee  People  bill  of  rights. 
Number  3:  "You  have  the  right  to 
wander,  in  your  own  way,  the  Garden 
of  Hydraulics  that  is  espresso." 

But  diis  is  Pordand,  Ore.,  and  here, 
at  least,  few  laugh.  Last  year,  from 
stores  located  exclusively  in  Oregon, 
Coffee  People  generated  $12  million 
in  sales  and  earned  itself  a  near-cult 
following  and  a  coveted  status  as  the 
anti-Starbucks.  "Starbucks  is  chic, 
slick,  p.c.  and  really  annoying," 
declares  Shannon  Jones,  27,  a  singer 
and  longtime  Coffee  People  patron. 
"Coffee  People  is  more  down-to- 
earth.  I've  had  better  coffee,  but 
there's  a  sense  of  realness  there." 

Will  non-Oregonians  buy  the 
pitch?  Roberts  and  his  team  are  taking 
Coffee  People  national.  This  year  at 
least  25  new  Coffee  People  stores  will 
open  in  markets  like  Chicago,  Los 
Angeles  and  San  Diego.  If  all  goes 


according  to  plan,  there  will  be  100 
Coffee  People  stores  across  the  coun- 
try by  the  end  of  1998. 

Wall  Street,  not  known  for  its  New 
Age  attitude,  loves  the  pitch.  In  its 
initial  public  offering  last  September, 
Coffee  People  was  valued  at  $30  mil- 
lion, 100  times  1996  earnings  and  2.5 
times  1996  sales.  Recently,  with  the 
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stock  at  6%,  down  24%  from  the  IPO, 
Coffee  People  was  trading  at  76  times 
1996  earnings,  50  times  1997  earn- 
ings. Black  &  Co.,  a  Portland-based 
investment  bank  and  Coffee  People's 
lead  underwriter,  rhapsodizes  that 
Coffee  People,  the  self-styled  anti- 
Starbucks,  is  poised  to  become  the 
next  Starbucks. 


Coffee  People 
founders  Jim  and 
Patty  Roberts  in  one 
of  their  new  stores 
A  la  Ben  and 
Jerry,  they  don't 
just  want  to  sell 
latte.  They  want 
to  change  the 
world. 


Perhaps  so,  but  Starbucks  may  be 
unique,  since  most  of  its  emulators 
have  fallen  flat.  With  1,100  stores 
worldwide  and  revenues  of  $700  mil- 
lion, Starbucks  has  crushed  competi- 
tors. Publicly  traded  chains  like  New 
World  Coffee  and  Java  Centrale  are  in 
the  red.  Starbucks  boasts  9%  operat- 
ing margins;  Coffee  People,  3%. 


Roberts,  a  devout  Christian,  pro- 
fesses to  be  unconcerned  with  the 
frenzy  on  Wall  Street.  "If  [our  stores] 
can  make  people  feel  worthwhile, 
bring  them  some  happiness,  then 
we've  made  our  contribution."  Folks 
who  have  bet  big  bucks  on  his  ability 
to  turn  a  profit  may  feel  otherwise 
unless  the  stores  are  profitable.  ffl 


Mochas 
ascending 


In  1971  James  Roberts, 
22,  enrolled  in  a  creative 
writing  program  at  the 
University  of  Oregon. 
Inspired  by  stories  he 
heard  in  class  about  17th- 
century  British  coffee- 
houses, Roberts  and  his 
wife,  Patricia,  opened  a 
weekly  coffee  stand  at  a 
hippie -filled  Saturday 
street  fair  in  Eugene,  Ore. 
After  leaving  school  in 
1973,  he  and  Patty 
moved  to  Portland,  where 
they  later  opened  a  full- 
time  coffee  shop.  Jim  and 
Patty  Roberts  knew  how 
to  appeal  to  hippies  but 
were  lousy  businesspeo- 
ple.  Their  first  two  stores 
failed. 

Starting  over,  this  time 
they  focused  on  market- 
ing and  did  much  better. 
Their  folksy  logo  depicted 
a  bearded  Jim  and  a 
bespectacled  Patty.  They 


published  their  own  mag- 
azine, Mokas  Ascending, 
and  developed  new  names 
for  old  products — con- 
coctions likely  to  appeal 
to  a  bearded,  sandaled, 
poetry-reading  clientele. 
A  $2.70  Velvet  Hammer 
is  an  espresso  mocha;  a 
$2.25  Black  Tiger 
Mindsweeper  is  a  latte. 

By  1995  Coffee  People 
had  19  stores,  generating 
$211,000  of  profits  on 
sales  of  $11  million.  That 
year  Coffee  People  also 
brought  in  Taylor  Devine, 
who  had  helped  oversee 
the  national  rollout  of 
Mrs.  Fields  Cookies  and 
Blockbuster  Video.  De- 
vine  has  brought  business 
discipline  to  the  company 
and  has  taken  over  day- 
to-day  control  from  the 
founders.  But  the  promo- 
tion is  still  pure  Jim  and 
Patty  Roberts.   -C.H.  wm 


Coffee  People  store 
in  Portland,  Ore. 
Jim  and  Patty 
Roberts  used  to 
visit  each  of 
their  stores  daily. 
Now,  their  role  in 
the  company  is 
merely  advisory. 
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HAVE  WE  ACHIEVED  THE  PERFECT  BALANCE  BETWEEN  COMPLETE  RESPONSIBILITY  AND  UTTER  JOY 

Luxurious  yet  agile.  Powerful  yet  responsible.  Invigorating  yet  safe.  How  does  the  7  Series  combine  such  opposing  qualities  withOL 


For  information  1-800-334-4BMW.  Orhttp://www.bmwusa.< 

rting  to  compromise?  Perhaps  it's  our  focus  on  the  driver  and  the  drive.  We  believe  a  stimulated  driver  is  a  focused  driver. 

Tha  Uttimate 

a  responsive  car  is  a  safer  car.  At  BMW,  we  never  set  out  to  make  a  car  for  everybody.  But  for  a  select  few,  it's  everything.  ^Z- 


Renters  Choice  has  built  a  great  business 
catering  to  lousy  credit  risks. 

You  want  it, 
you  rent  it 


By  Christine  Foster 

Paulette  Mitchell,  who  earns  her 
living  as  a  home  care  nurse,  dreamed 
of  owning  a  big-screen  TV.  But  where 
would  she  get  $3,032  all  at  once? 
Charge  it  to  her  credit  card?  Mitchell 


didn't  have  one:  After  becoming 
entangled  in  debt  a  couple  of  years 
back,  she'd  sworn  off  credit  cards. 

Thanks  to  Renters  Choice  Inc.  she 
eot  her  TV  anyway.  Now  ensconced 


Renters  Choice  Chief  Executive  Ernie  Talley 

Hiring  savvy  managers  who  know  how  to  spot  bad  rental  risks. 


in  her  modest  Dallas  living  room  is  a 
52 -inch  RCA  rear-projection  set. 
Every  Tuesday  she  goes  to  a  Renters 
Choice  store  in  a  Dallas  strip  mall  and 
pays  $40  cash,  plus  tax  and  insurance 
If  she  keeps  this  up,  she'll  own  the  TV 
by  August  1999.  Her  total  price: 
$6,065.10 — an  effective  annual  inter- 
est rate  of  55%. 

Usury?  Not  to  Mitchell,  w  ho  earns 
$30,000  a  year.  The  extra  cost 
enables  her  to  enjoy  the  set  now,  not 
in  the  distant  future.  She's  paying 
with  money  she  would  have  dribbled 
away.  "I  throw  away  money  all  the 
time,"  says  Mitchell. 

"In  America  we  w  ant  it,  and  we 
want  it  right  now,"  shrugs  Renters 
Choice  President  Mark  Speese,  39. 
No  big  problem  for  solvent  folks 
with  good  credit,  but 
millions  of  Americans, 
either  out  of  improvi- 
dence or  want,  lack 
ready  cash  or  credit.  So 
they  turn  to  providers 
like  Renters  Choice  for 
a  TV,  a  washer,  a  bed  or 
a  living  room  set.  Filling 
this  need  has  enabled 
the  Dallas,  Tex. -based 
firm  to  prosper.  Its  rev- 
enues have  risen  from 
S16  million  in  1991  to 
an  estimated  S233  mil- 
lion for  1996.  Net  prof- 
its have  gone  from  SI. 8 
million  in  1991  to  an 
expected  S18  million, 
or  72  cents  a  share, 
for  1996. 

Renters  Choice  has  a 
lot  of  competition  from 
around  8,000  similar 
establishments.  But  its 
1995  operating  margin 
of  1 5%  is  well  above  the 
11%  and  9%  earned, 
respectively,  by  its 
biggest  competitors, 
Rent-A-Center  and 
Aaron  Rents.  The  pri- 
mary key  to  the  compa- 
ny's success  is  its  extra- 
ordinary ability  to  weed 
out  deadbeats.  By  defi- 
nition most  Renters 
Choice  customers  are 
high-risk.  Some  have 
declared  personal  bank- 
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Progress.  Beyond  an  executive  vision,  moving  forward  requires 
the  commitment  of  your  entire  organization.  At  Zenger  Miller,  we 
provide  the  experience  you  need  to  mobilize  managers  and  team 
members  at  every  level  in  support  of  your  company's  strategic  goals. 

At  the  Bank  of  Bermuda,  the  first  step  towards  progress  involved 
addressing  the  Bank's  internal  goals.  Through  creative,  interactive  sessions, 
Zenger  Miller  assisted  the  Bank  in  breaking  down  divisional  barriers, 
broadening  the  level  of  awareness  about  managerial  issues,  and  bringing 
employees  together  to  solve  key  business  problems.  The  entire  organization 
is  now  better  prepared  to  manage  change,  increase  the  quality  of  products 
and  services,  and  fulfill  customer  expectations.  The  Bank  of  Bermuda 
also  gained  a  distinct  advantage  in  a  highly  competitive  recruitment 
market  by  offering  Zenger  Miller  training  courses  as  an  incentive  to 
potential  job  candidates. 

"We  value  their  willingness  to  fit  the  training  into  our  culture.  Zenger 
Miller  has  presented  meaningful  solutions  which  have  helped  us  move  our 
Bank  forward." 

Learn  how  Zenger  Miller  can  help  you  achieve  equally  impressive 
results.  Please  call  us  at  1-800-566-0630  or  visit  us  on  the  World  Wide 
Web  at  www.zengermillerlibrary.com. 


In  a  state  whose  motto  is  Live  Free  or  Die,  people  didn't  like  paying 


some  of  the  highest  energy  rates  in  America.  So  they  all  got  together  and 
went  shopping  for  a  new  energy  company.  Now,  their  newfound  freedom  of 
choice  is  yielding  lower  rates,  better  service  and  a  like-minded  partner  in 
energy.  What's  on  your  energy  wish  list?  1-800-274-3332,  www.enron.com. 


Natural  gas.  Electricity.  Endless  possibilities.  %p 


YOU  COULD  SEE  HOW  HAPPY 

THEY  ARE   IF   THEY'D  ONLY 
COME  OUT  OF   THEIR  ROOM. 


Privacy 
Please 


UNITED  STATES 

THE  WESTIN  ALYESKA  PRINCE,  ALASKA 
THE  BILTMORE  HOTEL.  CORAL  GABLES 
THE  WESTIN  RESORT, 
HILTON  HEAD  ISLAND 
WALT  DISNEY  WORLD  SWAN  &  DOLPHIN 
THE  WESTIN  MISSION  HILLS  RESORT, 
RANCHO  MIRAGE 
THE  WESTIN  LA  PALOMA,  TUCSON 
THE  WESTIN  RESORT,  MIAMI  BEACH 

HAWAII 

HAPUNA  BEACH  PRINCE  HOTEL 
MAUNA  KEA  BEACH  HOTEL 
THE  WESTIN  MAUI 
MAUI  PRINCE  HOTEL  -  MAKEN A  RESORT 
HAWAII  PRINCE  HOTEL  WAIKIKI 

THE  CARIBBEAN 

THE  WESTIN  CARAMBOLA 
BEACH  RESORT.  ST.  CROIX 
THE  WESTIN  RIO  MAR 
BEACH  RESORT,  PUERTO  RICO 
THE  WESTIN  CASUARINA  RESORT, 
GRAND  CAYMAN 

MEXICO  AND  CENTRAL  AMERICA 

LAS  BRISAS,  ACAPULCO 
THE  WESTIN  REGINA  RESORT,  CANCUN 
THE  WESTIN  BRISAS  RESORT.  IXTAPA 
THE  WESTIN  REGINA  RESORT, 

LOS  CABOS 
THE  WESTIN  REGINA  RESORT, 
PUERTO  VALLARTA 
CAESAR  PARK  BEACH  &  GOLF  RESORT, 
CANCUN 
CAMINO  REAL,  TIKAL 

ASIA  PACIFIC 

THE  WESTIN  RESORT,  MACAU 
CAESAR  PARK  HOTEL,  KENTING,- TAIWAN 
THE  WESTIN  CHOSUN  BEACH,  PUSAN 

EUROPE  AND  AFRICA 

THE  WESTIN  DRAGONARA  RESORT, 
MALTA 
(OPENS  APRIL  1997) 
CAESAR  PARK  PENHA  LONGA 
GOLF  &  RESORT,  SINTRA,  PORTUGAL 


WESTIN 

HOTELS  8.  RESORTS* 

Call  your  Travel  Agent  or 

1-800-WESTIN-1 

www.westin.com 

CHOOSE 
YOUR  TRAVEL 
PARTNER  WISELY.5" 


UP  &  COMERS 


ruptcy.  Others  have  had  their  cars 
repossessed  and  their  credit  cards 
revoked.  And  yet  the  company's 
delinquent  accounts  are  just  6.5%  of 
revenues,  versus  the  industry  average 
of  around  10%.  Few  customers  disap- 
pear; writeoffs  for  theft  account  for 
just  2%  of  revenues. 

How  do  you  get  workers  to  spot 
deadbeats?  Start  by  paying  well. 
Renters  Choice  salaries  for  store 
clerks  start  at  $10.50  an  hour,  well 
above  minimum  wage.  Base  pay  for 
store  managers  starts  at  around 
$31,000,  but  can  reach  $75,000. 
Manager  hopefuls  take  five-hour 
exams  that  cover  math  and  reading 
comprehension  skills,  and  personali- 
ty traits.  That  final  portion  of  the  test 
includes  some  500  true/false  state- 
ments and  yes-or-no  questions  such 
as  "No  one  seems  to  understand 
me,"  or  "Do  you  love  your  mother?" 

Pop  psychology?  Not  to  Joe 
Arnette,  the  firm's  director  of  train- 
ing. He  believes  these  tests  help  pick 
employees  wisely  by  identifying 
repressed  hostilities  or  revealing  a  ten- 
dency to  impose  one's  personal  phi- 
losophy on  others.  Since  many  of  its 
customers  live  nontraditional  lives,  the 
last  thing  Renters  Choice  needs  is  a 
store  manager  who  chides  a  customer 
for  extravagance  or  job-hopping. 

Kevin  Wolfe  is  a  32-year-old  Dallas 
store  manager  for  Renters  Choice. 
With  only  400-odd  customers,  each 
of  whom  comes  in  to  make  payments 
once  a  week,  Wolfe  gets  to  know  his 
clients  well  and  understands  their 
problems.  The  relationship  is  impor- 
tant. It  breeds  repeat  business.  An 
ideal  customer  is  one  who  pays  off 
the  big-screen  TV  and  then  goes  in 
for,  say,  a  new  living  room  set. 

Renters  Choice  doesn't  impose 
rigid  guidelines  on  its  managers;  it 
gives  them  leeway  in  deciding  whom 
to  trust  and  whom  not  to  trust.  Their 
compensation  depends  heavily  on  the 
soundness  of  those  judgments.  "The 
question  we  ask  ourselves  is,  'Can  I 
get  my  merchandise  back?'"  says 
Wolfe.  "Because  if  I  lose  five  pieces, 
it's  money  out  of  my  pocket." 

Besides,  Big  Brother  is  watching. 
In-store  computers  that  managers  use 
to  track  rentals  feed  information  back 
to  headquarters  each  night,  immedi- 
ately highlighting  accounts  that  are  as 
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little  as  one  day  late.  Many  mornings 
Renters  Choice's  Mark  Speese  can  be 
found  making  comments  on  the 
inches-thick  reports  focusing  on  rev- 
enues, inventory  and  delinquencies. 

The  brains  behind  it  all  is  J.  Ernest 
Talley,  61,  the  chief  executive  of 
Renters  Choice.  Back  in  the  1950s 
Talley  teamed  up  with  a  cousin  to 
run  a  retail  appliance  store.  When 
banks  tightened  credit,  Talley  came 
up  with  the  idea  to  rent  items  to 
those  who  had  no  credit.  Talley  built 
a  14-store  rent-to-own  chain,  which 
he  sold  in  the  late  1970s.  He  got 
back  into  the  rent-to-own  business  in 
1986  by  acquiring  18  stores.  He  built 
that  into  a  1 14-store  chain,  which  he 
took  public  in  January  1995,  selling 


Customer  Paulette  Mitchell 


A  big  screen,  but  a  big  payout,  too. 

34%  for  $22.5  million.  About  $18 
million  of  that  went  to  pay  off  all 
debt,  including  a  $6  million  loan 
Talley  had  made  to  the  company.  The 
balance  was  used  for  acquisitions. 

Since  the  public  offering,  Talley 
has  expanded  to  423  company- 
owned  stores,  mainly  through  acqui- 
sitions. The  company's  Nasdaq- 
traded  stock  went  from  10  to  a  high 
of  28  last  May  before  falling  to  a 
recent  16%.  Talley's  26%  share  is  now 
worth  some  $94  million. 

Talley  has  no  shortage  of  emula- 
tors. There  are  six  publicly  traded 
rent-to-own  chains,  including  one  in 
Canada,  and  other  companies  are 
hankering  to  get  in.  Associates  First 
Capital  Corp.,  the  finance  firm  80%- 
owned  by  Ford  Motor  Co.,  is  testing 
the  rent-to-own  concept  with  19  new 
RentMart  stores  in  Texas.  H 


HOW  TO 
BECOME  AM 
OVERNIGHT 

SUCCESS, 
IN  ONLY 
FIVE  SHORT 
YEARS. 


January  10,  1992: 
Chrysler  introduces  new  Jeep,  Grand  Cherokee. 
Foreshadowing  the  impact 
Grand  Cherokee  will  have  on  car  buyers, 
Chrysler  President  Bob  Lutz  unveils 
it  by  driving  up  the  steps  and  through  a  plate 
glass  window  into  the  Xorth  American 
International  Auto  Show  in  Detroit. 


October  30,  1996: 
For  the  second  consecutive  year,  the 
Car  and  Driver  "Ten  Best  List" 
includes  multiple  Chrysler  Corporation 

vehicles:  Chrysler  Town  &  Country, 
Dodge  Caravan,  and  Plymouth  Voyager 

minivans  are  honored  along  with 
Chrysler  Cirrus,  Dodge  Stratus,  and  the 
new  1997  Plymouth  Breeze. 


October  4,  1996: 
Chrysler  Corporation 
reports  that  the  1996 
model  year  was  the 
most  successful  in  the 
Company's  72-year 
history,  zvith  a  record 
2,407,700  vehicles  sold. 


April  23,  1996: 
Strategic  Vision  releases  its 
Total  Quality  Award™  winmt 
for  "Best  Ownership  Experience 
Winning  their  categories: 

Dodge  Intrepid, 
Chrysler  Town  &  Country, 

Jeep  Grand  Cherokee, 
and  Dodge  Ram  Pickup.' 


How  do  you  turn  the  automotive  world  on  its  And  relentless  perfectionists  to  engineer  them.  An 
collective  ear?  All  it  takes  is  innovative  products,  world-class  facilities  in  which  to  develop  then( 
And  inspired,  passionate  people  to  design  them.     And  dedicated  craftspeople  to  build  them.  An 

Visit  our  World  Wide  Web  site  at  hap:  wwrCTr.chrrslercorp.com.  or  call  toll-free  1-888-GREATCARS.  f Always  wear  your  seat  bell.  Jeep  is  a  registered  trademark  \ 
35,652  October-Xovember  new  txhide  buyers  of 200-plus  models  after  the  first  90  days  of  omtersltip. 


February  20,  1992: 
Under  the  leadership  of  Chief  Engineer 
Francois  Castaing,  Chrysler  celebrates  one 
year  of  working  in  platform  teams,  multi- 
disciplinary  groups  brought  together  for 
more  innovative,  responsive  automaking. 


September  15,  1992: 
A  new  automotive  architecture 
is  born  as  Chrysler  introduces 
cab-forward  design  in  all-new 
Chrysler  Concorde,  Dodge 
Intrepid,  and  Eagle  Vision. 


January  6,  1993: 
New  Dodge  Ram  Pickup 
changes  the  rules  with  its 
aggressive  styling  and 
Magnum  VI 0  engine. 
It's  the  most  powerful 
engine  ever  in  a  pickup. 


July  15,  1992: 
Platform  team  reads 
letters  from  minivan 
owners  asking,  "Why  not 
put  a  sliding  door  on  the 
driver's  side  too?" 


November  6,  1 993: 
The  new  3.5  million  square  foot,  SI  billion  Chrysler  Technology  Center  is 
now  home  to  7,000  employees,  with  state-of-the-art  facilities  to  promote 
breakthroughs  in  design,  engineering,  safety,  and  manufacturing. 


March  10,  1995: 
Redesigned  Chrysler,  Plymouth,  and  Dodge  minivans 
reach  dealerships  with  features  including  dual  front  air  bagsj 
optional  dual  sliding  doors,  and  Easy  Out  Roller  Seats.™ 


March  6,  1994: 
Leaders  from  Chrysler  and  the 
United  Automobile  Workers  convene 
in  Orlando  for  annual  conference 
on  quality  improvement.  Very  few 
attendees  return  with  suntans. 


GREAT  CARS. 
GREAT  TRUCKS. 


CHRYSLER  CORPORATION 


lied  professionals  to  sell  them.  Once  you've  got  all 
t,  record  sales  and  third-party  accolades  just 
ne  your  way.  Anybody  can  do  it.  Right? 

[>;  ;;■  .' ; ■  \  ' 

islev  Corporation.  "Strategic  Vision's  1996  Vehicle  Experience  Study"*  surveyed 
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It's  just  juice  inside,  but  the  customers 
think  of  Nantucket  Nectars  as  an 
antiestablishment,  "natural"  drink. 


A  drink 
with 

an  attitude 


By  Katrina  Burger 

Thomas  First  and  Thomas  Scott 
graduated  from  Brown  University  in 
1989  and  moved  to  Nantucket  Island 
off  the  coast  of  Massachusetts,  where 
they  did  odd  jobs  around  the  harbor, 
delivered  laundry,  shampooed  dogs 
and  pumped  waste.  They  had  a  blast, 
but  when  the  vacationers  departed  in 
the  fall  the  money  dried  up  and  real- 
ity set  in. 

Casting  around  for  income-pro- 
ducing ideas,  they  thought  of  the 
libation  they  concocted  at  parties:  a 
fruit  drink  made  from  peaches,  sugar 
and  water.  Nantucket  Nectars,  they 
called  it. 

Startup  capital?  They  didn't  require 
much:  a  bottle-cap  handpress  ($170), 
recycled  wine  bottles  (20  cents  each) 
and  canned  and  fresh  fruit.  During 
the  summer  of  1990  die  partners  sold 
three  flavors  of  juice  off  their  19-foot 
Sea  Way  motorboat  and  out  of  an 
icehouse  at  Nantucket  Harbor.  With 
fruit-stained  fingers  and  calloused 
hands,  they  stayed  up  late  at  night 
mixing  and  bottling  their  juices.  The 
first  summer  they  sold  2,000  of  their 
botdes  at  $1  each. 

Just  a  few  years  later  that  little  oper- 
ation has  become  Nantucket  Nectars, 
a  $30  million  (sales)  company  selling 
28  varieties  of  juice.  With  flavors  like 
pineapple-orange  guava  and  kiwi- 
berry,  Nantucket  Nectars  taste  like 
Snapple,  and,  at  $1.10  for  12  ounces, 
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the  price  is  about  the  same. 

It  wasn't  taste  or  price  that  won 
Nantucket  Nectars  a  coveted  place  on 
store  shelves — but  smart  marketing. 
First  and  Scott  went  straight  to  col- 
lege campuses  and  sold  an  image  of 
natural  ingredients  and  bohemian 
youth.  A  typical  radio  ad  features 
First  and  Scott  shooting  the  breeze: 
Scott  asks  First  what  he  would  do  if 
he  didn't  sell  fruit  juice.  First  replies, 
"I'd  be  a  shepherd." 

Soon  their  little  self- bottling  oper- 
ation wasn't  big  enough  .  Mustering 
$57,000  from  savings  and  their  fam- 
ilies, they  hired  a  professional  bottler 
in  Ohio  just  in  time  for  the  1991 
summer  season.  To  justify  the  services 
of  a  professional  bottler,  they  needed 
more  volume  than  Nantucket  could 
provide.  They  packed  cases  of  juice 
into  a  rented  Dodge  van  and  drove 
to  Boston.  But  retailers  were  already 
turning  away  as  many  as  ten  fruit 
juice  hawkers  a  month. 

So  the  partners  changed  their  mar- 
keting strategy.  On  Nantucket,  their 
customers  had  been  mostly  college 
students  who  were  turned  on  by  a 
pitch  about  natural  goodness  (sweet- 
ened with  cane  sugar  rather  than  corn 

Juicemakers  Tom  Scott  (left)  and  Tom  First 
"If  I  didn't  sell  juice, 
I'd  be  a  shepherd." 
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syrup)  and  liked  buying  juice  from 
twentysomethings  who  had  once 
lived  out  of  their  cars  and  bottled 
their  own  juice.  It  was  all  so  anti- 
establishment. 

Why  not  market  that  image  direct- 
ly to  the  students  at  Boston's  many 
campuses?  The  partners  pitched  a  big 
purple  tent  at  football  games  and  at 
street  fairs  near  Harvard,  Boston  Col- 
lege and  Boston  University.  They 
gave  away  juice,  sold  T  shirts  with  the 
Nantucket  Nectars  logo  and  promot- 
ed their  product  as  the  youthful, 
healthy  alternative  to  drinks  sold  by 
the  big,  impersonal  conglomerates. 

Next:  Washington,  D.C.,  where 
they  courted  Georgetown  students. 
By  the  end  of  1993  Nantucket  Nec- 
tars was  in  about  120  stores,  and  sales 
topped  $1  million. 

If  you  think  it  was  straight  on  from 
there  to  a  happy  ending,  you  don't 
know  much  about  starting  a  business. 
For  all  their  work,  First  and  Scott  still 
weren't  making  a  profit.  Volume  was 
too  small  to  support  a  successful  dis- 
tribution system.  They  needed  capi- 
tal to  expand. 

Selling  half  the  company  to  a  Nan- 
tucket businessman  for  $600,000, 
they  used  the  money  to  distribute 
additional  beverage  brands.  They 
leased  5  warehouses  and  18  trucks, 
hired  a  sales  force  and  began  distrib- 
uting Arizona  Iced  Tea,  Clearly 
Canadian  sparkling  water,  Mad  River 
soda  and  Nantucket  Nectars. 

It  was  a  disaster.  The  distribution 
business  lost  $80,000  a  month.  So 
First  and  Scott  scaled  back  to  their 
original  operation.  They  hired  recent 
college  graduates  to  visit  colleges 
across  the  country  and  pass  out  Nan- 
tucket Nectars  at  sports  events.  They 
hired  independent  distributors  to 
deliver  Nantucket  Nectars.  This 
reduced  their  average  cost  of  deliver- 
ing a  case  of  juice  to  retailers  from  $3 
to  $2. 

At  last  Nantucket  Nectars  turned  a 
$225,000  profit  in  1995.  In  1996 
the  company  sold  $30  million  worth 
of  juice,  earning  a  $600,000  profit 
before  taxes. 

With  sales  more  than  doubling 
each  year,  First  and  Scott  are  no 
longer  living  that  bohemian  image 
they  peddle.  Shrugs  Scott:  "You 
gotta  grow  up  at  some  point."  Hi 
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An  Emerging  Business  Solutions  Report  by  HEMISPHERE  INC. 

GENERATING 
PROFIT 

Realizing  the  Opportunities  in 
the  Changing  Electric  Power  Industry 


Written  by 
Richard  Schlesinger 


The  deregulation  of  the 
electric  power  industry  is  a 
lot  like  gravity.  It's  hard  to 
explain,  but  it  will  act  with 
the  transforming  power  of  a  force  of 
nature  on  absolutely  everything  in  our 
society — huge  businesses,  small 
companies,  individuals,  even  the 
government  itself.  But  you  probably 
don't  think  of  it  any  more  than  you 
think  about  why  things  fall  down 
instead  of  up. 

That's  the  part  that's  going  to 
change.  As  the  deregulation  and 
restructuring  of  the  power  industry 
progresses,  it  will  become  impossible 
to  ignore. 

Deregulation  on  the  wholesale  level  is  already  well 
advanced.  Utilities  are  free  to  buy  from  virtually  any 
generator  or  power  marketer,  and  this  has  forced 
electric  rates  lower.  The  next  step  in  deregulation  is  to 
deregulate  the  retail  market,  which  will  allow  all 
electric  customers  to  choose  among  competing 
suppliers  of  electricity.  A  year  before  deregulation 
makes  a  real  impact  on  end-users  anywhere  in  the 
country,  major  utilities  are  beginning  to  stake  out 
unique  positions  in  the  marketplace.  That's  already 
yielding  real  benefits  for  customers  in  the  form  of  new 


products  and  services.  Equally 
important,  there's  a  new  focus  on 
customer  service  in  an  industry  that 
typically  limited  its  concern  for  its 
customers  to  making  sure  they  paid 
their  bills  on  time. 

Electric  service  in  the  United 
States  is  arguably  the  best  in  the 
world,  and  our  electric  rates  are 
among  the  lowest.  Will  electric 
deregulation  bring  a  cornucopia  of 
goodies  for  industrial,  commercial 
and  residential  customers?  Probably. 
Will  everyone  benefit?  Perhaps, 
although  that's  by  no  means  certain. 
If  deregulation  proceeds  without  real 
attention  to  the  needs  of  all  sectors  of 
the  economy,  the  process,  promising  as  it  appears 
today,  could  actually  prove  harmful. 

Assuring  That  a  Good  Thing  Gets 
Better — The  Edison  Electric  Institute 

At  the  forefront  of  the  movement  to  assure  a  rational 
approach  to  deregulation  is  the  Edison  Electric 
Institute  (EEI),  the  trade  organization  of  investor- 
owned  electric  utilities. 

EEI  is  particularly  concerned  that  all  consumers, 
large  and  small,  benefit  from  the  advent  of  retail 


FOR  MORE  ON  THE  ELECTRIC  POWER  INDUSTRY  VISIT  WWW.HEMNET.COM 


It's  official. 
Californians  will  soon  get  to 
choose  a  leader  or  a  follower. 

 ♦  

SuaW  right.  Recently,  legislation  was  passed  that  will 
deregulate  California's  electric  utility  industry.  This  means  that  Californians  will  have  a  choice  of  who  their  electric 
producer  will  be — much  the  same  as  we  now  choose  our  long  distance  phone  service.  And  worldwide  interest  has 
focused  on  what  this  new  energy  market  will  be. 

At  Pacific  Gas  and  Electric  Company  we're  looking  forward  to  this  new  competitive  marketplace.  In  fact,  we've 
actively  helped  to  initiate  and  encourage  this  legislation.  Starting  in  1998,  more  and  more  people  will  be  able  to  start 
choosing  whether  to  buy  power  from  PG&E  or  another  company.  By  the  year  2002,  all  Californians  will  have  the  choice. 

We're  working  harder  than  ever  to  make  sure  that,  in  this  new  deregulated  era,  we'll  be  providing  the  best 
possible  service  to  every  customer — just  as  we've  served  the  state's  population  for  more  than  90  years. 

We  can  all  look  forward  to  a  more  competitive  business  environment.  Because,  when  it  comes  to  reliable,  safe, 
competitively  priced  service  —  PG&E  intends  to  lead,  not  follow. 


www.pge.com 
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competition.  "This  doesn't  happen  automatically," 
according  to  Thomas  R.  Kuhn,  EEI's  president.  "Ask 
the  medium-size  cities  that  lost  direct  air  service  in 
airline  deregulation."  Kuhn  also  insists  that  costs  once 
covered  by  regulated  rates  be  equitably  distributed. 
That  includes  costs  for  social  policies,  such  as 
ensuring  universal  service,  low-income  assistance  and 
environmental  programs. 

A  particularly  thorny  issue  is  how  to  recover  so- 
called  stranded  costs.  Regulated  utility  rates  allowed 
utilities  to  recover  fixed  costs  as  well  as  costs 
mandated  by  federal  and  state  laws  and  regulations.  If 
a  customer  is  free  to  switch  from  one  supplier  to 
another,  EEI  believes  that  customer  should  pay  a  fair 
share  of  the  costs  incurred  by  the  original  supplier 
under  the  regulated  environment.  Otherwise, 
remaining  customers  or  shareholders  would  be  saddled 
with  an  unfair  share  of  those  costs.  It's  a  major  issue, 
since  the  estimates  of  stranded  costs  range  from  $50 
billion  to  $300  billion. 

Most  commentators  on  electric  deregulation, 
including  the  President's  Council  of  Economic  Advisers, 
agree  with  EEI's  position.  It's  more  than  just  a  question 
of  fair  play.  It's  essential  if  the  market  is  to  become 
truly  competitive,  since  utilities  burdened  by  costs 
incurred  under  a  regulated  environment  could  appear 
less  cost-efficient  than  they  really  are.  As  a  result, 
customers  might  switch  to  utilities  that  are  in  fact  less 
efficient  but  that  can  afford  to  charge  lower  rates 
because  they're  not  burdened  with  stranded  costs. 

Perhaps  the  cornerstone  of  EEI's  position  on 
deregulation  is  that  a  one-size-fits-all  attitude  is 
unworkable.  EEI  believes  primacy  in  deregulation 


State  Activities 
on  Restructuring 
and  Competition 


Source:  The  Edison  Electric  Institute 
Retail  Wheeling  &  Restructuring  Report 


Legislative  (3)     Q  Regulatory  (13) 


should  remain  with  the  states.  According  to  Michael 
Oldak,  EEI's  director  of  power  supply  policy,  in  order 
to  ensure  that  deregulation  takes  account  of  local  needs 
and  resources:  "States  should  make  the  decisions  about 
how  to  or  even  whether  to  deregulate  retail  access,  and 
they  should  definitely  be  the  ones  to  work  out  the  time- 
tables." In  fact,  the  states  are  moving  quickly.  Although 
as  of  this  writing  only  New  Hampshire,  Rhode  Island, 
California  and  Pennsylvania  have  actually  enacted  lawsi 
that  will  begin  to  implement  retail  deregulation  over  the 
next  few  years,  all  but  two  states  are  actively  pursuing 
competition  at  the  retail  level.  (Updates  on  state -by- 
state  action  on  deregulation  are  at  www.HemNet.com.) 

Reinventing  The  Electric  Utility 
—UtiliCorp 

Rick  Green,  CEO  of  UtiliCorp  United,  was  for  years 
one  of  just  a  handful  of  electric  utility  executives 
pushing  hard  for  industry  deregulation.  While  he's 
been  joined  by  other  utility  executives  who  support 
restructuring  of  the  industry,  his  is  still  one  of  the 
industry's  most  daring  visions.  "I  believe  that  it's 
important  to  be  a  first  mover,  to  step  forward  with 
bold  strategies  and  to  execute  them."  Which  is  just 
what  he's  done.  Under  Green,  UtiliCorp  has  been 
transformed  from  a  traditional  utility  serving  its 
Kansas  City,  MO  customers  with  commodity  gas  and 
electric  services  into  an  international,  growth- 
oriented,  full-service  energy  company. 

UtiliCorp  provides  a  case  study  of  how  a 
progressive  company  positions  itself  to  thrive  in  an 
environment  of  radical  change.  Rather  than  wait  for 
retail  deregulation  to  become  a  reality,  UtiliCorp 

anticipated  it,  and  in 
1995  became  the  first 
utility  to  roll  out  a 
nationally  branded 
portfolio  of  electric  and 
gas  products  and 
services,  including  a 
collection  of  bold  new 
products.  Already  a 
leader  in  risk- 
management  products 
for  its  larger  industrial 
and  commercial 

Legislative  and  Regulatory  (33)       Customers,  UtiliCorp  is 
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Utility 
Company 
Done  For 
You 
Lately? 


We're  bringing  prices  down. 

Today  in  the  United  States,  electricity  is  cheaper  than  it  is  in  virtually 
every  other  industrialized  nation  on  earth. 

In  fact,  adjusted  for  inflation,  American  electricity  rates  are  lower  now 
than  they  were  as  far  back  as  1960. 

Now  this  is  not  some  kind  of  short  term  aberration.  America's  real 
electricity  prices  have  been  dropping  steadily  for  quite  some  time. 
Since  1982,  they're  down  a  full  25%.  During  that  same  time,  other 
industrialized  countries  have  experienced  steady  increases.  Only  here  have 
rates  declined. 

This  cost  advantage  gives  American  business  and  industry  a  huge 
competitive  edge  in  the  global  marketplace. 

How  is  all  this  possible?  It's  the  result  of  the  electric  utility  industry's 
stringent  cost  control  programs.  And  its  continuous  development  of  ever 
more  efficient  production  methods. 

Electric  technologies.  We're  making  them 
more  efficient  by  the  day. 

Improving  how  efficiently  we  generate  electricity  is  only  half  of  our 
success  story.  The  electric  utility  industry  is  also  constantly  improving 
the  efficiency  of  the  technologies  that  run  on  electricity. 

Clearly,  today  's  electric  technologies  are  better  than  ever.  They  make 
our  lives  more  comfortable,  convenient  and  productive.  And  they  do  it  all 
while  using  less  and  less  energy. 

For  example,  microwave  ovens  use  90%  less  energy  than  conventional 
ovens.  New  super  efficient  refrigerators  use  30%  less  energy  than  even 
1993  models.  LCD  desktop  computers  consume  85%  less  power  than 
regular  desktops. 

Electric  trains,  cars,  subyvays  and  industrial  vehicles  keep  people  and 
products  moving  while  using  half  the  energy  resources  of  traditional  vehicles. 

And  to  top  it  all  off,  energy-efficient  electric  technologies  are  helping 
the  economy  and  doing  it  without  harming  the  environment. 

Our  work  is  never  done. 

The  electric  utility  industry  is  not  one  that's  content  to  rest  on  its  laurels. 
We're  happy  that  electric  rates  are  coming  down.  We're  proud  that 
electric  technologies  are  getting  more  efficient. 

And  we  want  to  ensure  that  Americans  continue  to  have  efficient 
technologies  and  the  best  electric  system  in  the  world 
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experimenting  with  a 
broad  range  of  value- 
added  products  including 
energy  management, 
home  security,  carbon 
monoxide  monitoring 
and  appliance  repair. 

Behind  Green's  vision 
is  an  enviable  history  of 
operational  excellence 
and  a  strategy  of  moving 
aggressively  into  new 
areas  through  a  history 
of  acquisitions.  UtiliCorp 

gained  invaluable  experience  operating  in  the  most 
geographically  and  demographically  diverse  markets, 
both  here  and  abroad.  (The  company  operates  in  the 
deregulated  energy  markets  of  Australia  as  well  as  in 
England,  New  Zealand,  Canada  and  eight  states.) 

As  diverse  as  UtiliCorp's  corporate  acquisitions 
are,  its  management  recruitment  has  been  at  least  as 
imaginative.  UtiliCorp's  senior  management  team 
includes  men  and  women  with  significant  experience 
in  recently  deregulated  industries  such  as  telecom- 
munications, airlines  and  banking.  What  they  share 
with  Green  is  a  conviction  that  the  revolution  in 
the  energy  industry  is  being  driven  by  consumers. 
They  are  convinced  the  companies  that  successfully 
negotiate  the  transition  from  regulation  to  aggressive 
competition  will  be  customer-centered  companies 
willing  not  to  abandon  tradition,  but  to  reshape  it. 

Competing  in  a  Customer-Centric 
Environment— AEP 

The  prospect  of  increased  competition  is  beginning  to 
yield  real  benefits  to  the  customers  of  America's 
energy  companies  as  utilities  learn  what  successful 
consumer-oriented  companies  have  long  understood: 
Successful  marketing  depends  on  focusing  closely  on 
customers'  real  needs  and  meeting  those  needs  with 
innovative,  quality  products.  Among  utilities  that  have 
taken  this  new  customer-centric  orientation  to  heart  is 
American  Electric  Power,  the  giant  utility  that  provides 
service  to  some  of  America's  largest  companies  and  to 
more  than  1  million  residents  in  seven  states. 

AEP  is  'veraging  these  marketing  efforts  by 
capitalizing  n  its  name  to  establish  a  national  brand. 


Index  of  Real 
Electricity  Prices 

1987=  100 
Based  on  1987  dollars 


Commercial 


Industrial 


Source:  The  Edison  Electric  Institute 


All  of  its  subsidiaries  are  doing  business  under  the 
AEP  name  and  logo,  and  the  company  has  begun  to 
advertise  AEP  as  "America's  Energy  Partner".SM  It's 
more  than  a  slogan;  it's  the  underlying  modus  operandi 
of  the  business.  "We're  essentially  becoming  partners 
to  our  customers,"  says  E.  Linn  Draper,  Jr.,  AEP's 
chairman,  president  and  CEO.  "We  try  to  understand 
our  customers'  businesses  almost  as  well  as  their 
owners  do.  That  way,  we  can  help  them  operate  as 
efficiently  as  possible.  The  payoff  for  us  will  come 
when  retail  competition  becomes  a  reality  and  those 
customers  turn  to  us,  whether  they're  in  Louisiana  or 
California  or  the  Carolinas,  as  their  supplier  of  choice." 

In  the  commercial  segment,  AEP  has  established 
national  accounts  for  clients  such  as  Wal-Mart, 
Wendy's,  Woolworth  and  Sears,  all  of  which  have 
multiple  sites.  Draper  says  pilot  programs  with  each  of 
these  clients  are  exploring  ways  the  utility  can  help 
them  monitor  the  use  of  electricity  and  manage  their 
fleets  of  stores  to  reduce  overall  energy  costs.  Tom 
Arnold,  energy  manager  for  Wendy's,  believes  this 
kind  of  value-added  service  can  be  of  tremendous 
importance.  "The  meter  as  we  know  it  now  really 
doesn't  provide  a  lot  more  information  than  how  mud" 
energy  we  use.  There's  an  opportunity  to  provide  the 
end-user  with  much  more  information  about  exactly 
how  and  when  they  use  that  energy."  (To  learn  more 
about  these  programs  visit  www.HemNet.com.) 

Another  significant  advantage  to  deregulation  is 
it  will  allow  large  utilities  like  AEP  to  aggregate 
multiple  bills  for  companies  like  Wendy's  into  a  single 
charge.  "Consolidated  billing  would  absolutely  save  us 
money,  because  we'd  be  seen  as  a  single  user  with 
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multiple  locations  rather  than  as  many  smaller  users," 
says  Arnold. 

Southern  Company — Real  Tools 
for  Real  Competition 

Virtually  every  state  in  the  country  is  considering 
some  form  of  electric  deregulation,  but  Georgia  is 
unique  in  that  it's  actually  had  limited  deregulation  for 
more  than  20  years.  In  1975,  the  state  set  up  a  system 
that  allows  utilities  to  compete  for  permanent 
contracts  with  new  commercial  and  industrial 
customers  that  are  at  least  the  size  of  a  supermarket. 
As  a  result,  Southern  Company's  Georgia  Power 
subsidiary  has  two  decades  of  experience  in  a 
competitive  environment.  One  of  the  important 
lessons  Southern  Company  learned  from  its  experience 
with  competition  is  that  important  as  price  is, 
especially  to  large  customers,  service,  reliability  and 
quality  are  often  determining  factors  in  winning  a 
competitive  bid.  (See  www.HemNet.com  for  a 
discussion  of  the  Georgia  experience.) 

Southern  Company's  pioneering  energy  analysis 
and  management  product,  EnerLink®,  has  been  an 
especially  important  tool  for  winning  large  national 
accounts.  EnerLink  is  a  powerful  system  that  provides 
precise,  detailed  information  on  energy  use  and  cost 
on  a  real-time  basis.  Using  advanced  metering  and 
computer  hardware  and  software,  the  system  allows 
users  for  the  first  time  to  really  understand  not  only 
how  much  energy  they  use,  but  precisely  how  they  use 
it  and  at  what  exact  cost.  The  system  is  especially 
valuable  for  customers  with  multiple  locations,  since 
all  of  the  customer's  various  electric  rates  are 
programmed  into  the  EnerLink  software,  allowing 
customers  to  accurately  compare  energy  use  at 
different  locations  on  an  apples-to-apples  basis. 

So  successful  has  the  EnerLink  product  been,  that 
Southern  Company  has  made  it  available  through  a 
licensing  arrangement  to  other  utility  companies 
across  the  country.  It's  used  by  literally  hundreds  of 
industrial  and  commercial  customers,  who  find  it 
indispensable  for  managing  their  energy  use.  Mobil 
Chemical  is  on  Georgia  Power's  interruptible  rate 
rider,  which  saves  the  company  money  and  helps 
Georgia  Power  during  peak  demand  periods.  It  would 
be  unworkable  without  the  detailed  information 
EnerLink  provides. 


For  many  users,  such  as  Rich's,  which  operates  21 
department  stores  in  Southern  Company's  service 
territory,  the  savings  that  result  from  using  EnerLink 
are  as  high  as  40%  or  more. 

For  John  Shaw,  Rich's  property  and  energy 
manager,  EnerLink  is  the  kind  of  product  that  "shows 
the  utility  has  a  focus  on  the  customer's  need  to 
understand  his  specific  power  management  applications. 
It  can't  help  but  create  a  better  sense  of  trust  and  credi- 
bility between  us."  (To  learn  more  about  how  EnerLink 
helps  manage  utility  costs  visit  www.HemNet.com.) 

Pacific  Gas  and  Electric — Bellwether 
Company  in  Bellwether  State 

Pacific  Gas  and  Electric  (PG&E)  has  been  at  the 
forefront  of  efforts  to  open  up  the  huge  California 
market  to  electric  deregulation,  and  the  plan  it  put 
forth  early  in  1996  became,  with  some  modifications, 
the  basis  for  legislation  that  will  bring  customer  choice 
to  the  state  on  January  1,  1998.  Deregulation  will 
occur  gradually,  with  a  small  number  of  customers — 
large  and  small  industrial  and  commercial  as  well  as 
residential  customers— being  given  the  opportunity  to 
choose  suppliers  in  1998,  then  phasing  in  the  rest  over 
the  following  several  years. 

"We  will  be  offering  our  customers  a  whole  new 
set  of  choices,"  says  Jackie  Pfannenstiel,  vice  president 
of  corporate  planning  at  PG&E.  "I'm  convinced  that 
over  time,  there  will  be  a  host  of  new  products  and 
services.  Customers  aren't  going  to  be  satisfied  with 
just  choosing  electrons.  They're  going  to  be  looking  foi 
different  service  packages  that  are  wrapped  around 
those  electrons." 

One  of  PG&E's  customers  is  the  General  Services 
Administration  (GSA),  the  agency  that's  charged  with 
managing  most  of  the  federal  government's  buildings. 
Peter  Gaddy,  a  senior  property  manager  at  the  GSA, 
expects  deregulation  to  change  radically  the  way  large 
organizations  such  as  his  manage  their  energy  use. 

With  deregulation,  the  GSA  will  be  able  to 
aggregate  its  loads  from  various  sites.  But  Gaddy  says 
the  real  savings  will  come  from  being  able  to  better 
control  that  aggregated  load  to  take  advantage  of  the 
best  rates.  "PG&E  is  helping  us  experiment  with 
advanced  controls  that  will  allow  us  to  take  advantage 
of  real-time  pricing.  We'll  be  given  the  opportunity  to 
react  to  signals  from  the  utility  by  fine-tuning  our 
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electric  use,  perhaps  every  15 
ninutes.  We  might,  for  instance, 
:ake  advantage  of  thermal  energy 
storage  to  shift  the  cost  of  heating 
md  cooling  to  lower-priced 
periods.  We're  experimenting 
ight  now  with  what's  called  a 
uminance  maintenance  strategy: 
in  response  to  a  signal  from 
3G&E,  we  can  reduce  lighting  in 
i  huilding  by  as  much  as  30%  to 
10%  at  noon,  say,  without 
:enants  even  noticing.  The 
savings,  utilizing  best  rates  and 
curtailing  load  in  response  to  the 
itility  company's  needs,  can  be 
:remendous." 

New  products  won't  appear 
wernight,  and  realizing  the 
rinds  of  savings  the  GSA's  Peter 
jaddy  is  talking  about  will 
:ake  time.  But  the  direction  is 
:lear.  Deregulation  of  the  electric 
ndustry  will  usher  in  a  whole 
lew  way  of  thinking  about 
mergy.  If  the  states  and  the 
'ederal  government  design 
egislation  and  regulation  that 
illows  for  the  equitable  recovery 
)f  stranded  costs  and  safeguards 
he  quality  and  reliability  of  the 
system,  the  U.S.  economy  stands 
:o  be  the  big  winner  as  new 
)rotocols  emerge  for  assuring 
he  most  efficient  use  of  our 
mergy  resources. 
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is  what  we're  about 


And  it  always  has  been.  Because  our  customers  look  to  us  for  new  ideas 
l  that  bring  them  value  and  service. 

We  have  all  the  experience  and  resources  required  to  bring  residential, 
commercial  and  industrial  users  the  innovative  energy  solutions  they  need  in 
a  more  deregulated  world. 

UtiliCorp  today: 

■  Brings  EnergyOner  the  first  nationally  branded  portfolio  of  electric 
and  gas  products  and  services,  to  customers  nationwide. 

■  Markets  natural  gas  to  wholesale,  industrial  and  commercial  customers 
through  local,  regional  and  national  accounts. 

■  Through  Aquila  Energy  applies  skills  gained  as  a  leading  player  in 
gas  trading  and  wholesaling  to  the  emerging  deregulated  market  for 
electricity. 

■  Has  customers  and  operations  across  the  U.S.  and  in  Canada,  Great 
Britain,  New  Zealand,  Australia  and  Jamaica. 

For  more  information  on  the  future  of  energy,  call  1-800-E1-EXPRT. 
Or  visit  our  home  page  at  http://www.utilicorp.com. 


UtiliCorp  United 


EnergyOne 


FOR  MORE  ON  ENERGY  CONTROLS  VISIT  WWW.HEMNET.COM 


What  energy  company  is  aggressive  enough 
to  survive  in  a  competitive  environment? 

,  Our  game  plan  is  play  to  win.  As  a  result,  we  provide  electricity  at  a  cost  that's  16%  below  the  national 
average  and  have  won  80%  of  the  business  we've  competed  for.  It's  an  edge  we  don't  intend  to  lose. 

SOUTHERN 

COMPANY 

http://www.southernco.com  Energy  to  Serve  Your  World 
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An  incomplete 
obituary 


BY  RUSSELL  SEITZ 


Russell  Seitz  is  an 
affiliate  of  The  John  M. 
Olin  Institute  for 
Strategic  Studies  at 
Harvard  University  in 
Cambridge,  Mass. 


De  mortuis  nil  nisi  bonum,  the  Romans 
used  to  say:  Don't  speak  ill  of  the  dead.  But 
we  have  a  duty  to  examine,  as  well  as  to  eulo- 
gize, Cornell  University  Professor  Carl  Sagan, 
science  popularizer  and  Pulitzer  Prize  winner. 
He  died  recently,  at  62,  leaving  a  respectable 
body  of  work  on  planetary  astronomy,  a 
loving  wife  and  innumerable  remaindered 
copies  of  his  book  A  Path  Where  No  Man 
Thought,  modestly  subtitled:  "Nuclear  Winter 
and  the  End  of  the  Arms  Race." 

Sagan  was  an  American  original,  but  his 
style  of  popularizing  science  has  a  long  history 
on  the  British  Left — J.B.S.  Haldane  and  Jacob 
Bronowski,  for  example.  Sagan  taught  much 
to  many,  eloquently  exhorting  audiences  to 
use  the  power  of  the  scientific  method  to  illu- 
minate a  once-benighted  universe.  Yet  the 
exhortation  he  least  heeded  was  his  most 
authoritative:  "Apocalyptic  predictions  require 
higher  standards  of  evidence." 

Sagan  first  predicted  the  coming  of 
"nuclear  winter"  in  1983,  as  the  Reagan 
Administration  and  the  Evil  Empire  grappled 
over  the  deployment  of  Pershing  tactical 
nuclear  weapons.  The  basic  premise  was 
simple.  It  tends  to  be  cooler  in  the  shade,  be 
it  from  the  dust  raised  by  an  asteroid  blast  or 
the  smoke  from  a  forest  fire.  So  why  not  that 
of  a  nuclear  holocaust?  Sagan  told  tens  of  mil- 
lions of  readers  that,  barring  instant  disarma- 
ment, they  should  all  expect  to  freeze  to  death 
in  the  dark. 

Televangelism  was  Sagan's  real  metier, 
prophecy  of  death  by  freezing  forming  the 
end  of  his  masterpiece  of  not-so-haute  vulgar- 
ization, the  Cosmos  TV  series. 

But  in  science,  numbers  talk.  Eyebrows 
were  raised  when  the  fine  print  revealed  that 
Sagan's  horrific  outcome  arose  from  choos- 
ing only  worst-case  answers  to  questions 
about  how  much  smoke  could  enter  the 
atmosphere  and  how  long  it  might  plausibly 
stay  up.  Thus  Sagan  assumed  that  every  city 
on  Earth  would  be  immolated  and  the  sun 
instantly  turned  off  like  a  light  bulb,  remain- 
ing that  way  40  days  and  40  nights.  His 
model's  response  was  appropriately  biblical: 
the  mercury  sank  to  minus  40  and  stayed 


below  zero  for  a  year.  Result:  "the  extinction 
of  Homo  Sapiens.'''' 

As  more  sophisticated  models  evolved, 
Sagan's  Big  Chill  ran  into  trouble.  In  1986 
Foreign  Affairs  magazine  carried  an  article  by 
climatalogists  substantially  repudiating  what 
Sagan  had  published  in  its  pages  three  years 
earlier.  Even  pro-disarmament  George  Rath- 
jens  of  MIT,  also  executive  at  the  Council  for  a 
Livable  World,  said,  "Nuclear  winter  is  the 
worst  example  of  the  misrepresentation  of  sci- 
ence to  the  public  in  my  memory." 

Sagan  stonewalled.  He  insisted  that  his 
theory  was  not  "amenable  to  being  tested — at 
least  not  more  than  once."  But  in  one  of  his- 
tory's larger  ironies,  tested  it  was,  by  the 
Kuwait  oil  fires  in  the  wake  of  the  Gulf  war. 

There  it  was,  without  benefit  of  nuclear 
weapons,  a  pitch-black  sky.  Kuwait  would  pro- 
duce a  continental  smoke  pall. 

Sagan  bet  the  farm.  On  the  Jan.  20,  1991 
Nijjhtline  he  predicted  that  this  would  cause 
the  failure  of  the  monsoon  and  doom  south- 

Sagan  told  tens  of  millions 
of  readers  that,  barring 
instant  disarmament,  they 
should  all  expect  to  freeze 
to  death  in  the  dark. 


ern  Asia  to  starvation.  But  the  soot  fell  from 
the  sky  quickly  and  the  monsoon  came 
on  schedule. 

Somehow  this  chilling  Nightline  forecast 
vanished  like  a  specter  from  all  of  Sagan's 
obituaries. 

All  this  would  be  ancient  history,  except 
that  these  apocalyptic  visions  recur.  If  you 
wonder  why,  well,  Stanford  University  biolo- 
gist Paul  Ehrlich,  Sagan  co-writer  and  author 
of  the  1968  jeremiad  The  Population  Bomb, 
has  told  us  in  the  Jan.  3  New  York  Times.  In 
Ehrlich's  words:  "Media  attention  and,  if  nec- 
essary, alarmism  set  an  agenda.  And  that  way 
you  can  have  a  debate." 

By  all  means,  let  debate  roll.  But  let's  not 
have  otherwise  reputable  scientists  indulging 
in  alarmist  demagoguery  to  advance  their 
pet  causes.  HP 
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COMPUTERS/COMMUNICATIONS 


Chromatic  Research's  Wes  Patterson  feels  like  the  chap  being  chased  by  a  grizzly 
bear.  He  can't  outrun  Intel  but  maybe  he  can  outrun  its  other  potential  victims. 

Survival  of  the  fastest 


By  Bruce  Upbin 

A  dark  shadow  hangs  over  the 
dozen  or  so  companies  selling  spe- 
cialized microprocessor  chips  that  go 
inside  computers.  With  every  passing 
year  Intel  seizes  ever  more  computa- 
tional territory  for  its  general  purpose 
microprocessors,  leaving  smaller  pick- 
ings for  the  little  guys  who  make 
math  coprocessors,  disk  controllers 
and  the  like. 

Now  the  doomsday  scenario  has 
come  to  manufacturers  of  multimedia 
chips,  which  handle  graphics,  audio, 
video  and  communications.  Such 
outfits  as  S3,  ATI  and  Cirrus  Logic 
came  under  assault  last  month  when 


Intel  invaded  their  $2.1  billion  indus- 
try. Intel's  invasion  weapon  was  its 
new  generation  of  multimedia- 
enhanced  Pentiums,  the  200-mega- 
hertz  and  166 -megahertz  mmx  chips. 

mmx  is  a  new  set  of  software 
instructions  for  the  Pentium  that 
speeds  up  a  PC's  video,  sound  and 
graphics.  The  Pentium  mmx  chips, 
despite  their  4.5  million  transistors, 
make  just  a  first  pass  at  high-end 
multimedia  computation;  they 
don't,  for  example,  include  a  fax 
modem,  although  they  do  speed  up 
animation. 

With  Intel  moving  in  on  him,  Wes 


Patterson,  the  bespectacled  49-year- 
old  chief  executive  of  Chromatic 
Research,  Inc.  in  Sunnyvale,  Calif, 
feels  a  bit  like  the  chap  in  the  story 
who  is  one  of  several  hunters  being 
chased  by  a  grizzly  bear.  He's  not 
going  to  try  outrunning  the  bear. 
He's  just  going  to  try  outrunning  the 
other  potential  victims.  That  requires 
having  the  fanciest  and  most 
advanced  multimedia  chips  in  the 
business. 

Chromatic  Research,  founded  just 
three  years  ago,  has  designed  a  nifty 
1 .4-million-transistor  chip  called  the 
Mpact.  It  does  multimedia  calcula- 


tions  and  only  multimedia  calcula- 
tions. The  Mpact  can  handle,  simul- 
taneously, all  of  the  computational 
work  behind  these  functions:  Dolby 
stereo  sound,  playback  of  full-screen 
digital  films,  a  33.6-kilobit-per- 
second  fax/modem,  videoconferenc- 
ing and  crisp  3-D  graphics.  None  of 
these  features  is  available  on  general- 
purpose  processors  from  Intel — not 
yet,  that  is. 

Chromatids  Mpact  is  one  fast  chip, 
handling  3  billion  integer  operations 
per  second.  That's  on  a  par  with  a 
$20  million  supercomputer  from 
Cray  Research,  circa  1988.  How  does 
Chromatids  chip,  running  at  a  mere 
62.5  megahertz,  manage  to  go  so 
fast?  By  borrowing  some  of  Seymour 
Cray's  tricks,  including  vector  pro- 
cessing and  two-at-a-time  instruc- 
tions (see  diagram,  p.  126). 

"The  Mpact  is  like  a  school  bus. 
Slow,  but  it  gets  lots  of  data  there  at 
once.  The  Pentium  is  like  a  Porsche, 
real  fast,  but  it  only  delivers  two  at  a 
time,"  says  David  Wilt,  a  corporate 


marketing  manager  at  Chromatic. 

Cost  of  the  Mpact  to  a  PC  maker, 
including  a  software  royalty  collected 
by  Chromatic,  would  be  only  $120. 
PC  manufacturers  who  want  all  of  the 
Mpact's  features  without  buying  an 
Mpact  would  buy  an  assortment  of 
chips  and  circuit  boards  from  a  vari- 
ety of  sources.  Single-function  add- 
ons can  cost  anywhere  from  $20  for 
a  low-end  Rockwell  chip  modem  to 
$300  for  Intel's  videoconferencing 
board.  The  alternative  to  the  $120 
Mpact  would  be  $300  worth  of  cir- 
cuit boards  and  chips  from  Chromat- 
ic's  competitors,  says  Patterson. 

Chromatic  Research  designed 
Mpact,  but  it's  not  going  to  make  its 
money  from  sales  of  the  chip.  It 
expects  to  haul  in  more  than  90%  of 
its  revenue  from  the  software  it  writes 
to  run  the  Mpact.  The  capital-inten- 
sive business  of  fabricating  the  chips, 
as  well  as  selling  them,  is  left  to  South 
Korea's  LG  Semicon,  Japan's  Toshiba 
and  the  Netherlands'  SGS-Thomson. 

A  PC  maker  like  Compaq  could 


purchase  the  chip  from  Toshiba  for, 
say,  $40,  then  choose  from  Chromat- 
ids checklist  of  multimedia  functions. 
For  a  royalty  of  $15  to  $25  a  pop, 
Compaq  can  then  encode  each  chip 
to  deliver  Dolby  sound,  MPEG-2 
video  decoding,  the  modem  or  even 
videoconferencing. 

Compaq  could  upgrade  the  chips 
with  later  software  versions  to  offer 
the  latest  multimedia  functions.  Pat- 
terson says  that  add-in  boards  with 
the  Mpact  will  be  in  some  personal 
computers  by  May.  He  predicts  that 
by  Christmas  you'll  be  able  to  buy  a 
PC  with  an  Mpact  ensconced  on  the 
motherboard. 

The  chip  manufacturers  have 
pumped  in  $15  million  in  develop- 
ment and  research.  By  letting  some- 
one else  make  Mpact,  Chromatic 

Michael  Farmwald,  Wes  Patterson, 
Stephen  Purcell  and  David  Holt  of 
Chromatic  Research 
Can  this  brain  trust  outrun  Intel? 
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gives  itself  huge  manufacturing 
capacity,  enough  to  jump  from  zero 
to  75  million  units  without  blinking. 

At  its  monitor- filled  demonstration 
room  at  headquarters,  Chromatic 
design  engineers  stand  around  beam- 
ing while  a  Gateway  2000  PC  with  a 
166MHz  Pentium  chip  and  an 
Mpact  processor  runs  a  Star  Trek 
MPEG  movie  with  no  visible  glitches 
while  simultaneously  surfing  the  Web 
and  playing  a  3-D  videogame  demo 
and  a  rock  music  recording. 

Granted,  only  the  most  attention- 
disabled  will  want  all  this  up  and  run- 
ning at  once.  But  look  at  it  this  way: 
A  similarly  configured  PC  without  the 
Mpact  flashed  an  error  message  when 
it  tried  to  play  just  video  and  sound 
together. 

Though  Patterson  has  the  title  of 
chief  executive,  the  brain  behind  the 
privately    owned    Chromatic  is 


The  school  bus 
and  the  Porsche 

How  does  the  Mpact  chip  process 
multimedia  data  so  fast?  By  working 
on  busloads  of  data  at  once.  It  can 
thus  outperform  a  one-byte-at-a-time 
chip  that  has  a  higher  megahertz 
speed. 

One  Mpact  trick,  vector  processing, 
has  been  used  on  supercomputers  and 
so-called  array  processors  for  years:  A 
single  action  can  apply  simultaneously 
to  a  string  of  numbers.  This  is  key  in 
multimedia  data  crunching  because  the 


cofounder  Michael  Farmwald,  a 
bearded,  42-year-old  gnomic  engi- 
neer whose  business  card  reads 
"visionary."  Farmwald  was  the  top 
scientist  for  high-end  systems  at  mips 
before  it  was  bought  by  Silicon 
Graphics.  He  built  three  generations 
of  classified  supercomputers  in  nine 
years  at  California's  Lawrence  Liver- 
more  Laboratories.  On  starting 
Chromatic,  he  lured — as  chief  tech- 
nology officer — Stephen  Purcell,  who 
had  designed  three  generations  of 
video  compression  chips  at  C-Cube 
Microsystems.  David  Holt,  Chromat- 
ic's  software  chief,  developed  scien- 
tific visualization  programs  for 
Convex  Computer's  supercomputers 
in  the  1980s. 

Such  luminaries  were  able  to 
attract  a  following  of  talented  engi- 
neers. Thirty  of  Chromatic's  220 
employees  are  Ph.D.s.  Almost  every- 
one got  equity  options;  not  counting 
the  top  brass,  employees  own  a  third 
of  the  company. 

Outrunning  the  multimedia  chip 
industry  has  cost  Chromatic's  backers 
plenty.  From  an  initial  $300,000  each 
from  Mohr,  Davidow  and  Merrill, 
Pickard,  Patterson  is  now  on  his 
fourth  round  of  capital,  for  a  total  of 
$55  million  raised. 

The  results  to  date  are  skimpy: 
Chromatic  had  $2  million  in  sales  in 
1996,  and  no  profit.  But  this  year 


work  is  very  repetitive.  To  oversimplify, 
a  processor  might  need  to  add  eight 
bytes  to  eight  others  in  the  course  of 
making  one  pixel  move  an  inch  across 
the  screen. 

Another  Mpact  shortcut  is  very 
long  instruction  word  (vuw),  permitting 
a  two-step  process  with  a  single 
command.  Some  competing  chips, 
says  Chromatic,  do  vectors  but 
not  vliw. 

Millions  of  operations,  billions  of 
operations — you  really  notice 
computational  speed  when  trying  to 
play  a  3-D  shoot-'em-up  game. 


Patterson  sees  $50  million  in  rev- 
enue, with  profitability  by  fall. 

But  of  course  success  depends 
upon  getting  PC  makers  to  use  its 
chip.  Chromatic's  grand  plans  are 
greeted  with  skepticism  from  the 
dedicated  chip  crowd.  Nvidia  met 
with  little  success  a  year  after  intro- 
ducing an  all-in-one  graphics  and 
audio  chip  (Forbes,  Nov.  6,  1995). 

"Our  customers  told  us  the  risks 
were  too  high  to  bet  on  a  single-chip 
technology,"  says  Michael  Hara, 
Nvidia's  director  of  marketing. 
"[Chromatic]  is  fighting  the  entire 
industry.  They  have  to  beat  everyone 
at  what  everyone  does  best." 

But  what  choice  does  Chromatic 
have?  A  less  elaborate  chip  would  be 
Intel  bait. 

Are  the  PC  makers  ready  for  what 
Chromatic  has  to  offer?  Says  Sony 
PC's  director  of  marketing,  Tac 
Sugiyama,  "It's  very  telling  that 
Toshiba  doesn't  use  their  own  Mpact 
chip  for  their  Infinia  PCs."  Chromat- 
ic might  get  an  early  lead  only  to  lose 
ground  when  Mpact-like  media 
processors  come  out  from  Philips, 
IBM  and  Samsung. 

And  then  there's  that  grizzly  bear. 
As  always,  Intel  is  cagey  about  its 
intentions,  but  what's  to  stop  it  from 
throwing  another  1.4  million  transis- 
tors on  its  next  version  of  the  Pen- 
tium? Faster,  Chromatic,  faster.  Hi 


126 


Forbes  ■  February  10,  1997 


Software  Coach. 


Lew  Temares.  Vice  President 
and  College  of  Engineering 
Dean  for  University  of  Miami. 
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One  of  the  finest  academic 
institutions  in  the  country — the 
University  of  Miami  -  also  has 
one  of  the  top-ranked  college 
football  teams. 

But  you  should  really  see 
their  computer  team.  In  fact,  a 
Computerworld  magazine  survey 
voted  their  Information  Systems 
Department 
the  #1 


UNIVERSITY  OF 


University 
at  which 
to  work. 

Led  by  their  veteran  Vice 
President  and  College  of  Engi- 
neering Dean,  Lew  Temares, 
the  University  of  Miami  IS 
Department  has  been  racking  up 
some  pretty  impressive  statistics. 

"Service  levels  are  at  a 
record  high.  Response  time  has 
been  cut  in  half  and  we '  re  always 
on  time  and  under  budget," 
says  Temares. 

That's  what  happens  when 
you  have  the  right  leader,  a 
hardworking  team  and  Computer 
Associates  software. 

"Everything  we  do  is  built 
around  CA  database  and  sys- 
tems software,"  says  Temares. 
"It  gives  us  one  totally  integrated 
environment  across  the  entire 
University.  And  that  keeps  all 
our  customers  happy." 

And  the  game  plan  for 
this  year? 

"Same  as  last  year.  Work 
hard  and  play  to  win!' 
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Software  superior  by  design. 
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THE  SOFTWARE  HORIZON 

Know  your 
customer 


BY  JOSEPH  R.  GARBER 


Joseph  R.  Garber 
is  a  strategist  with 
Americom  Corp. 
in  San  Francisco. 
garber@well.com 


Every  now  and  then  I  play  kibitzer  on  pend- 
ing acquisitions.  Buyers  are  rightly  wary  of 
investment  bankers'  sales  pitches,  and  I  get 
asked  to  find  out  whether  they  have  been,  in 
Mark  Twain's  words,  "economical  with  the 
truth." 

My  approach  to  investigating  deals  is  pretty 
subversive:  I  talk  to  the  customers.  Sometimes 
I'm  the  first  guy  in  years  who  has  asked  them 
what  they  think.  "You  mean  my  largest  suppli- 
er actually  wants  to  hear  my  opinion?"  they 
ask.  "Wow!" 

Sure,  there's  a  steady  flow  of  information 
between  buyer  and  seller — orders,  repair 
requests,  pleas  for  timely  delivery — but  these 
matters  are  handled  by  low-level,  high- 
turnover  clerks  whose  job  is  paper-pushing, 
not  relationship  building. 

And  while  marketing  types  talk  loftily  about 
segmentation  and  global  trends,  they're  at  a 
loss  if  you  try  to  pin  them  down  on  any  spe- 
cific customer's  concerns.  The  Harvard  Busi- 
ness Review  tells  us  that  the  average  American 
corporation  loses  about  half  its  customer  base 
every  five  years.  My  bet  is  that  most  of  that 
loss  is  leaking  out  the  back  of  the  customer 
service  department. 

Software  to  the  rescue.  What  the  world 
needs,  and  is  just  beginning  to  get,  is  software 
that  tracks  customer  relationships.  I  am  not 
talking  about  invoicing  and  shipping,  which 
have  been  part  of  business  computing  for  as 
long  as  there  have  been  business  computers. 
I'm  talking  about  software  that  keeps  track  of 
customers'  queries,  complaints,  requests,  pur- 
chases, price  quotes  and  trouble  resolution, 
and  of  which  salesmen  or  customer-service 
workers  handled  the  account.  The  idea  here  is 
that  any  salesman  or  service  clerk  can  access 
the  file  and  sound  as  if  he  or  she  has  been  inti- 
mate with  the  account  for  the  past  ten  years. 

A  few  years  ago  this  kind  of  software  didn't 
exist.  Now  there  are  at  least  five  companies 
selling  it:  Clarify,  Remedy,  Scopus,  Sibel  and 
Vantive.  The  largest  of  the  five  is  Remedy, 
with  $40  million  in  1995  revenues.  But  my 
pick  for  the  most  interesting  is  Santa  Clara, 
Calif  -based  Vantive  Corp.  In  1995  its  rev- 
enues leapt  145%.  Analysts  expect  the  same 


growth  for  1996,  putting  its  revenues  over  the 
$60  million  mark.  And  this  is  a  company  that 
booked  its  first  order  in  1992. 

Vantive's  software  delivers  pretty  much  the 
same  functions  as  its  rivals'  software.  What 
sets  it  apart?  Among  other  things,  some  tech- 
nical niceties  that  make  customization  a  snap, 
a  focus  on  large  corporate  networks  rather 
than  stand-alone  i>cs  and  a  strong  reputation 
for  crash-resistant  performance. 

The  other  thing  that  you  notice  is  the  atti- 
tude of  John  Luongo,  Vantive's  47-year-old 
chief  executive.  Luongo  started  out  as 
employee  number  22  at  Oracle,  in  those  early 
days  a  company  notorious  for  treating  sales- 
manship as  a  blood  sport.  The  Oracle  experi- 
ence apparently  made  an  impression  on 

The  idea  is  that  any  service  clerk 
can  access  the  file  and  sound  as  if  he 
or  she  has  been  intimate  with  the 
account  for  the  past  ten  years. 

Luongo:  He  goes  out  of  his  way  to  keep  Van- 
tive's merchandising  a  soft  sale.  If  you  are  seri- 
ous about  installing  a  Vantive  package  on  your 
corporate  network,  you  can  ask  to  see  a  com- 
plete list  of  Vantive  customers,  then  select  one 
or  two  at  random  to  call  for  opinions  on 
whether  the  stuff  works.  Quite  a  contrast  to 
the  usual  order  of  business  in  software  (or  just 
about  any  other  professional  service),  where 
asking  for  references  will  get  you  testimonials 
from  a  very  select  list  of  happy  customers. 

Luongo  is  quick  to  point  that  this  policy 
keeps  everyone  honest — no  employee  wants 
to  be  responsible  for  something  that  produces 
a  bad  reference. 

Don't  get  me  wrong.  Luongo  is  a  born 
salesman.  He  proclaims,  "We  want  to  be  the 
largest  applications  software  house  in  the 
world."  That's  pretty  improbable,  but  there's 
no  reason  why  he  can't  keep  doubling  revenues 
every  year  for  a  few  years.  Industry  analysts 
forecast  60%  annual  growth  in  what's  already  at 
least  a  $280  million  market.  Moreover, 
Luongo  argues  that  if  corporations  worldwide 
are  willing  to  pay  $  1 0  billion  annually  for  bean- 
counting  software,  then  they  should  pay  at 
least  as  much  to  keep  their  customers  (who  are 
the  source  of  all  those  beans)  happy. 

I  would  stop  short  of  encouraging  you  to 
buy  Vantive's  stock,  which  is  priced  rather 
outlandishlv  at  76  times  trailing  earnings.  But 
the  software  is  definitely  worth  looking  into, 
notwithstanding  its  steep  price — $10,000  to 
$50,000  per  module,  plus  a  hefty  $3,500  per 
end-user.  B 
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INTERNET  SECURITY 


PENTIUM  PRO 


8:25  a.m.  -  he  arrives  at  work  and  logs  onto  his  PC.  At  8:45  he  unknowingly  destroys 

350  critical  files, 

^^^^  ^^^^  ^Utt'^ 


Over  80%  of  all  security  breaches,  both 
accidental  and  deliberate,  occur  from 
within  an  organization.  You  can  help 
prevent  both  internal  and  external  breaches 
with  CYBERSHIELD  from  Data  General, 
combining  the  internet,  Intranet  and  firewall 
in  one  complete  and  integrated  solution. 
CYBERSHIELD  joins  Data  General's  DG/UX® 
62  Security  Option  with  technology  from  BDM 
International  and  applications  from  Oracle 
and  Open  Market.  And  CYBERSHIELD  runs  on 
Intel  Pentium®  Pro  Processor-based  AViiON® 
servers,  such  as  the  AV  4900. 
Your  company  can  run  enterprise-wide 
applications  and  conduct  transactions  over 
the  Internet  and  Intranet  with  the  highest  level 
of  security  currently  available,  just  as  major 
companies  and  government  security  agencies 
already  do.  Contact  Data  General  and  learn 
how  you  can  keep  accidents  like  this  from 
happening. 

And  really  do  have  a  nice  day. 


A  V 


ON 


If  Data  General 


www.dg.com 
1  -800-DATA  GEN 


AViiON  and  DG/UX  are  registered  trademarks  of  Data  General  Corporation.  CYBERSHIELD  is  a  trademark  of  BDM  International. 
The  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  the  Pentium  Processor  logo  and  the  Pentium  Pro  Processor  are  trademarks  of  (he  Intel  Corporation.  ©  Data  General  Corporation  1 996. 


Sometimes  it  pays  to  make  your  customers  wait. 
It's  part  of  Aetrium  he's  success. 


What's 
the 


By  James  Samuelson 

One  way  to  prepare  your  company 
for  bad  times:  During  good  times, 
make  your  customers  wait  a  bit  rather 
than  expanding  to  meet  the  expanded 
demand.  It  makes  sense  in  a  cyclical 
business. 

So  says  Joseph  Levesque,  chief 
executive  of  Aetrium  Inc.,  a  North 
St.  Paul,  Minn,  manufacturer  of  test- 
ing equipment  for  finished  semicon- 
ductor chips.  Having  lived  through 
fat  times  and  lean  times,  Levesque 
can  testify  to  the  soundness  of  that 
practice. 

As  capital  goods  suppliers  to  the 
chipmaking  industry,  itself  very  cycli- 
cal, companies  like  Aetrium  are 
exposed  to  ferocious  swings  in 
demand  Levesque,  52,  took  control 
of  Aetrium  11  years  ago  during  one 
of  his  industry's  busts.  Aetrium  had 
just  shown  a  net  loss  of  SI  million  on 
$2  million  in  revenues,  and  its 
employees  weren't  getting  paid. 

Levesque's  company  is  in  much 
better  shape  now.  It  pulled  in  S58 
million  in  revenues  last  year,  and 
probably  netted  S9  million,  SI. 08  a 
share,  more  than  double  1995's  share 
net.  That's  quite  a  showing  for  a  year 
in  w  hich  the  semiconductor  industry 
as  a  whole  suffered  a  9%  revenue 
decline  and  a  lot  of  profit  plunges. 
Aetrium  bucked  the  industry  trend 
because  it  had  built  a  backlog  during 
the  preceding  good  times. 


Aetrium  makes  microchip  test  han- 
dlers. These  are  machines  that  grab 
batches  of  chips  coming  off  the 
assembly  line  and  put  each  of  them  to 
the  torture,  for  instance  by  monitor- 
ing their  functions  as  the  temperature 
jumps  from  arctic  to  ovenlike.  The 
refrigerator-size  handlers  sell  for 
$55,000  to  $500,000  each. 

In  1995  demand  for  handlers  rose 
35%.  Levesque  knew  it  was  too  good 
to  last.  He  suspected  chipmakers 
deliberately  overordered  to  keep  their 
place  in  line. 

So  when  clients,  such  as  National 
Semiconductor  and  Microchip 
Technology,  requested  60-day  deliv- 
eries, Levesque  told  his  12  salespeo- 
ple to  say  it  would  take  120  days. 
Surprisingly,  customers  didn't  com- 
plain; Levesque's  hunch  that  there 
was  a  little  bit  of  padding  in  the 
orders  was  confirmed. 

He  kept  Aetrium's  payroll  constant 
while  adding  to  its  unfilled  orders.  By 
the  end  of  1995,  he  had  enough  busi- 
ness to  keep  his  factory  busy  for  120 
days  without  a  single  new  order— the 
biggest  backlog  in  the  business. 

When  the  chip  industry  went  into 
its  down  cycle  in  early  1995,  Aetrium 
w  orked  off  the  backlog. 

Levesque  is  something  of  an  excep- 
tion among  high-tech  executives:  He 
never  went  to  college.  He  found  his 
way  to  the  industry  in  1962,  soon 


Aetrium's  chief  executive, 
Joseph  Levesque 
During  the  boom 
gird  for  the  bust. 
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after  graduating  from  high  school  in 
North  Attleboro,  Mass.  A  nearby  RCA 
factory  hired  him  to  test  ferrite  mem- 
ories, the  forerunners  of  today's 
DRAM  chips. 

Levesque  had  a  knack  for  fixing 
things.  As  a  youngster,  he  had 
repaired  autos  that  other  people  had 
given  up  for  dead.  That  was  his  tech- 
nical education. 

After  stints  at  Data  General  and  at 
what  is  now  an  Aetrium  competitor, 

When  Levesque  took  over  11 
years  ago,  Aetrium  had  just 
lost  $1  million  on  $2  million 
in  revenues,  and  its  employees 
weren't  getting  paid. 

Micro  Component  Technology,  Le- 
vesque was  called  in  to  rescue 
Aetrium  when  it  was  an  inch  away 
from  liquidation. 

Most  of  Aetrium's  problems  had  to 
do  with  a  reputation  for  poor  cus- 
tomer service.  After  fixing  the  prob- 
lem, Levesque  expanded  the  product 
line  by  buying  San  Diego,  Calif. - 
based  SymTek  Systems  out  of  bank- 
ruptcy for  $9.5  million.  SymTek 
makes  testing  equipment  for  memory 
chips,  a  nice  complement  to 
Aetrium's  strength  in  logic  chips.  For 
its  investment,  Aetrium  gained  six 
patents.  Since  then  Aetrium  has  built 
the  SymTek  division's  sales  to  more 
than  $20  million,  about  40%  of  its 
total  revenues. 

Aetrium  is  no  Intel.  A  visitor  to 
Aetrium's  45,000-square-foot  factory 
outside  St.  Paul  won't  find  white- 
smocked  employees  studying  wall- 
size  microcircuit  blueprints.  Instead, 
80  plainclothed  workers  sit  at  tables 
and  wrestle  with  color-coded  wires,  as 
if  they  were  assembling  dishwashers. 
This  is  plain  vanilla  manufacturing. 

With  his  refusal  to  expand  every 
time  revenues  bulge,  and  his  knack 
for  buying  companies  on  the  cheap, 
Levesque  has  put  Aetrium  in  top- 
notch  financial  condition.  Of  its 
total  assets  $33  million  is  in  cash, 
and  it  has  no  debt.  Cautious  in  the 
upturn,  Levesque,  you  can  expect, 
will  be  bold  in  the  next  downturn 
when  the  time  will  come  to  put  all 
that  cash  to  work.  ■ 
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When  I  recently  asked  a  prominent  biotech 
analyst  about  the  prospects  for  Celtrix  Phar- 
maceuticals, she  sniffed,  "Why  should  you  be 
interested  in  that  company?"  In  fact,  I  had 
become  curious  about  Celtrix  because  the 
stock  was  spiking  upward.  The  analyst  did  not 
notice  it,  perhaps  because  Celtrix  has  not  been 
actively  followed  by  any  analyst  since  1994. 
Celtrix  is  a  struggling  little  company  in  Santa 
Clara,  Calif,  that  has  accumulated  ten  patents 
covering  a  subtle  biochemical  twist  on  a 
growth  hormone  that  might — or  might  not — 
someday  become  a  valuable  drug. 

The  Celtrix  saga  revolves  around  a  promis- 
ing and  yet  consistently  frustrating  hormone 
called  IGF-1,  the  acronym  standing  for 
insulin-like  growth  factor.  IGF-1  is  a  widely 
studied  protein  first  purified  in  1978.  IGF-1 
and  its  near-cousin  IGF-2  are  the  most  abun- 
dant growth  factors  in  the  human  body. 
IGF-1  stimulates  cell  growth,  turnover  and 
specialization. 

The  hormone  has  attracted  the  attention  of 
weight  lifters  and  health  faddists  because 
among  its  complex  effects  are  the  stimulation 
of  the  growth  of  muscle  mass  and  the 
turnover  of  bone  tissue.  Far  more  seriously, 
IGF-1  has  been  proposed  and  studied  for 
years  as  a  potential  medicine  for  use  in  the 
treatment  of  bone  fractures,  wound  and  burn 
healing,  insulin-resistant  diabetes,  acute 
kidney  failure,  AIDS,  osteoporosis,  growth 
problems  and  Lou  Gehrig's  disease. 

Many  biotech  firms  have  developed  propri- 
etary methods  of  manufacturing  IGF-1  in 
quantity  using  recombinant  DNA  technology. 
These  include  Genentech,  Chiron  and,  toward 
the  back  of  the  line,  Celtrix.  These  companies 
and  many  academic  researchers  have  all  tried 
to  turn  IGF-1  into  a  successful  medicine.  So 
far,  no  luck.  When  an  effort  by  Cephalon  and 
Chiron  to  get  federal  approval  of  IGF-1  as  a 
treatment  for  Lou  Gehrig's  disease  was  set 
back  a  year  ago,  Cephalon  shares  plunged  in 
value  by  a  third.  This  drug  development  team 
has  not  given  up,  but  the  Wall  Street  audience 
has  little  interest. 

Celtrix 's  chief  executive,  Andreas  Sommers, 
points  out  that  virtually  all  of  his  competitors' 


drug  trials  to  date  have  involved  "free" 
IGF-1,  that  is,  the  naked  hormone.  The  pure 
drug  produces  nasty  side  effects  not  unlike 
those  you  would  get  from  an  unwanted  injec- 
tion of  insulin,  such  as  hypoglycemia.  Hence, 
experimenters  have  dared  to  inject  only  tiny 
doses  of  it. 

But  in  nature,  IGF-1  almost  never  occurs 
free  in  the  blood.  Instead  it  is  packaged  with  a 
binding  protein  wrapper.  Celtrix  has  figured 
out  how  to  synthesize  this  binding  protein. 

Celtrix  calls  the  piggybacked  drug  Soma- 
toKine.  Sommers  says  it  can  be  safely  injected 
at  dosage  levels  as  much  as  25  times  higher 
than  that  allowed  for  free,  unbound  IGF-1. 

From  the  menu  of  potential  applications  for 
SomatoKine,  Celtrix  has  selected  a  realistic 
goal:  treatment  for  elderly  patients  with 
reduced  bone  and  muscle  mass  who  have 
undergone  hip-fracture  surgery.  In  the  U.S. 
this  represents  a  patient  population  of  about 
300,000.  In  the  aftermath  of  hip  surgery, 
blood  levels  of  IGF-1  drop,  and  it  is  hoped 
SomatoKine  can  be  used  to  restore  normal 
levels.  The  goal  is  to  rebuild  muscle  and 
restore  mobility.  Testing  in  hip-fracture 
patients  has  begun  in  Europe.  Large-scale 
trials  will  follow  in  the  fourth  quarter. 

There  are  plenty  of  caveats.  Celtrix's 
founder  died  in  1993.  Sommers,  a  Swiss-born 
microbiologist,  is  its  third  leader,  and  he  has 
pared  down  the  company  to  80  people.  Cel- 
trix is  a  weakened  company  with  meager 

Could  this  drug  help  patients  with 
bone  fractures,  burns,  diabetes, 
kidney  failure  or  aids.5  Maybe. 


resources  after  it  sank  a  lot  of  money  in  a  drug 
for  ophthalmology  that  was  proved,  after  long 
trials,  to  be  without  significant  value.  Celtrix 
will  require  additional  capital  in  1997. 

Celtrix  has  no  product  sales  and  no  sales  in 
prospect  for  SomatoKine  until  2001.  On  the 
plus  side,  the  company  is  owned  20%  by  Gen- 
zyme,  and  has  a  deep-pocketed  lapanese  part- 
ner, Green  Cross,  which  is  exploring  the  pos- 
sibility of  using  SomatoKine  as  a  treatment  for 
osteoporosis  in  Japan. 

This  is  a  long  shot.  If  SomatoKine  were 
used  to  treat  30%  of  the  hip-fracture  patients 
that  Sommers  is  targeting,  Celtrix  would  be 
on  the  map  with  a  $1  billion  blockbuster.  On 
the  other  hand,  how  many  hundreds  of  times 
have  we  heard  the  biotech  blockbuster  song? 

Do  not  bet  the  barn  on  this  stock,  but  Cel- 
trix Pharmaceuticals  is  an  interesting  specula- 
tion at  S2.50.  ■■ 
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ipropnate  response 
to  your  CEO. 


You  know  the  feeling.  Your  boss  appears 
in  the  doorway,  asking  for  information 
that  your  current  HR  software  just  cant 
produce  on  demand. 

Fortunately,  with  a  Human  Resource 
Management  System  from  ADP,  every- 
thing from  benefits  projections  to 
staffing  analyses  is  just  moments  away. 
Because  our  systems  are  so  flexible,  they 
allow  you  to  access  the  information  you 
want,  the  way  you  want  it. 

And  with  over  20  years  of  HR  expe- 
rience, ADP  will  be  there  to  guide  you 
every  step  of  the  way.  From  cur- 
rent system  analysis  to  new  system 
implementation  to  ongoing  mainte- 
nance, we'll  provide  a  support  team 
dedicated  to  your  needs. 

No  wonder  over  5,000  companies 
rely  on  ADP  for  HR  solutions.  Whether 
your  company  is  LAN-  or  WAN-based, 
requires  single-user  or  client-server  plat- 
forms, we  provide  solutions  that  seam- 
lessly integrate  your  HR,  benefits  and 
payroll  information. 

So  the  next  time  your  CEO  asks  for 
information,  you'll  be  able  to  deliver  it  on 
the  spot.  To  find  out  more,  visit  us  at 
adp.com  or  call  for  a  free  demo  disk. 


1   800   CALL  ADP 
ext.  380 


www.adp.com 


UMAN  RESOURCES 
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A  new  breed  of  rancher  sees  big  possibilities 
in  an  ungainly  bird. 

An  ostrich 
in  every 
pot? 


By  Damon  Darlin 

Here's  what  the  Bible  says  about 
the  ostrich:  Because  God  hath 
deprived  her  of  wisdom,  neither 
hath  he  imparted  to  her  under- 
standing. (Job  39:17). 

The  same  could  be  said  for  the 
folks  who  a  few  years  ago  saw 
ostriches  as  the  fast  boat  to  tax- 
advantaged  profits.  At  the  height  of 
the  craze  four  years  ago,  investors 
paid  up  to  $70,000  for  a  pair  of 
breeding  ostriches.  Today  a 
breeding  pair  goes  for  maybe 
$2,500  and  the  few  processors 
who  will  slaughter  ostriches  are 
paying  $300  a  carcass — less 
than  the  hide's  wholesale  value. 

Ostriches?  For  what?  For  the 
meat.  Actually  it's  pretty  tasty, 
for  a  red  meat  with  less  fat  than 
turkey.  But  unlike  venison,  say, 
or  pheasant,  ostrich  does  not 
have  a  distinctive  flavor — it's 
hard  to  tell  ostrich  from  your 
average  flank  steak.  Its  main 
appeal  is  the  novelty — and  the 
low  fat  content.  For  that,  a  few 
people  are  willing  to  pay  $5  a 
pound  for  ostrichburger,  $15  a 
pound  for  steaks.  The  whole- 
sale value  of  the  ostrich  meat 
business  in  the  U.S.  last  year  ■ 
didn't  exceed  $5  million. 

But  when  the  suckers  get  out  it  is 
time  for  the  smart  money  to  move 
in.  Meet  Edward  L.  Van  Deventer 
Jr.  A  commodity  futures  trader  from 
St.  Louis,  Van  Deventer,  55,  has 
invested  several  hundred  thousand 
dollars  over  the  past  two  years  in  a 
3,000-acre  ostrich  ranch  in  the 


desert  east  of  Yuma,  Ariz.  "I  figured 
all  I  had  to  do  was  be  patient  and 
wait  until  the  [ostrich]  prices  went 
down,"  says  Van  Deventer,  who  has 
been  buying  birds  from  disillusioned 
investors  for  as  little  as  $400  apiece. 
He  now  has  600  ostriches  and  plans 
to  have  6,000  next  year,  most  of 
which  he  will  slaughter  to  sell  to 
restaurants. 

As  the  desert  winds  whip  at  his 


Giant  ostrich  eggs 

Even  at  $300  a  bird,  omelets  aren't  an  option. 


red  flannel  shirt,  Van  Deventer  says 
he  foresees  investing  $16  million  in 
his  ostrich  operation  over  the  next 
ten  years.  He'll  expand  his  flock  to  1 
million  ostriches  and  build  an  abat- 
toir/packing house  able  to  slaughter 
1,000  birds  a  day.  He  thinks  he'll 
make  money  next  year  and  be  earn- 
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Richard  White  of  Zion  View  ostrich  ranch 

It  takes  a  hopeful  man 

to  make  a  profitable  ostrich. 


ing  50%  a  year  on  his  invested  capi- 
tal in  five  years — but  he  cheerfully 
adds  that  his  wife  thinks  he's  crazy. 

Gary  Teixeira  thinks  Van  Deven- 
ter  is  crazy  like  a  fox.  On  more  than 
1,000  acres  in  Cuyama  Valley,  Calif, 
Teixeira,  36,  has  built  a  1,000-bird 
"herd,"  as  he  calls  it,  by  picking  up 
ostriches  for  as  little  as  $350  each 
from  distressed  backyard  ranchers. 
His  nearby  abattoir  packages  ostrich 
meat  that  is  sold  in  area  stores  under 
the  name  Meadow  Lean. 

"Sure,  right  now  the  numbers  don't 
work,"  admits  Van  Deventer.  But  he, 
Teixeira  and  a  few  other  well -capital- 
ized ostrich  ranchers  are  betting  they 
can  produce  economies  of  scale  and 
employ  scientific  feeding  and  breeding 
programs  that  will  cut  the  cost  of 
ostrich  meat  by  over  30%  in  ten  years, 
bringing  it  closer  in  price  to  beef. 

Today's  250-pound  ostrich  yields 
50  to  75  pounds  of  usable  meat, 
mosdy  from  the  massive  thighs.  The 
meat  fetches  about  $350  wholesale 
per  bird,  and  a  good  hide,  for  purses 
and  boots,  can  bring  another  $300. 
But  after  the  cost  of  fattening,  that 
doesn't  leave  much  profit.  Ed  Van 
Deventer  has  recently  produced  an 
efficient  crossbreed,  a  kind  of  super- 
ostrich,  that  produces  110  pounds  of 
meat.  "It  only  eats  7%  more  feed  but 
produces  twice  as  much  meat,"  Van 
Deventer  boasts. 

The  biggest  ostrich  rancher  is 
Richard  White.  A  former  medical 
device  salesman,  White,  42,  now  runs 
the  5,500-ostrich  Zion  View  Ranch 
in  Hurricane,  Utah.  White  says  he 
can  feed  a  bird  for  about  $150  a  year 
with  alfalfa  he  grows  in  irrigated 
fields.  That's  half  what  the  small-scale 
breeder  will  pay  for  an  annual  supply 
of  Ralston  Purina's  OstriGro  Com- 
plete or  other  prepared  feed. 

White  says  that  he  is  planning  to 
increase  his  flock  to  12,000  birds  by 
this  time  next  year.  Zion  View  and 
other  small  neighboring  ranches 
own  a  cooperative  slaughterhouse 
and  market  the  meat  under  the  Zion 
View  name. 

Hope  springs  eternal.  WM 
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Morgan  means  more 


More  in  1897,  more  in  1997 


In  the  archives  of  The  Pierpont  Morgan  Library  in  New  York,  the  historic 
syndicate  books  of  J.  P.  Morgan  &  Co.  record  the  firm's  early  public  market 
equity  and  debt  underwritings. 


strategic  advice   m  mergers  &  acquisitions   •  debt  &  equity  capital  raising  •  swaps 


staying  power 


A  century  ago,  J. P.  Morgan  &  Co.  brought  promising  young  companies  and 
prominent  investors  together  to  create  what  grew  to  be  the  world's  most  successful 
corporations  -  General  Electric,  U.S.  Steel,  and  others. 

Today,  the  "books"  recording  our  equity  transactions  have  given  way  to  computers. 
But  the  printouts  still  include  many  of  the  world's  leading  companies,  most 
promising  enterprises,  and  most  powerful  investors. 

Issuers  and  investors  know  they  can  rely  on  us,  as  perhaps  on  no  other  firm,  for 
fair  dealing,  execution  of  the  highest  quality,  and  support  for  the  long  term. 

That's  because  at  J.  P.  Morgan  we  provide  our  clients  with  more.  More  objective 
advice.  More  in-depth,  standard-setting  research.  More  trading  support.  And 
more  of  a  commitment  to  make  issuers'  and  investors'  endeavors  work  far  into 
the  future,  just  as  we  did  100  years  ago. 

Today,  issuers  and  investors  alike  know  they  can  depend  on  J.  P.  Morgan's 
performance,  long  after  the  books  are  closed. 

www.jpmorgan.com 
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arrangement  &  loan  syndication  •  sales  &  trading  •  asset  management 
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To  the  horror  of  the  politically  correct,  marriage  just  may  be  staging  a  comeback. 


Marriage  rings 
and  nose  rings 


By  Peter  Brimelow 


NOI  GETTING  ANY  YOUNGtR 


Boomers  and  busters 
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The  tigers  of  wrath  are  wiser  than  the  horses  of 
instruction,  said  the  English  mystical  poet  William  Blake. 
Translation  for  M.B.A.  readers:  Intuition  sometimes  beats 
analysis. 

This  apparently  goes  for  tigresses,  too.  In  "Marriage  Is 
Hot  Again"  {Redbook,  September  1996),  writer  Lois 
Smith  Brady  celebrated  with  anecdotes  what  she  sees  as 
the  renewed  trendiness  of  marriage  among  "smart  .  .  . 
well-educated,  career- minded  women"  in  their  20s.  ("She 
wears  an  engagement  ring  and  a  nose  ring.")  This 
incensed  the  painfully  politically  correct  American  Demo- 
graphics magazine.  In  its  January  issue,  Cheryl  Russell 
cited  the  long-term  increase  in  the  median  age  of  female 


first  marriage  as  proof  that  Redbook's  reactionary  trend 
could  not  really  exist  (see  above  left). 

But  the  median  age  of  first  marriage  is  critically  affect- 
ed by  the  demographic  structure  of  the  population  (see 
chart).  The  1946-65  baby  boomers  have  been  followed 
by  the  1965-80  baby  busters.  Between  1970  and  1995 
the  median  age  of  women  rose  from  29  to  35 — more 
than  three  times  the  percentage  increase  in  the  age  at 
which  women  married  for  the  first  time 

Focusing  specifically  on  women  in  their  20s  reveals  that 
their  two-decades-long  increasing  postponement  of  first 
marriage,  often  attributed  to  their  simultaneous  surge  into 
higher  education  (Forbes,  Dec.  16,  1996),  may  indeed  be 
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Sniffing  a  trend? 


Percentage  of  women  who  have  married  (by  age  group) 
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For  two  decades  the  proportion  of  women 
who  married  in  their  20s  has  been  falling. 
But  more  women  seem  to  get  married  in 
the  end. 


stalling 

(see  chart). 
— Eigures 

marriages  by  this  age  group 
are  only  available  through  1990. 
(About  12%  of  women  married  before 
age  24  also  divorce  before  24.)  But  these 
figures,  too,  suggest  that  the  marriage  market 
may  be  bottoming  out,  particularly  among  the  25-to- 
29  group. 

"interesrin gfy,  th e  proportion  of  women  over  65  who  have — 
never  married  has  been  falling  over  this  entire  period.  The  insti- 
tution of  marriage  seems  to  be  alive  and  well. 
$4.2%  Even  more  interesting,  some  sociologists  have  argued 

that  the  post- 1970  decline  in  marriage  was  almost 
>^^^  offset  by  an  increase  in  cohabitation — living 

together.  Many  of  these  relationships 
don't  last  long.  But  some  do.  A 
1991  study  found  that  about  a 
sixth  of  never-married 
cohabiting  couples 

began  >^^^_  had  children 

born  since 
they 
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living  togeth- 
er. These  births 
made  up  a  significant 
chunk  (about  a  quarter)  of 
births  to  nominally  single  moth- 
ers. Formalizing  these  relationships 
might  one  day  boost  the  marriage  rate. 

Marriage  is  hot  again?  The  evidence  is  noth- 
ing you  could  put  on  a  spreadsheet.  Redbook's  trend- 
sniffing  is  of  a  high,  or  ambitious,  order.  But  notwith- 
standing the  bubblehead  stereotype,  women's  magazine 
editors  are  professionals  in  one  of  the  most  competitive  and  wealth- 
wielding  areas  of  American  journalism. 

Spreadsheetless  trend-sniffing  is  exactly  their  thing.  H 


Is  the  long-run  trend  breaking? 
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In  buying  CBS,  Westinghouse  got  a  company 
with  a  serious  weakness. 

Tarnished 


Tiffany 

By  Robert  La  Franco 

Running  a  media  company  may  be 
more  fun  than  building  generators 
and  defense  products,  but  Westing- 
house  Electric  Corp.  Chairman 
Michael  Jordan  is  finding  out  that  it's 
no  sinecure.  He's  bundling  Westing- 
house's  CBS  television,  radio  and 
other  media  properties  into  an  as-yet- 
unnamed  independent 
company  that  he  will 
head.  Sometime  this 
summer  Jordan  will  dis- 
tribute stock  in  the  old- 
line,  industrial  businesses 
to  current  Westinghouse 
shareholders.  Both  com- 
panies' stocks  will  then 
start  trading  publicly  on 
Wall  Street. 

He  faces  some  serious 
problems.  The  CBS  net- 
work has  been  doing  well 
in  the  ratings  game,  but 
the  network  still  accounts 
for  under  one-tenth  of 
the  media  group's  cash 
flow.  Much  more  impor- 
tant as  a  cash  generator  is 
Westinghouse's  cbs  TV 
station  group,  with  14 
owned-and-operated  sta- 
tions that  reach  32%  of  all 
U.S.  viewers.  These  14 
stations  account  for 
nearly  40%  of  the  media  group's  SI 
billion  cash  flow  this  year.  (Westing- 
house's  79  radio  stations  will  gener- 
ate a  further  $500  million  in  cash 
flow,  defined  here  as  earnings  before 
interest,  taxes,  depreciation  and 
amortization.) 

The  Westinghouse  stations  are 
much  less  profitable  than  the  stations 
owned  by  ABC  and  NBC,  and  things 
don't  seem  to  be  getting  any  better. 


In  the  first  nine  months  of  1996  (the 
latest  numbers  available)  Westing- 
house TV  station  group  cash  flow  and 
revenues  declined  7%,  according  to 
Nicholas  Heymann,  a  media  analyst 
at  NatWest  Securities.  At  ABC  and 
NBC,  by  contrast,  station  cash  flows 
have  been  growing. 


Among  the  poorest  performers  in 
the  Westinghouse  group  are  its  three 
biggest:  wcbs  in  New  York,  wbbm  in 
Chicago  and  kcbs  in  Los  Angeles. 
Together  these  three  stations  account 
for  half  of  the  cbs  television  group's 
S900  million  in  annual  revenues,  but 
less  than  40%  of  the  cash  flow. 

Broadcasting  second-rate  syndicat- 
ed programming  like  Hard  Copy  in 
Chicago  and  Geraldo  in  New  York 


and  Los  Angeles,  the  three  stations 
have  been  losing  viewers.  At  Los 
Angeles'  KCBS,  the  overall  share  of 
afternoon  viewers  has  slipped  36% 
since  1994.  Worse,  the  share  of 
women  viewers  aged  25  to  54,  the 
key  cbs  demographic,  is  down  45%  in 
the  same  period. 

In  New  York,  wcbs'  local  news 
broadcasts,  which  make  up  one-third 
of  a  station's  total  business,  lost  26% 
of  their  audience  last  year  and  sit 
solidly  in  third  place  behind  market 
leaders  wabc  and  wnbc.  "For  more 
than  15  years  this  station  hasn't  really 
been  competitive,"  admits  wcbs  gen- 
eral manager  Bud  Carey. 

Even  Chicago's  wbbm,  the  strong- 
est of  the  three,  has  lost  36%  of  its 
afternoon  audience  (both  news  and 
syndicated  lead-ins)  share  since 
1990. 

Westinghouse  executives  insist 
they're  on  top  of  the  big 
stations'  problems.  "It's 
an  opportunity,  not  an 
issue,"  says  Westinghouse 
Chief  Financial  Officer 
Frederic  Reynolds. 
"There's  no  place  to  go 
but  up."  NatWest  analyst 
Heyman  thinks  things 
might  improve,  perhaps 
starting  in  1998. 

If  shaking  up  manage- 
ment is  the  answer,  West- 
inghouse is  doing  that. 
Chicago's  wbbm  has  a 
new  general  manager: 
Henry  Price,  a  former 
Gannett  executive  who 
spent  the  last  five  years 
turning  a  third-ranked 
NBC  affiliate  in  Min- 
neapolis into  a  number 
one  station.  In  Los  Ange- 
les, kcbs  is  also  under 
new  management.  In 
New  York,  wcbs  general 
manager  Carey  has  replaced  seven  of 
the  station's  top  on-air  news  staff  in 
an  attempt  to  revive  the  station's 
news  ratings. 

Jonathan  Klein,  president  of  the 
station  group,  promises  changes  that 
will  lure  back  viewers.  Says  Carey, 
"Our  new  approach  to  news  will  be 
different  than  any  station  in  the 
market,"  he  vows.  In  what  way? 
Carey  won't  say.  ■■ 
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The  Beginning  of  Modern  Banking 

"It's  Not  Just  The  Story  of  a  Bank, 
It'sTheStoryofaState.V 


David  Coulter,  CEO,  Bank  of  America 


"WS 


ien  A. P.  Giannini  first  started 
Bank  of  America  it  was  a  bank  for 
the  little  people.  And  California  was- 
economically  speaking-just  a  little  state." 

But  as  David  Coulter,  CEO  of  Bank 
of  America  relates,  both  ideas  became  far 
bigger  than  anyone  ever  dreamed. 

"The  old  banking  model  was  that 
banks  were  there  to  serve  only  the  wealthy. 
That's  the  clientele  they  actively  pursued, 
but  A.R  went  into  the  streets  and  started 
knocking  on  doors.  He  ran  ads  asking  for 
small  depositors.  And  he  invented  new 
products  and  services  just  for  them." 

But  at  Bank  of  America,  the  biggest 

revelation  came 
right  after  the 
San  Francisco 
earthquake. 

'A.R  saw  the 
immense  power 
of  capital  in 
rebuilding  San 

The  movie  indus- 
try, Disneyland. 
Silicon  Valley, 
agriculture,  even 
the  Golden  Gate 
Bridge  were  sup- 
ported by  BofA. 


"Early  on  at  BofA,  we  realized 
that  capital  investment  could 
make  a  huge  difference  in  the 
progress  of  our  state.  Now 
we're  bringing  that  expertise 
to  customers  throughout  the 
world.    _Davi(J  Coulten  CEO 


Francisco  virtually  overnight.  And  it  becarr 
the  bank's  mission  to  return  that  capital  tc 
its  communities  in  the  form  of  industry  an 
new  jobs." 

Bank  of  America  became  a  centra 
force  in  turning  California  into  the  7th  large: 
economy  in  the  world.  BofA  supported  th» 
fledgling  movie  business,  including  a  visior 
ary  named  Walt  Disney.  BofA  helped  turn 
California  into  an  agricultural  superpowe 
The  construction  of  the  Golden  Gate  Bride 
was  personally,  backed  by  A.R  Giannini. 
BofA  became  a  leading  source  of  capita 
for  the  Silicon  Valley,  and  itself  pioneen 
the  first  successful  use  of  computers  in 
business  operations. 

But  what  about  the  little  people  th; 
were  Bank  of  America's  main  constituenc) 
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The  day  after  the  great  earthquake,  A.  P.  Giannini  leads  the  way 
in  financing  San  Francisco's  rebirth. 

"From  the  20s  on,  BofA  pioneered  one  banking 
lovation  after  another.  Branch  banking,  time  plan 
ins,  the  first  nationally-accepted  credit  card... they 
re  all  pioneered  at  Bank  of  America." 

BofA  also  was  the  first  to  envision  a  bank  as  a 
iree  for  a  full  range  of  financial  services  from  invest- 
nts  to  insurance.  "A. P.  Giannini  was  way  ahead 
anyone  else  in  the  field." 

Today  BankAmerica 
Corp.  boasts  over  $250 
billion  in  assets,  with 
customers  in  every 
state  and  in  many 
foreign  nations.  But 


SMALL  DEPOSITOR  OF  TODAY  OFTEN 
)MES  THE   RICH   MAN  OF  TOMORROW 


small  accounts 
WELCOMED/  tney stl11  understand 
the  power  of  capital 

to  transform  an 

economy.  And  one 

of  the  economies 

.11    i  ,,,  ,.„,  that  shows 

As  the  bank  of  the  little  guy, 

BofA  helped  turn  California  immense 

into  an  economic  superpower.  promise 


Among  BofA  innovations  was  the 
first  nationally-accepted  consumer 
credit  card  which  later  became  Visa. 


lies  to  the  East. 

"The  greatest  capital 
market  we'll  see  over  the  rest 
of  my  working  lifetime  is  the 
Pacific  Rim.  BofA  has  already 
been  in  many  of  these  markets 
for  thirty  or  forty  years.  I  think 
we're  going  to  see  growth  that's 
nothing  short  of  miraculous." 

To  anyone  who  knows 
BofA's  effect  on  California,  that's 
a  prediction  worth  banking  on. 


"Entrepreneurs  and  visionaries  are 
what  has  made  this  state  great.  And 
California's  story  of  innovation  and 
leadership  is  just  beginning." 

-Governor  Pete  Wilson 
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Self-Made  in  California  celebrates 
California  entrepreneurs  and  companies 
whose  vision  and  daring  have  shaped  the 
20th  Century.  Watch  for  this  special 
presentation  airing  on  CNBC  cable  net- 
work the  first  Sunday  of  each  month  at 
4:30  pm  EST,  1:30  pm  PST. 


What  will  banks  look  like  in  the  future? 
The  successful  ones  may  look 
very  much  like  Merrill  Lynch. 


Memll- 


•  t 


By  Matthew  Schifrin 

The  folks  who  run  Merrill  Lynch  have  set  themselves 
a  daunting  task.  They  want  to  make  the  thundering  herd 
a  global  brand  in  the  style  of  Coca-Cola,  Levi  Strauss  or 
Walt  Disney.  They  want  to  seize  a  big  chunk  of  the  global 
mass  market  for  the  financial  services  that  are  developing 
along  with  the  spread  of  free-market  capitalism. 

In  underwriting  and  corporate  services  Merrill  is 
already  a  big  player  on  the  world  stage,  but  in  its  other 
house  specialty — marketing  financial  services  to  the  great 
middle  class — it  is  little  known  abroad.  Moreover,  two 
other  U.S.  mass-market  financial  services  companies — 
Citibank  and  aig — have  already  established  themselves 
abroad,  especially  in  developing  countries.  Both  are 
leagues  ahead  of  Merrill.  Merrill's  new  chief, 

Yet  it's  not  hard  to  see  why  Merrill  is  hot  to  expand     David  H.  Komansky 
abroad.  It  has  little  choice  if  it  is  to  maintain  its  growth    A  common  man  with 
and  profitability.  David  H.  Komansky,  who  will  succeed    global  ambitions. 
Daniel  P.  Tully  as  Merrill  chief  executive  in  April,  explains: 
"The  U.S.  market  is  mature,  and  to  some 


extent  overbanked." 

In  this  mature  environment,  Merrill  cannot  easily 
expand  market  share  against  rough  competition  from 
banks,  insurance  companies,  mutual  fund  companies, 
planners  and  brokers.  Merrill  is  still  the  master  marketer, 
but  rivals  like  Charles  Schwab  and  Travelers  Group  offer 
tough  competition  at  every  turn. 

It  is  a  great  accomplishment,  in  fact,  that  despite  all  the 
competition  Merrill  remains  at  the  top  of  the  brokerage 
heap.  One  hears  a  lot  these  days  about  Fidelity  and 
Schwab,  but  Merrill  overshadows  both  as  a  gatherer  of 
public  assets.  Merrill  boasts  $830  billion  in  its  client 
accounts,  against  Fidelity  with  $500  billion  in  managed 
assets  and  Charles  Schwab  with  $253  billion.  With 
13,600  financial  consultants  on  its  payroll — they  are  no 
longer  called  "brokers" — Merrill's  sales  force  is  far  larger 
than  runner-up  Smith  Barney,  which  has  10,400. 

Merrill  Lynch  is  also  a  leader  in  financing 
corporations.  It  is  ranked  number  one  or 
two  in  nearly  every  brokerage  function, 
from  global  debt  and  equity  underwriting  to 
mergers  and  acquisitions  and  trading.  On 
the  rarefied  big-money  side  of  things,  Mer- 
rill competes  successfully  with  the  likes  of 
J. P.  Morgan,  Morgan  Stanley,  Goldman, 
Sachs  and  Salomon  Brothers. 

So,  despite  the  competition,  Merrill  is 
scarcely  losing  the  race  at  home.  It  earned 
$1.5  billion— $7.85  a  share— on  $24  billion 
in  revenue  last  year.  Its  revenues  have  dou- 
bled in  the  past  six  years.  Its  return  on 
equity  has  averaged  22%  for  the  last  five 
years,  and  in  1996  hit  26%. 

But  to  keep  the  momentum,  Merrill  must  tap  new  mar- 
kets, especially  abroad.  Says  Komansky:  "The  ability  to 
have  a  truly  global  reach  is  going  to  be  critical.  We  are 
talking  about  something  far  in  excess  of  originating  out- 
side the  U.S.  and  distributing  here.  We  are  talking  about 
originating  in  almost  any  foreign  currency  and  being  able 
to  distribute  those  products  in  almost  any  financial  market 
in  the  world." 

Merrill  has  already  bought  British  brokerage  Smith 
New  Court,  Spain's  FG  Inversiones,  and  stakes  in  broker- 
age firms  in  India,  Thailand,  South  Africa,  Indonesia  and 
Italy.  It  is  also  opening  branches  in  Latin  America  and 
recently  completed  the  acquisition  of  Australia's  Mcin- 
tosh Securities. 

What  with  these  acquisitions  and  Merrill's  worldwide 
investment  banking  business,  it  derived  about  30%  of  its 
revenues  last  year  from  outside  the  U.S.  It  has  institu- 


"We  are  talking 
about  originating 
in  almost  any 
foreign  currency 
and  being  able 
to  distribute  those 
products  in  almost 
any  financial  mar- 
ket in  the  world." 


tional  outposts  in  40  countries.  But  according  to  Raphael 
Soifer,  an  analyst  at  Brown  Brothers,  the  foreign  expan- 
sion has  been  top-heavy,  with  little  concentration  on  Mer- 
rill's traditional  retail  markets.  Now  it  is  slowly  expanding 
these  foreign  footholds  into  retail  outlets  as  well.  Foreign 
nationals  who  manage  the  branches  are  being  brought  to 
Merrill's  Princeton,  N.J.  training  center  to  learn  the  Mer- 
rill way  of  doing  business. 

Says  Komansky:  "Visit  our  offices,  whether  it  be  Thai- 
land, Malaysia,  South  Africa  or  Germany,  and  you  will  see 
the  same  plaques  on  the  wall  with  those  same  Merrill 
principles  in  the  local  language."  Sample  Merrill  homily: 
"Integrity:  No  one's  personal  bottom  line  is  more  impor- 
tant than  the  reputation  of  our  firm." 

It  is  an  article  of  faith  at  Merrill  that  what  works  for  the 
American  middle  class  and  its  affluent  classes  will  work 
abroad,  too — call  it  the  Coke  or  Levi  Strauss  or  rock 
music  principle.  "After  you  get  past  superfi- 
cial differences,  people  are  basically  the  same 
in  their  needs,  wants  and  desires,"  says 
Komansky. 

In  a  way  that  statement  expresses  the 
essence  of  Merrill's  organizational  approach. 
Not  the  least  of  its  strengths  is  what  might 
be  termed  its  common-man  style  of  man- 
agement. In  a  business  famous  for  prima 
donnas,  for  giant  egos  who  can  and  often 
do  leave  one  firm  to  take  their  accounts  else- 
where, Merrill  is  an  organization  of  compa- 
ny people. 

David  Komansky,  57,  typifies  the  Merrill 
man.  The  burly,  Bronx,  N.Y.-bred  former 
broker  and  28 -year  Merrill  veteran,  is  not 
the  stuff  of  gossip  columns  or  glamour  profiles.  He's 
smart  but  low  key — as  were  his  immediate  predecessors, 
Dan  Tully  and  Bill  Schreyer.  Whereas  most  big  Wall  Street 
houses  are  loose  confederations  of  super  performers — 
with  super  egos  and  super  paychecks — Merrill  is  that  rare 
outfit  that  is  bigger  than  the  sum  of  its  parts. 

You  won't  find  superstars  like  Mike  Milken,  John  Gut- 
freund,  Bear,  Stearns'  Ace  Greenberg  or  Smith  Barney's 
Sandy  Weill  at  Merrill  Lynch.  Even  the  firm's  bonus  pool 
is  based  on  companywide  return  on  equity  and  profits 
more  than  on  individual  performance.  In  1995  Chief 
Executive  Dan  Tully  earned  $5.1  million  in  salary  and 
bonus — about  the  same  as  a  junior  partner  earned  at 
Goldman,  Sachs  that  year. 

The  last  giant  ego  to  head  Merrill  was  former  Secretary 
of  the  Treasury  Donald  Regan,  who  led  the  firm  from 
1971  until  1981.  Regan,  a  tough  ex-Marine,  left  his  mark, 
but  the  board  has  since  shown  an  inclination  toward  less 
flamboyant  successors.  Ever  since  the  days  of  Charles 
Merrill,  who  put  the  company  together  out  of  scores  of 
mergers  in  the  1920s,  Merrill  Lynch  has  strived  to  build 
management  systems  that  provide  checks  and  balances  on 
the  power  of  any  one  person. 

The  beauty  of  such  a  system  is  that  it  does  not  depend 
on  getting  and  holding  a  handful  of  brilliant  individual- 
ists. Any  intelligent,  motivated  person  from  anywhere  in 
the  world  can  absorb  the  Merrill  culture  and  become  a 


Merrill  person. 

Thus  a  Merrill  shareholder  is  not 
betting  on  a  handful  of  individuals. 
He  is  betting  on  an  organization. 

This  is  not  your  standard  hierarchy. 
Eighteen  top-level  executives  com- 
pose Merrill's  management  commit- 
tee. There  is  also  an  office  of  the 
chairman  and  an  office  of  the  chief 
executive,  with  five  and  seven  senior 
executive  members,  respectively. 
These  teams  are  the  real  source  of 
power  and  of  decision  making  at 
Merrill. 

Komansky  is  a  product  of  this 
system.  In  a  business  heavily  populat- 
ed with  Princeton,  Harvard  and  Yale 
grads,  he  is  a  dropout  from  the  Uni- 
versity of  Miami  who  started  work  as 
an  electrician  and  whose  father  was  a 
postal  worker.  Komansky  started  as  a 
broker  in  Forest  Hills,  N.Y.  in  1968, 
rose  to  regional  director,  ran  and  dis- 
posed of  Merrill's  realty  arm  and, 
more  recently,  was  in  charge  of  debt 

Whereas  most  big  Wall  Street 
houses  are  loose  confedera- 
tions of  super  performers — 
with  super  egos  and  super 
paychecks — Merrill  is  that 
rare  outfit  that  is  bigger  than 
the  sum  of  its  parts. 


and  equity  underwriting. 

Komansky's  most  impressive  man- 
agement feat  was  in  guiding  Merrill 
through  1994's  disastrous  bond 
market.  Fixed-income  revenues 
dropped  50%,  but  Merrill  still  man- 
aged to  report  a  return  on  equity  of 
18%  in  a  year  when  firms  like 
Salomon  Brothers  lost  money. 

Dave  Komansky's  favorite  pastime: 
watching  the  New  York  Yankees,  and 
he  has  been  known  to  bet  on  horse 
races.  Polo,  skiing  and  tennis  aren't  in 
his  repertoire. 

An  organization  of  this  sort  is 
inherently  easier  to  expand  than  one 
that  depends  on  a  constellation  of 
stars.  Merrill  has  a  long  tradition  of 
cloning  its  organization  and  training 
young  people — Americans  and  for- 
eigners alike — in  the  Merrill  way. 

Merrill  Lynch  is  essentially  two 


companies.  One  is  an  investment 
bank  based  in  lower  Manhattan, 
which  serves  the  capital  needs  of  cor- 
porations and  governments.  The 
other  is  a  retail  financial  services  firm 
.based  in  Princeton,  N.J.  diat  operates 
out  of  600  nationwide  offices 

Though  he  came  up  through  the 
retail  side  of  the  business,  Komansky 
recently  elevated  Herbert  Allison, 
head  of  the  investment  banking  busi- 
ness, to  president  and  heir  apparent. 
Again,  a  move  seemingly  calculated 
to  ensure  that  neither  side  of  the 


business  gains  the  upper  hand. 

The  retail  side  is  run  by  vice  chair- 
man John  L.  Steffens,  a  curt  Dart- 
mouth graduate  who  was  passed  over 
for  the  top  job  but,  good  Merrill  man 
that  he  is,  elected  to  stay  on.  It  is 
retail  that  will  have  to  carry  the  ball  if 
Merrill  is  to  become  a  truly  interna- 
tional franchise. 

With  the  market  booming,  Mer- 
rill's financial  consultants  are  bring- 
ing in  assets  at  a  rate  of  more  than 
$200  million  a  day.  But  only  6%  of  its 
S830  billion  in  client  assets  are  from 
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Following  the  money 

Worldwide  equity  shares  traded 


U.S.  markets 
60% 


The  value  of  stocks  traded 
is  growing  much  faster  in  foreign 
markets  than  in  the  U.S.  Facing 
mature  markets  and  intense 
competition  at  home,  Merrill 
is  sending  its  thundering  herd 
abroad. 


1995 
$11.7  trillion 


Foreign  markets 
40% 


U.S.  markets 
44% 


Foreign 

56% 


Merrill's  heir  appar- 
ent Herbert  Allison 
How  will  it  look 
under  him? 


overseas  investors.  That  is  something 
which  must  change  if  Merrill  is  to 
remain  as  profitable  as  it  has  become. 

At  home  Merrill  is  challenged  by 
cheap  Internet  brokers  like  E-Trade, 
which  is  offering  trading  for  as  little 
as  $15  per  transaction.  Old  domestic 
rivals  like  Charles  Schwab  and  Fideli- 
ty have  been  opening  up  offices  and 
offering  more  advice  and  guidance 
services — in  short  becoming  more 
Merrill-like.  Fidelity  has  recently 
announced  a  deal  with  Warren  Buf- 
fett's  Salomon  whereby  Fidelity  cus- 


tomers would  have  access  to 
Salomon's  investment  products  and 
research  through  Fidelity  brokers. 

Other  full-service  competitors  copy 
Merrill's  every  move.  Smith  Barney 
began  offering  nonproprietary  funds 
a  few  weeks  after  Merrill  did.  Thanks 
to  discounters  like  Jack  White  and 
Charles  Schwab,  hordes  of  indepen- 
dent financial  planners  can  offer  an 
array  of  products  and  services  to 
clients  that  rival  Merrill's. 

Merrill  Lynch's  average  client  is 
much  older  than  that  of  firms  like 
Schwab.  Younger  people,  comfort- 
able in  dealing  with  computers  and  in 
making  their  own  investment  deci- 
sions, tend  to  flock  to  discount 


Source:  Merrill  Lynch 


houses.  True,  the  older  generation 
has  most  of  the  money.  But  what 
happens  when  the  kids  inherit? 

Merrill  has  fought  back  by  trans- 
forming its  brokers  into  financial 
planners  who  are  just  as  eager  to 
write  a  financial  plan  and  sell  a  fund 
or  401(k)  plan  as  to  trade  stocks.  The 
planners  are  encouraged  to  work  in 
teams  in  which  each  is  a  specialist  in 
a  different  area  such  as  municipals, 
trusts,  stocks  and  bonds,  in  much  the 
way  doctors  set  up  multiple-physician 
practices. 

"Teams  are  designed  to  improve 
service... as  we  broaden  our  services 
to  the  clients,  they  benefit  in  terms  of 
continuity  and  breadth  of  partner- 
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Predator  or  prey? 

HSBC  Holdings 


Current  market  value  ($billions) 
$62.3 


American  International  Group 


$54.6 


Citicorp 


Chase  Manhattan 


$40.8 


BankAmerica 


$38.1 


Travelers  Group 

$32.3 

NationsBank 

$30.6  | 

American  Express  Co. 

$28.4  | 

Deutschebank 


$24.4 
■HMBBH 

Union  Bank  of  Switzerland  H$20.6 


$13.9 


Sources:  SNL  Securities  LP;  Bloomberg  LP. 

ship,"  says  strategic  planning  chief 
Jerome  P.  Kenney.  Which  means,  of 
course,  that  the  client's  relationship  is 
with  the  firm,  not  with  any  individual 
broker. 

Merrill's  central  asset  account,  the 
Cash  Management  Account  (cma), 
combines  a  money  market  checking 
account  with  an  investment  account 
and  a  credit  card.  This  innovation  is 
20  years  old.  It  has  given  birth  to  a 
dizzying  array  of  offshoots  to  fit 
every  type  of  investor. 

Merrill's  Next  Generation  division 
recently  announced  an  emerging 
investor  account  for  Generation-Xers, 
people  under  30.  No  minimum,  just 
start  investing  $100  per  month  in 
mutual  funds.  Then  graduate  to  a 
cut-rate  cma  called  the  Capital 
Builder  Account. 

There  is  also  the  new  Life  Man- 
agement Service  (lms),  which  com- 
bines aspects  of  the  cma  to  capture 


direct-wage  deposits  of  35-  to  45- 
year-olds  making  at  least  $50,000  per 
year,  lms  offers  insured  deposits 
through  affiliated  banks,  on-line 
access  and  electronic  bill  payment. 

Merrill  Lynch  is  spending  $825 
million  to  roll  out  25,000  new  state- 
of-the-art  IBM  workstations  to  help  its 
brokers  create  and  analyze  financial 
plans.  The  Internet-friendly  system 
allows  customers  to  go  on-line  to 
access  accounts,  pay  bills,  read 
research  and  communicate  with  their 
consultants. 

In  short,  a  splendid  marketing 
system  is  in  place.  What  Merrill  now 
needs  for  continued  growth  is  a 
steady  input  of  new  clients  to  replace 
the  older  ones  who  die  off  or  are 
lured  away  by  its  competitors.  The 
most  fertile  sources  are  in  Europe,  as 
well  as  in  Asia  and  Latin  America, 
where  the  middle  classes  are  growing 
rapidly  and  financial  deregulation  is 


An  attractive 
marriage  partner? 
Despite  client 
assets  of 
$830  billion  and 
its  top  spot  in 
global  investment 
banking,  Merrill  is 
dwarfed  by  many 
of  its  competitors 
in  terms  of 
market  value. 


i 


■ 


Retail  chief  John  L. 
Steffens 

A  team  player 
who  must  carry 
the  ball  overseas. 


opening  the  door  to  Western-style 
capitalism. 

In  this  new  world,  brokers  perform 
most  of  the  functions  of  banks  and 
banks  try  to  act  more  like  brokers. 
Could  Merrill  acquire,  or  be  acquired 
by,  a  big  bank?  Banks  have  lots  of 
customers  but  do  a  generally  poor 
job  of  selling  financial  services  to 


150 


Forbes  ■  February  10,  1997 


them.  Merrill  Lynch,  with  its  plan- 
ners, its  array  of  products  and  sys- 
tems, could  be  the  answer. 

Who  could  buy  Merrill?  Merrill's 
market  capitalization  at  $13.9  billion 
is  dwarfed  by  many  of  the  large 
global  banks  and  financial  institutions 
(see  chart,  p.  150).  Chase,  for  exam- 
ple, has  three  times  Merrill's  market 


cap.  In  theory,  Chase  could  acquire 
Merrill  at  a  substantial  premium  and 
still  dominate  the  combination.  Or, 
of  course,  Merrill  could  acquire  a 
midsize  bank  or  another  financial 
institution. 

What  would  be  the  advantage? 
Banks  have  lots  of  customers  for 
deposits  and  loans  but  have  been 


losing  them  to  the  sellers  of  other 
financial  products.  Obviously,  any 
bank  could  benefit  if  it  could  offer 
some  or  all  of  Merrill's  products  and 
services. 

The  legislation  that  has  prevented 
such  megamergers  in  the  past,  the 
Glass-Steagall  Act,  is  under  attack  in 
Congress  and  is  likely  to  be  weakened 
soon.  The  Federal  Reserve  recently 
adopted  proposals  that  would  make  it 
much  easier  for  a  large  bank  to 
acquire  a  brokerage  house.  The 
change  will  increase  from  10%  to  25% 
the  percentage  of  gross  revenues  that 
a  bank's  brokerage  subsidiary  can 
derive  from  restricted  activities  like 
stock  and  bond  underwriting.  This  is 
a  highly  technical  change,  but  the 
bottom  line  could  be  that  a  bank 
could  own  Merrill. 

Merrill  is  already  doing  many  of 
the  things  banks  do.  Its  Business 
Financial  Services  division  targets 
lucrative  small  and  medium-size  busi- 
nesses. Serviced  by  Merrill's  financial 
consultants,  such  businesses  already 
have  entrusted  $155  billion  in  assets, 
including  working  capital  and  retire- 
ment plans,  to  Merrill,  and  tapped 
Merrill  for  $1.5  billion  in  loans. 

The  unit  recently  announced  a  tie- 
in  with  Mobil  Oil  Corp.  to  offer  busi- 
ness planning,  investment  and  retire- 
ment services  to  Mobil's  7,700 
service  station  franchisees.  This  is 
truly  innovative  marketing,  where  the 
brokers  function  as  financial  officers 
for  small  businesses  that  could  not  by 
themselves  afford  this  level  of  talent 
and  experience. 

As  the  lines  blur  between  banking 
and  brokerage,  between  money  man- 
agement and  moneylending,  Merrill 
is  sitting  pretty.  Any  merger  would 
have  to  be  a  friendly  one;  35%  of 
Merrill's  200  million  common  shares 
(including  options)  are  owned  by 
management  and  employees.  Fur- 
thermore, there  is  no  pressing  need 
for  Merrill  to  make  a  merger  soon. 

Still,  here  is  a  company  that  has  the 
systems  and  the  people  and  the 
knowhow  to  become  a  world  leader 
in  the  financial  services  industry.  Big 
as  it  is,  Merrill  is  relatively  small  in 
relation  to  its  prospects.  Getting 
where  it  wants  to  be  may  take  more 
money  and  clout  than  Merrill  can 
mount  by  itself.  WM 
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Just  when  music  retailers  thought  the  worst 
was  behind  them,  along  comes  another  player 
looking  to  take  another  slice  of  the  music  pie. 

Peanut  butter 
and  Pearl  Jam 


By  Peter  Newcomb 

Pity  the  music  retailer.  In  the  short 
time  since  giant  discounters  like  Wal- 
Mart  and  Best  Buy  began  selling  pre- 
recorded music,  the  nation's  record 
stores  have  seen  their  business  all  but 
evaporate  (Forbes,  Dec.  4, 1995).  The 
onslaught  left  big  chains  like  Where  - 
house  Entertainment  and  Camelot 
Music  in  bankruptcy,  and  Musicland, 
the  nation's  biggest  retailer,  up  against 
die  ropes. 

Last  month  even  mighty  Block- 
buster, which  aggressively  bought  into 
the  business  just  four  years  ago, 
announced  plans  to  shut  50  of  its 
stores,  taking  a  $  1 00  million  writeoff 
in  the  process. 

Is  the  shakeout  complete?  Can  the 
mass  merchants  sit  back  now  and  enjoy 
their  control  of  the  business?  Not  yet. 
Another  fierce  competitor  is  about  to 
enter  the  fray,  a  business  that  knows  a 
thing  or  two  about  lean  operating 
margins:  supermarkets. 

By  the  end  of  the  year,  if  a  Rich- 
mond, Va.- based  upstart  called  Fresh 
Picks  has  its  way,  more  than  300  super- 
markets across  the  nation  will  be  vying 
for  a  piece  of  the  $12  billion  recorded 
music  business.  Spearheading  this 
effort  is  a  40-year-old  Brit  named 
Michael  Rigby. 

Rigby  comes  with  good  credentials. 
A  London  School  of  Economics  grad- 
uate and  17-year  veteran  of  music 
sales,  Rigby  was  the  guy  who  got  Cir- 
cuit City  Stores  into  the  music  business 
and  made  the  giant  $7  billion  (sales) 
consumer  electronics  retailer  one  of 
the  key  players  in  the  recent  price  war 
that  brought  specialty  music  shops  to 
their  knees. 

Rigby  is  more  than  a  rack  jobber. 


Fresh  Picks  President  Michael  Rigby 

Buy  your  CDs  right  next  to  the  lettuce. 

He  has  commitments  of  up  to  $10 
million  in  seed  money  from  private 
investors  and  plans  to  outfit  supermar- 
kets with  CD  racks,  listening  stations 
and  more  than  400  titles  of  popular 
music.  Fresh  Picks  will  handle  all  the 
purchasing,  distribution,  inventory 
control,  even  special  orders.  The  stores 
need  only  give  him  some  space  and 
collect  their  share  of  the  gross. 

Some  grocery  outlets  have  been 
peddling  records  and  tapes  for  years,  of 
course — such  as  Christmas  music  and 
children's  songs.  But  the  selections 
were  limited,  and  there  was  never  an 
effort  to  stock  the  major  supermarket 
chains  nationally  or  track  what  was  sell- 
ing well.  Rigby,  using  inventory  soft- 
ware from  Sacramento,  Calif. -based 
Nordic  Information  Systems,  will 
monitor  sales  nationwide  and  be  able 


to  quickly  restock  those  titles  that  are 
moving  rapidly. 

By  having  a  store's  music  selections 
cater  to  local  tastes — country  music  in 
rural  areas,  rap  in  the  inner  cities,  for 
example — Rigby  hopes  to  capture 
impulse  buyers  and  then  gradually 
convince  customers  that  supermarkets 
are  the  best  places  to  buy  tunes.  He's 
targeting  chains  like  IGA  and  Piggly 
Wiggly,  which  are  serviced  by  Fleming 
Cos.,  the  food  distributor  that  services 
more  than  10%  of  the  nation's  30,000 
supermarkets,  as  well  as  others.  Rollout 
will  begin  in  the  second  quarter. 

Stacking  Mariah  Carey  CDs  next  to 
couscous  and  cantaloupe  may  sound 
odd,  but  Rigby's  betting  that  super- 
markets, with  their  high  in-store  traf- 
fic and  coveted  demographics,  will 
make  quick  work  of  the  music  busi- 
ness. "Customers  go  into  a  supermar- 
ket with  an  open  shopping  list  and  a 
100%  intent  to  spend,"  Rigby  explains. 
"Nobody  I've  ever  spoken  to  comes 
out  with  exactly  what  they  intended." 

Rigby  also  likes  the  fact  that  while 
supermarkets  have  expanded  into 
things  like  floral  shops  and  tuxedo 
rentals,  the  star  performer  in  the  last 
few  years  for  nonfood  merchandise  has 
been  videocassette  sales. 

Supermarkets  have  quietly  captured 
12%  of  the  $7.5  billion  video  sell- 
through  market,  a  feat  they've  accom- 
plished with  little  to  no  effort.  "By 
their  own  admission  they've  done  it 
with  their  left  hand,  and  now  they're 
looking  for  more  such  stuff,"  says 
Rigby.  His  CDs  for  example. 

Rigby's  confidence  is  bolstered  by 
reports  from  Europe.  In  the  last  two 
years  supermarket  chains  in  the  United 
Kingdom  have  plucked  12%  of  the 
music  business.  And  in  France  super- 
markets now  control  more  than  50% 
of  the  music  market. 

There  are  skeptics.  "If  their  strategy 
is  to  attract  potential  consumers  via 
price,  then  that  could  bring  another 
player  into  the  price  wars,"  warns 
James  Caparro,  chief  executive  of  Poly- 
Gram  Group  Distribution.  "That's  not 
an  appealing  prospect." 

Rigby  says  he  is  going  to  compete 
on  convenience  as  much  as  on  price. 
He  won't  meet  Wal-Mart's  prices — the 
lowest  in  the  business — but  will  be 
"competitive"  with  other  outlets.  The 
distribution  revolution  rolls  on.  ■■ 
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Open  doors  of  communication.  Avenues  to  reach  the  right  person.  These  are  the  routes  to  productivity 
that  active  partnership  travels.  By  maintaining  ongoing  dialogue  among  customers,  brokers  and  our  people, 

we  work  to  create  custom-tailored  risk  management  products  and  solutions  that  yield  superior  results  in 
areas  like  cost  management  and  customer  service.  As  a  member  of  The  Worldwide  Zurich  Insurance  Group, 
we  provide  extensive  financial  strength,  and  offer  long-term  active  partnership  to  you.  For  more  information, 
contact  your  agent  or  broker,  or  call  1-800-382-2150  today. 


ZURICH-AMERICAN 

INSURANCE  GROUP 

The  Power  ai  Partnership" 

A  MEMBER  OF  THE  WORLDWIDE  ZURICH  INSURANCE  GROUP 


EDITED  DY  JOSHDA  LEUINF 


Notice  all  those  ads  that  barely  talk  about  the  product? 
A  lot  of  them  are  aimed  at  helping  you 
be  extravagant  without  feeling  guilty. 

Conditional 
hedonism 


An  angelic-looking  young  girl 
blows  bubbles  in  the  backseat  of  a 
car  while  her  mother  and  grand- 
mother look  on  in  delight.  Though 
there  isn't  a  watch  in  sight,  this  is  a 
watch  ad.  It  says  nothing  about 
keeping  time  or  looking  smart.  Just 
a  simple  headline:  "Begin  your  own 
tradition." 

In  one  version  of  the  "■""j 
advertisement  you  learn  ' 
that  "some  people  feel  that 
you  never  actually  own  a 
Patek  Philippe.  You  merely 
take  care  of  it  for  the  next 
generation." 

So  that's  it.  Pulling  the 
legacy  lever  is  a  way  to  over- 
come the  guilt  that  comes 
with  spending  upwards  of 
S8,000  on  a  watch.  You're  not 
just  buying  it  for  yourself  on  a 
narcissistic  lark.  You're  buying 
it  for  your  kids. 

"We  realized  it's  not  enough 
just  to  make  the  finest  watch  in 
the  world,  so  we  tried  in  our 
research  to  find  something  that 
really  struck  an  emotional  chord," 
says  Henry  Edelman,  president  of 
Patek  Philippe.  "This  was  it." 

Elissa  Moses,  who  runs  a  trend- 
watching  outfit  called  the  Brain- 
Waves  Group  in  New  York,  calls 
this      "conditional  hedonism." 
Boomers  want  to  buy  luxury  goods, 
she  says,  but  they  want  to  be  p.c. 
about  it,  too.  "They  want  a  rationale 
to  have  a  blast,"  she  says. 

Thus  the  new  Lands'  End  catalog 
sells  a  handmade  cableknit  sweater  for 
$225 — an  expensive  item  for  Lands' 
End.  But  don't  feel  guilty.  This  isn't 
sinful  self-indulgence.  "Could 
become  an  heirloom,"  explains  the 
catalog. 


Then  there  are  the  car  ads  for 
S40,000  Volvos  and  bmws  built 
around  sober-minded  discussions  of 
dual-side  air  bags  and  the  sanctity  of 
life  of  crash-test  dummies.  Hell, 
you're  not  just  buying  an  expensive 
car.  You're  showing 


Beg'"  y 


Patek  Philippe's  new  warm  and  fuzzy  ad 
"A  rationale  to  have  a  blast." 


you  really  care  about  your  family. 
"They  talk  about  safety  for  children, 
when  obviously  what  they  really  want 
is  [to  sell  you]  a  big  luxury  car,"  says 
Thomas  Wilson,  who  runs  a  media 
services  company  in  New  York  and 
has  bought  media  for  the  likes  of 
Tiffany  and  Mercedes-Benz. 

Agrees  Stuart  Mattson,  director  of 


account  planning  at  Margeotes/Fer- 
titta  &  Partners,  a  New  York  ad 
agency  that  handles  luxury-goods 
clients  like  Godiva  Chocolatier  and 
Bombay  Sapphire  gin:  "Forget  about 
the  'I'm  worth  it'  approach  to 
uxury.  It's  just  too  crass  for 
today." 

Expect  more  of  this  kind  of 
thing,  says  Cheryl  Russell,  who 
writes  the  Boomer  Report  from 
Ithaca,  N.Y.  "Family  history  and 
heirlooms  become  increasingly 
important  in  life,  particularly 
when  parents  start  dying,  and 
that's  exacdy  the  situation  a  lot 
of  boomers  are  in  right  now," 
says  Russell. 

So  how's  conditional  hedo- 
nism working.5  Pretty  well. 
Michael  Moretti  is  a  Patek 
Philippe  dealer  and  owner  of 
Moretti's  Fine  Jewelry  in 
San  Antonio,  Tex.  During 
the  recent  Christmas  season 
he  sold  eight  $15,000 
Patek  Philippe  Golden 
Ellipse  models  featured  in 
the  legacy  ad.  That's  twice 
as  many  as  he  had  sold 
the  entire  year  before. 
"They  are  coming  in  and  asking 
for  the  watch  in  the  ad,"  says  Moret- 
ti. In  all,  Patek  Philippe  will  sell  out 
its  entire  U.S.  allocation  of  3,000 
watches. 

One  possible  risk.  Kids  take  this 
kind  of  thing  very  seriously  indeed. 
One  8-year-old  accompanying  his 
father  to  Moretti's  jewelers  looked  on 
with  a  proprietary  interest  as  they 
changed  the  watchband  on  his 
father's  Patek  Philippe.  "That's  my 
watch,"  the  youngster  announced 
grandly. 

Hey,  kid,  not  yet.  -J.L.  WM 
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rhe  Future  Of  Digital  Imaging 

^■Welcome  to  the  Aficio  series.  From  Ricoh.  Remarkable  copy 
quality.  Increased  productivity.  Greater  reliability.  The  Aficio 
[00  Digital  Copier  is  an  entirely  new  way  of  making  black  &  white 
opies.  Its  digital  brain  gives  you  richer,  crisper  black  &  white  with  a 
vhole  new  array  of  image-manipulation  features.  Come  see  what  we 
an't  show  you  here.  A  real  Aficio  copy.  Call  1  800  63  RICOH  or 
neet  us  at  http://www.ricoh.com 


IW6  Rkoh  Corporation  As  an  ENERGY  STAR  Partner,  Rkoh  Corporation  has  Jctcrmincd  that  this  prndikt  meets  [he  hNT.RGY  STAR  iMiidclm 


Ricoh  Aficio  400 
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THE  FUNDS 


How  to  build  a 
fund  portfolio 


Wrong  question:  What  are  the  top-performing  funds? 
Right  questions:  What  am  I  trying  to  accomplish  in  building  a  portfolio? 
What  is  the  most  cost-effective  way  to  accomplish  that  goal? 
How  many  funds  do  I  need  to  accomplish  it? 


By  Mary  Beth  Grover 

Too  bad  history  doesn't  neatly  repeat  itself.  Fund 
investing  would  be  so  easy.  You  w  ould  follow  the  advice 
of  all  those  sages  w  ho  say  most  of  your  money  should  be 
in  stocks;  stocks,  after  all,  have  done  so  much  better  than 
bonds  or  cash  in  recent  years.  You  would  buy  the  top-per- 
forming funds  of  the  past  five  years,  feeling  confident  that 
they  are  the  most  likely  to  do  the  best  in  the  future.  If  the 
list  changed,  why,  you  would  just  add  another  fund  or 
two  every  year  to  your  portfolio. 

History  doesn't  repeat.  Not  that  simply.  Investing  this 

Juggling  the  risk 


Bold 

Years  with  a  loss  since  12/31/25:  19 


way  is  a  recipe  for  fund  clutter  and  disappointment. 

Do  you  have  a  reasoned,  cohesive  strategy,  or  do  you 
buy  funds  willy-nilly?  When  you  see  a  magazine  list 
"Seven  funds  to  buy  now,"  do  you  then  reach  for  your 
checkbook? 

Here's  a  better  way:  Don't  pay  much  attention  to  the 
recent  action  in  the  stock  market — that's  the  past.  Start 
by  thinking  about  what  you  are  trying  to  accomplish: 
How  much  reward  can  you  expect  from  investing  over  a 
long  period,  and  how  much  risk  are  you  willing  to  take  to 


Average 
loss 


Loss  in 
73-74 
bear  market 


Average 
annual 
return 


Stocks,  bonds  or 
cash?  These  port- 
folios show  how 
much  you  could 
make — and  lose. 


Stocks 
80% 

-10% 

Somewhat  bold 

Loss  years:  16 

■ 

Somewhat  timid 

Loss  years:  13 

■ 

mm 

Cash 
20% 

7.5% 

Timid 

Loss  years:  13 

■ 

Stocks 

20%                                6 .  % 

Cash 
20% 

- 

Source:  Ibbctson  Associates 
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''get  it?  That  question  deter- 
mines how  much  you  should 
be  willing  to  put  in  the  stock 
market  and  how  much  volatility 
you  can  stand  in  a  fund. 
Next,  make  a  conscious,  philosophical 
choice  about  whether  you  are  willing  to 
spend  more  for  a  successful  manager — and  spend 
time  finding  him — in  an  effort  to  beat  the  market.  If  not, 
you  should  be  in  passive  index  funds  that  merely  track  the 
averages. 

Last  step:  Construct  a  well- 
defined  portfolio  that  fits  your 
risk  profile  and  that 
N^v  /^sss,.  follows  either 
an  active  or  a  passive  ^-Ci 
management  style.  When 
you  are  picking  the  funds,  pay  as  much  \\ 
attention  to  the  costs  of  ownership  as  you 
do  to  past  performance.  Above  all,  don't  pick 
too  many.  Five  will  be  plenty. 

The  Forbes  fund-grading  system  forces  you  to  think 
about  risk.  It  gives  as  much  visibility  to  performance  in 
bear  markets  as  to  performance  in  good  ones,  even 
though  bear  markets  have  been  few  and  mild  in  the  past 
decade. 

Our  Best  Buy  fund  rankings,  set  out  on  pages  162  and 
163,  are  another  key  element  in  this  process.  By  giving  at 
least  as  much  weight  to  cost  (in  the  case  of  high-grade 
bond  funds,  more  weight)  as  they  do  to  performance, 
they  put  a  lot  of  emphasis  on  one  of  the  few  elements  of 
investing  that  are  predictable:  namely,  the  drag  on  future 
performance  from  fees  and  loads. 

Let's  take  the  risk/reward  profile  first.  This  question 
hardly  surfaces  in  the  advice  that  some  experts  offer.  They 
will  tell  you  that  unless  you  are  near  retirement,  you 
should  have  just  about  all  your  money  in  stocks.  Crashes? 
Not  to  worry;  stocks  always  come  back.  What  if  you  need 
cash  for  a  financial  emergency?  Don't  worry  about  that, 
either,  you  are  told;  you  can  always  borrow  against  your 
stocks  or  stock  funds.  What  happens  if  the  market  tum- 
bles and  you  get  a  margin  call?  Gosh,  they  say,  it  proba- 
bly won't  happen.  It  does  happen. 

A  more  realistic  notion  is  that  stocks  do  crash,  some- 
times for  more  than  a  decade.  Had  you  bought  at  the 
market  peak  in  1929,  you  were  still  under  water  15  years 
later,  even  with  dividends  reinvested.  You  may  not  have 
the  mental  stamina  or  the  longevity  to  ride  out  the  losses. 
The  experts  cite  proof  that  it's  next  to  impossible  to  lose 
money  in  stocks  over  20-year  holding  periods:  Such  pro- 
longed bear  markets  have  never  occurred  in  the  U.S.  But 


S 


Beat  the  market:  see  pages  162, 163 


are  they  really  impossible?  Think  about 
this:  Seven  years  away  from  their  December  1989  high, 
Japanese  stocks  are  still  down  50%.  It  is  not  impossible 
that  a  Japanese  investor  who  bought  Japanese  stocks  at 
the  peak  will  still  be  under  water  20  years  later. 

Are  we  saying  the  U.S.  market  is  ready  to  crash?  No. 
Even  if  it  does,  there's  no  doubt  that  a  substantial  dose  of 
stocks  is  the  best  way  to  beat  inflation  over  a  working  life- 
time. All  we're  saying  is  that  you  should  think  now  how 
you  might  react  to  a  prolonged  bear  market. 

Before  you  join  the  hopping  stock  party,  ask  yourself 
this:  How  much  money  could  I  stand  to  lose?  A  portfo- 
lio invested  exclusively  in  stocks  chalked  up  average  annu- 
alized returns  of  10.7%  over  the  past  71  years,  according 
to  Chicago,  111. -based  Ibbotson  Associates.  But  that  aver- 
age disguises  some  ugly  losses.  Stocks  lost  money  in  20  of 
the  past  71  years.  The  average  loss  in  those  20  years 
_  was  12%.  In  the  bleak  1973-74  bear  market,  stocks 
\vv  lost  a  cumulative  43%.  How  would  your  digestion 
\7  be  affected  if  you  saw  43%  of  your  life's  savings 

vanish  in  a  couple  of  years? 
f.     Another  option:  Bonds.  Bonds  have  done 
Wv  badly  this  century  because  there  have  been 
\^\      repeated  bouts  of  serious  inflation.  Now, 
though,  they  offer  a  real  return  (yield 
minus  current  inflation  rate)  of  4%  or 


Buy  the  market:  see  pages  162, 163 
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THE  FUNDS 


so.  That  is  not  bad.  By  way  of  comparison,  stocks  cur- 
rently yield  only  2%.  To  that,  you  can  add  a  real  growth 
rate  in  dividend  payouts  to  arrive  at  a  real  total  return. 
(Since  1925  dividends  have  been  growing  in  real  terms 
at  just  over  1%  a  year.)  Result?  Real  returns  on  stocks  of 
3%  or  so,  bonds  4%. 

Future  growth  in  stock  payouts  may  be  stronger,  of 
course.  But  this  little  exercise  may  convince  you  that  it  is 
not  guaranteed  stocks  will  beat  bonds  over  the  next 
decade  or  two.  Yet  that  is  what  the  public  seems  to  think. 
Last  year  stock  funds  took  in  18  times  as  much  new 
money  as  bond  funds,  taxable  and  tax-free  combined. 

Then  there  is  cash.  "Cash  is  one  of  the  few  genuinely 
contrarian  ideas  available,"  says  James  Gipson,  the  54- 
year-old  manager  of  the  low-risk  Clipper  Fund,  which  is 
25%  invested  in  the  maligned  asset. 

Take  a  look  at  the  chart  on  page  156.  Using  historical 
returns  since  the  end  of 


Good  buys:  small-company  funds 


No  loads,  fair  expenses,  reasonable  risk. 


1925,  it  shows  how  much  a 
watered-down  portfolio 
loses  in  risk  and  in  reward. 
A  20%  dose  of  cash  and  a 
40%  dose  of  bonds,  for 
example,  would  have 
halved  the  pain  of  the 
1973-74  stock  crash.  It 
would  also  have  cut  your 
returns.  That  10.7%  aver- 
age annualized  return  since 
1926  dwindles  to  7.5%  on 
this  tamer  portfolio,  but 
that  still  puts  you  well 
ahead  of  inflation's  3%  bite. 
And  if  you  think  you'd  HM 
panic  and  sell  out  of  stocks 

in  a  nasty  downturn,  you're  better  off  with  the  somewhat 
timid  portfolio.  "People  think  they  have  a  long-term  hori- 
zon, but  the  reality  is  they  look  for  their  fund's  perfor- 
mance in  the  paper  every  day,"  says  Robert  Ludwig,  chief 
investment  officer  at  Oaks,  Pa. -based  SEI  Investments. 

Within  the  stock  allocation  you  choose,  there  is  a  fur- 
ther division  of  assets.  Some  of  the  money,  perhaps  a  fifth, 
should  go  into  foreign  stocks.  The  U.S.  portion  has  to  be 
divided  between  large-company  stocks  and  small-compa- 
ny stocks.  Small-company  stocks  supposedly  do  a  bit 
better  over  very  long  holding  periods,  but  they  incur  a  lot 
more  volatility  along  the  way  and  they  suffer  very  long 
stretches  (the  past  15  years,  for  example)  when  they  lose 
ground  to  big  stocks. 

Having  made  your  allocation  choices,  now  consider 
your  personality.  Are  you  a  hard-nosed  cynic  or  a  bright- 
eyed  optimist?  If  the  former,  buy  index  funds,  which  pas- 
sively track  the  market  averages  and  do  so  at  low  cost. 
Over  the  past  ten  years,  according  to  fund  rater  Morn- 
ingstar,  Inc.,  a  measly  one-fifth  of  U.S.  domestic  equity 
fund  managers  managed  to  beat  the  market  as  measured 
by  the  Standard  8c  Poor's  500  stock  index. 

The  biggest  index  funds  track  that  s&P  average.  There 
are  other  index  funds  for  small  stocks  and  foreign  stocks. 
The  Forbes  Best  Buys  in  index  funds  are  on  page  162. 


As  for  the  optimists?  Use  our  Best  Buy  rankings  of 
actively  managed  stock  funds,  also  on  page  162.  These 
rankings  are  based  on  a  composite  score  that  assigns  equal 
weight  to  past  performance  and  to  current  costs.  The  per- 
formance measure  is  risk-adjusted — that  is,  volatile  funds 
are  penalized.  The  cost  measure  takes  into  effect  the 
annual  expense  ratio  and  the  sales  load. 

For  domestic  funds,  our  Best  Buy  tables  are  further 
divided  into  two  styles  of  management — value  and 
growth — courtesy  of  a  portfolio  analysis  by  Morningstar. 
Value  stocks  like  usx  and  Chrysler  trade  at  low  multiples 
of  their  earnings,  book  value  and  dividends.  Growth 
stocks  like  Coca-Cola  trade  at  high  multiples.  Value  and 
growth  each  have  their  good  years;  if  you  don't  have  a 
strong  opinion,  buying  one  of  each  covers  both  bases. 

All  of  our  Best  Buy  stock  funds  focus  on  shares  of  large 
companies.  What  about  small-company  funds?  There  are 

some  respectable  outfits 


Fund  5-year 

Assets 

Median 

Annual 

annualized 

11/30/96 

market 

expenses 

total 

($mil) 

cap 

per 

return 

($bil) 

$100 

Small-company  value 

Lindner  Growth  Fund-Investor  14.3% 

$1,447 

$1.9 

$0.63 

Skyline  Fund-Special  Equities  20.6 

167 

0.4 

1.51 

Small-company  growth 

Acorn  Fund  17.6 

2,813 

0.4 

0.57 

Baron  Asset  Fund  20.0 

1,125 

1.3 

1.40 

Sources.  Forbes;  Upper  Analytical  Services;  Morningstar,  Inc. 

here,  but  none  compete 
with  the  best  of  the  big- 
company  funds  in  combin- 
ing good  performance,  low 
risk  and  low  costs  of  own- 
ership. Still,  if  you  want  to 
own  an  actively  managed 
portfolio  of  small  stocks, 
consider  one  of  the  four 
funds  in  the  table  at  left, 
"Good  buys:  small -compa- 
ny funds."  Be  careful  not  to 
fall  for  the  line  that  the  per- 
formance of  small-compa- 
ny stock  funds  as  a  group 
will  overcome  their  high 
costs,  because  the  market 
for  small-company  stocks  is  so  inefficient.  Morningstar 
found  that  nearly  60%  of  small-company  stock  funds 
lagged  their  benchmarks  over  the  past  five  years. 

Another  reasonable  strategy:  Own  an  actively  managed 
large -company  fund  and  then  index  your  small-company 
exposure  with  a  stake  in  the  Vanguard  Index — Small  Cap 
Stock  Fund.  This  fund  runs  a  low  0.25%  annual  expense 
ratio  and  also  imposes  a  0.5%  purchase  fee  that  goes  to 
fellow  fund  shareholders. 

Let's  recap  die  portfolio.  You  should  own  a  bond  fund 
chosen  from  our  Best  Buy  bond  rankings  (p.  163);  get  a 
muni  fund  if  you  are  in  a  high  tax  bracket  and  not  invest- 
ing through  a  tax-deferred  account.  Next,  a  large-com- 
pany U.S.  stock  fund.  Next,  a  foreign  stock  fund.  Lastly, 
both  optional:  a  money  market  and  a  small-company 
fund.  Five  funds  will  do  it,  even  if  you  have  $1  million  to 
invest.  Buying  hot  funds  will  not  make  you  richer. 
Owning  dozens  of  funds  will  not  make  you  safer;  you  will 
just  get  average  performance  at  a  high  cost. 

Yes,  we  know.  We  could  sell  more  magazines  if  we  simply 
touted  ten  hot  funds  to  buy  now.  Warnings  that  the  bear 
still  lurks  is  not  the  message  most  want  to  hear.  But  Forbes 
has  been  in  business  79  years  and  recommended  mutual 
funds  when  most  people  never  heard  of  them.  We'll  take 
the  long  view.  It  will  serve  our  readers  best.  ■■ 
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Our  family  tree  just  got  bigger. 


Two  companies  committed  to  compet- 
itive products  and  services  have  become 
one.  The  value-driven  management  of 
Evergreen  Funds  has  merged  with  the 
experience  and  history  of  Keystone, 
a  mutual  fund  company  with  more  than 
60  years  of  management  expertise. 
Together      they      have      more  than 


t 


$27  billion  in  assets  under  management. 
In  short,  you  now  have  74  funds — and 
one  company — to  help  meet  your  invest- 
ment needs.  Call  your  financial  adviser 
or  call  us  at  1-800-343-1243,  ext.  103 
for  a  free  prospectus.  The  prospectus 
contains  more  complete  information, 
including  all  charges  and  expenses. 


Evergreen  Keystone 


FUNDS  O 


MORE  CHOICES  FOR  YOUR  IRA. 


NOT  FDIC-INSURED  |  NO  BANK  GUARANTEE  |  MAY  LOSE  VALUE 


Evergreen  Keysrone  Distributor,  Inc.  1/97  http://www.evergreenfunds.com 


How  to  rate 
a  fund 


162  Best  buy  stock  and  bond  funds 
166  Stock  and  balanced  funds 
176  Taxable  bond  funds 
186  Municipal  bond  funds 


By  James  M.  Clash 

The  dumb  way  to  buy  a  mutual  fund  is  on  the  basis  of 
how  well  it  did  in  recent  markets.  There  is  also  a  smart 
way.  If  you  were  permitted  to  know  only  three  things 
about  a  mutual  fund  before  deciding  whether  to  own  it, 
these  are  the  questions  you  should  ask:  How  well  does 
this  fund  do  in  bull  markets?  How  well  in  bear  markets? 
What  does  it  cost  to  own  it? 

We  answer  those  questions  for  1,376  equity,  taxable 
bond  and  municipal  bond  funds.  The  bull  and  bear  ques- 
tions are  answered  by  Forbes1  unique  evaluation  system 
that  compares  funds  with  their  peers.  The  "cost"  we  are 
talking  about  is  the  percentage  of  assets  you  lose  every 
year  to  fees  and  overhead.  ^^^^^^^^^^^ 

Why  make  such  a  big  deal  about 
this  expense  ratio,  if  its  effect  is 
already  captured  in  the  perfor- 
mance numbers?  Because  it  is  one 
element  of  past  behavior  that  is  very 
predictable  for  future  years. 
Yesterday's  hot  performer  could 
turn  into  tomorrow's  dog,  especial- 
ly if  the  market  changes  direction. 
But  the  costs  drag  on. 


On  the  Web 

Check  out  www.forbes.com  for 
Lipper  Analytical  Services'  tear 
sheets  on  Best  Buy  stock  funds. 
These  reports,  in  Adobe  Acrobat 
format,  contain  historical  perfor- 
mance data,  comparative  measure- 
ments and  Lipper's  evaluation  tools. 


What  about  risk?  You  can  get  an  excellent  notion  of  a 
hind's  risk  level  by  looking  at  its  down-market  grade. 
The  Putnam  OTC  Emerging  Growth-A  Fund,  for  exam- 
ple, has  done  very  well  over  the  past  five  years  and  rates 
an  A  for  bull  markets.  But  its  F  rating  shows  that  it  loses 
money  faster  in  bear  markets  than  most  other  funds. 

We  grade  funds  on  a  curve.  The  top  5%  get  an  A-plus; 
the  next  15%,  A;  the  next  25%,  B;  the  next  25%,  C;  the 
next  25%,  D;  the  remaining  5%,  F.  A  stock  fund  is  rated 
only  if  it  has  been  around  for  at  least  two  market  cycles 
(since  May  31,  1990);  a  fixed-income  or  balanced  fund, 
only  if  it  has  been  around  for  five  years.  The  five-year 
performance  number  is  annualized. 

Forbes  publishes  a  much  longer 
survey  of  mutual  fund  performance 
every  summer  (see  the  Aug.  26, 
1996  issue). 

Much  of  the  information  in  that 
survey  can  be  found  on  our  Web 
site  (see  box).  You  can  also  get  more 
information  by  calling  the  fund. 
Most  have  toll-free  numbers  listed 
at  800-555-1212.  H 


Rising  markets 

1 

11/30/87  to 
5/31/90 

10/31/90  to 
1/31/94 

6/30/94  to 
12/31/96 

Declining  markets 

8/31/87  to 
11/30/87 

■  5/31/90  to  1 

1  10/31/90  1 

■■■■ 

1  1/31/94  to  1 
:  6/30/94 

Ratio  scale  300 
(8/31/87  =  100) 


The  Standard  &  Poor's  500  price  index, 
scaled  so  that  Aug.  31,  1987  is  100,  shows 
the  market  cycles  against  which  Forbes 
measures  U.S.  stock  fund  performance. 
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Are  all  your  talents  working  in  concert? 


An  impressive  range  of  skills 
can  be  found  in  almost  every 
organization.  The  challenge,  of 
course,  is  getting  them  to  per- 
form harmoniously. 

Andersen  Consulting  works 
to  help  synchronize  all  of  your 


vital  components:  strategy, 
technology,  process  and  people. 

With  vast  experience  in  each 
of  these  areas,  we  can  help  you 
seamlessly  blend  individual 
strengths  with  collective  goals. 
Because  these  days,  organiza- 


tions don't  perform.  Unless  they 
perform  together. 

Andersen 
Consulting 


Visit  our  web  site  at  http://www.ac.com. 


Naive  fund  rankings  look  only  at  performance.  Here, 
we  put  as  much  emphasis  on  cost  of  ownership. 

We  define  cost  as  the  sum  of  two  numbers:  the  annual 
expense  burden  and  a  fifth  of  the  upfront  sales  load,  if  any. 
Assumption;  You  hold  a  fund  for  about  five  years. 

The  performance  numbers  used  in  these  rankings  are 
based  on  total  return  over  the  past  five  years.  The  perfor- 
mance number  for  a  fund  is  risk- adjusted;  that  is,  a  volatile 
fund  is  expected  to  deliver  more  to  earn  its  keep. 

Two  rankings,  one  for  performance  and  one  for  low 


Stock  funds 


Performance  Fund 

5-year 

Assets 

Weighted 

Median 

Maximum 

Annual 

Minimum 

Risk 

UP  1 

X)WI 

M  i 

annualized 

11/30/96 

average 

market  cap 

sales 

expenses 

initial 

level 

—markets—  1 

otal  return 

($mil) 

P/E 

($bil) 

charge 

per  $100  investment 

U.S.  stock 

Large  company  value 

C 

B 

Fidelity  Equity-Income  Fund 

1  7  AO/ 

i/A/o 

1 1  0  0  0  1 

1  C  C 

$15.4 

none 

♦  ft  CO 

low 

b 

b 

vanguaru/winosor  ii 

1  C  1 

lb./ 

io,i  14 

1  C  Q 

ib.y 

none 

ft  /Ift 

U.4U 

3,UUU 

average 

b 

c 

Babson  Value  Fund 

1  Q  C 

lo.b 

CIO 

Did 

1  A  E 
14.0 

i  a  n 
14.9 

none 

ft  DO 

l.UUU 

average 

c 

b 

Dodge  &  Lox  stock  rund 

1  7  C 

l/.b 

1,034 

17  0 
1/.0 

IB. 9 

none 

ft  Cft 

U.bU 

2,500 

high 

U 

b 

Safeco  Income  Fund 

1  A  0 

14. y 

OA  A 

Z44 

1  Q  Q 

ii>.i 

none 

ft  QC 

U.iSb 

i  Ann 
l.UUu 

very  low 

Large  company  growth 

! 

B 

Columbia  Growth  Fund 

15.1 

989 

22.3 

16.2 

none 

0.75 

1,000 

average 

C 

B 

Dreyfus  Appreciation  Fund 

13.6 

605 

21.6 

49.5 

none 

0.92 

2,500 

low 

— 

B 

B 

Vanguard  US  Growth  Portfolio 

12.9 

4,524 

20.8 

27.7 

none 

0.47 

3,000 

very  low 

A 

D 

Harbor  Capital  Appreciation 

16.0 

1,434 

22.4 

16.0 

none 

0.75 

2,000 

very  high 

A 

D 

Fidelity  Growth  Company 

14.8 

8,548 

21.2 

15.3 

3.00% 

0.96 

'  2,500 

average 

U.S.  balanced 

B 

A 

Fidelity  Puritan  Fund 

14.8 

17,071 

19.8 

35.0 

none 

0.72 

2,500 

average 

A 

C 

Dodge  &  Cox  Balanced  Fund 

14.0 

2,579 

17.3 

18.7 

none 

0.57 

2,500 

average 

B 

B 

Vanguard  STAR  Fund 

12.8 

5,332 

17.1 

11.3 

none 

0.39 

1,000 

low 

A 

C 

Vanguard/Wellington  Fund 

13.5 

14,152 

19.0 

19.1 

none 

0.33 

3,000 

average 

B 

A 

■  , 

Fidelity  Convertible  Securities  Fund 

14.1 

1,168 

18.2 

12.9 

none 

0.70 

2,500 

high 

Foreign  stock 

B 

C 

Vanguard  International  Growth  Portfolio 

12.6 

4,921 

25.3 

9.2 

none 

0.59 

3,000 

average 

A 

B 

T  Rowe  Price  International  Stock  Fund 

11.6 

8,309 

25.7 

7.4 

none 

0.91 

2,500 

average 

B 

C 

Schroder  Capital-International-Investor 

11.3 

266 

27.4 

7.8 

none 

0.91 

10,000 

average 

C 

B 

Scudder  International  Fund 

10.6 

2,618 

28.2 

7.4 

none 

1.14 

1,000 

low 

C 

B 

Fidelity  International  Growth  &  Income 

9.9 

1,025 

28.9 

9.3 

none 

1.16 

2,500 

low 

C 

C 

Vanguard/Trustees'  Equity-International 

8.7 

943 

25.9 

3.0 

none 

0.47 

3,000 

low  . 

C 

C 

T  Rowe  Price  New  Asia 

13.6 

2,251 

24.2 

2.0 

none 

1.11 

2,500 

high 

B 

6 

Invesco  International-European 

11.5 

256 

19.0 

8.2 

none 

1.40 

1,000 

average 

Global  stock 

A 

C 

USAA  Investment-Cornerstone  Strategy 

12.7 

1,045 

3.6 

1.7 

none 

1.15 

3,000 

very  low 

A 

C 

Scudder  Global  Fund 

12.5 

1,367 

24.1 

9.3 

none 

1.34 

1,000 

low 

C 

A 

SoGen  International  Fund 

12.9 

3,031 

23.0 

1.0 

3.75 

1.25 

1,000 

very  low 

B 

A 

New  Perspective  Fund 

13.9 

11,123 

21.1 

11.1 

5.75 

0.82 

250 

low  : 

C 

D 

United  Services-World  Gold  Fund 

15.8 

251 

42.1 

0.7 

"none 

1.51 

1,000 

very  high  • 

Index 

C 

B 

Vanguard  Index  Trust-500  Portfolio 

15.1 

23,674 

21.6 

35.3 

none 

0.20 

3,000 

average 

C 

B 

Fidelity  Market  Index  Fund 

14.8 

1,113 

21.4 

35.8 

none 

0.45 

2,500 

average 

B 

D 

Vanguard  Index  Trust-Extended  Market 

14.8 

1,746 

19.0 

2.2 

0.50t 

0.25 

3,000 

high 

e 

B 

T  Rowe  Price  Equity  Index  Fund 

14.8 

668 

21.4 

35.7 

none 

0.45 

2,500 

average  i 

tPurchase  fee,  with  proceeds  reverting  to  other  fund  shareholders  Sources:  Forbes:  Upper  Analytical  Services:  Morningstar,  Inc. 
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cost,  are  combined  in  a  composite  score.  With  stock  and 
junk  bond  funds,  where  differences  in  fund  managers'  skill 
are  most  likely  to  demonstrate  themselves,  we  weight  cost 
and  performance  equally.  With  global  bond  funds,  we 
weight  costs  twice  as  heavily  as  performance.  And  with 
high-grade  domestic  taxable  bond  funds  and  all  munici- 
pal bond  funds,  we  count  cost  three  times  as  heavily  as 
performance. 

Funds  are  listed  in  a  descending  order  of  the  compos- 
ite cost/performance  ranking.  SB 


Bond  funds 


Performance  Fund 

5-year 

SEC 

Assets 

Weighted 

Maximum 

Annual 

Minimum 

Risk 

UP  1 

X)Wr\ 

1  'annualized 

yield 

11/30/96  avg  maturity 

sales 

expenses 

initial 

level 

—markets—  1 

otal  return 

($mil) 

(years) 

charge 

per  $100  investment 

Taxable-U.S.  Treasury 

A+ 

F 

Vanguard  Fixed  Income-L-T  US  Treasury 

8.4% 

6.4% 

$893 

21.0 

none 

$0.27 

$3,000 

high 

A 

D 

Vanguard  Fixed  Income-I-T  US  Treasury 

7.1 

6.1 

1,216 

7.5 

none 

0.28 

3,000 

average 

B 

D 

Galaxy  II— US  Treasury  Index 

6.6 

5.7 

121 

8.3 

none 

0.40 

2,500 

average 

Taxable-Ginnie  Mae 

C 

B 

Vanguard  Fixed  Income-GNMA 

6.7 

7.2 

7,031 

7.9 

none 

0.29 

3,000 

average 

C 

B 

Benham  GNMA  Income 

6.6 

6.7 

1,099 

7.8 

none 

0.58 

1,000 

low  ; 

C 

B 

USAA  Investment-GNMA  Trust 

6.4 

7.0 

303 

9.4 

none 

0.32 

3,000 

average  ; 

Taxable-junk 

C 

B 

Northeast  Investors  Trust 

15.9 

8.7 

1,017 

7.3 

none 

0.66 

1,000 

high  ; 

B 

C 

Fidelity  Capital  &  Income  Fund 

14.6 

5.8 

2,176 

6.6 

none  § 

0.98 

2,500 

high 

F 

A+ 

Nicholas  Income  Fund 

10.2 

NA 

168 

6.6 

none 

0.58 

500 

very  low  j 

Taxable-short-term 

D 

A 

Vanguard  Fixed  Income-Short-Term  Corp 

6.3 

6.0 

3,990 

2.4 

none 

0.27 

3,000 

average  ; 

D 

B 

Vanguard  Fixed  Income-S-T  US  Treasury 

5.7 

5.6 

935 

2.4 

none 

0.27 

3,000 

average 

° 

A 

Bernstein  Short  Duration  Plus 

5.4 

5.1 

529 

2.7 

none 

0.65 

25,000 

lOW  : 

Taxable-medium-term 

B 

C 

Vanguard  Total  Bond  Market  Fund 

7.0 

6.4 

2,611 

6.8 

none 

0.20 

3,000 

low 

B 

C 

Bernstein  Intermediate  Duration 

7.0 

5.7 

1,372 

7.7 

none 

0.64 

25,000 

low  I 

C 

Columbia  Fixed  Income  Securities 

7.2 

6.3 

328 

5.9 

none 

0.65 

1,000 

average 

- 

Taxable-long-term 

A+ 

D 

Vanguard  Fixed  Income-Long  Term  Corp 

8.8 

7.0 

3,3!  5 

20.0 

none 

0.31 

3,000 

high  ; 

A 

D 

Dodge  &  Cox  Income  Fund 

7.7 

NA 

369 

11.1 

none 

0.54 

2,500 

low  : 

A+ 

B 

Loomis  Sayles  Bond  Fund 

14.3 

7.7 

334 

19.1 

none 

0.79 

2,500 

high 

Municipal-short-term 

F 

A+ 

Vanguard  Muni  Bond-Limited  Term 

5.0 

4.1 

1,738 

3.3 

none 

0.21 

3,000 

average  j 

F 

A+ 

Vanguard  Muni  Bond-Short-Term 

4.0 

3.6 

1,411 

1.2 

none 

0.20 

3,000 

low  ; 

F 

A+ 

T  Rowe  Price  Tax-Free  Short-Intermediate 

4.9 

3.8 

435 

3.1 

none 

0.57 

2,500 

average 

Municipal-medium-term 

D 

B 

Vanguard  Muni  Bond-Intermediate 

7.1 

4.5 

5,853 

7.2 

none 

0.20 

3,000 

average  j 

D 

B 

USAA  Tax-Exempt  Fund-Intermediate 

6.9 

5.1 

1,654 

9.3 

none 

0.38 

3,000 

average 

F 

A+ 

USAA  Tax-Exempt  Fund-Short-Term 

4.9 

4.3 

762 

5.5 

none 

0.42 

3,000 

very  low 

Municipal-long-term 

A+ 

D 

Vanguard  Muni  Bond-High  Yield 

7.7 

5.4 

1,964 

16.9 

none 

0.20 

3,000 

high  j 

A+ 

D 

Vanguard  Muni  Bond-Long-Term 

7.7 

4.1 

1,100 

14.2 

none 

0.20 

3,000 

high  i 

A+ 

F 

Vanguard  Muni  Bond-Insured  Long-Term 

7.5 

5.1 

1,946 

13.4 

none 

0.20 

3,000 

high 

Municipal-one-state 

C 

A 

Benham  Calif  Municipal  High-Yield 

7.9 

5.4 

139 

21.0 

none 

0.51 

1,000 

average 

B 

C 

Fidelity  Massachusetts  Municipal  Income 

7.2 

5.0 

1,102 

15.3 

none 

0.55 

2,500 

average 

A 

D 

Vanguard  New  York  Tax-Free 

7.5 

5.0 

890 

11.7 

none 

0.22 

3,000 

high 

§Distributor  may  impose  redemption  fee,  with  proceeds  reverting  to  other  fund  shareholders.  NA:  Not  applicable  or  not  available.       Sources:  Forbes;  Upper  Analytical  Services;  Morningstar,  Inc. 
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ADVERTISEMENT 


"With  Parker,  we've  got  a  value  package 
that's  far  above  anything  the  competition 

Can  Offer.  Thomas  R.  Gee,  President 

McCoy  Sales  Corporation 

Tom  Gee  and  his  partner  John  Niemi  have  built 
McCoy  Sales  Corporation  into  one  of  the  fastest- 
growing  distributors  of  fluid-connector  components 
in  the  Rocky  Mountain  region. 

As  a  Parker  distributor,  McCoy  is  part  of  the  world's 
largest  network  for  selling  and  servicing  motion- 
control  components  and  systems. 


With  Parker  Hose  Doctor  "  mobile  service,  McCoy  Sales  Corporation  helps 
keep  vital  hydraulic  systems  on  diesel  engines  and  equipment  operating  at 
Vail,  Beaver  Creek  and  other  resorts  throughout  Colorado. 


replacement  part  right  off  the  shelf,  to  keep  a  backhoe 
or  a  factory  machine  up  and  running.  They  avoid  down- 
time without  the  expense  of  keeping  replacement  parts." 

The  Doctor  makes  house  calls 

"Nothing  compares  to  Hose  Doctor,"  said  John  Niemi. 
"A  24-hour  mobile  service  van  takes  our  service  right 
to  the  customer,  no  matter  where  that  customer  is. 

"Hose  Doctor  was  the  key  factor  in  our  getting  the 
contract  for  the  hoses  and  fittings  on  the  huge  diesel 
engines  used  for  backup  power  for  ski  lifts.  We  were 
the  only  outfit  which  could  send  a  trained  technician 


Each  Hose  Doctor  van  is  fully  equipped  to  make  emergency  repairs  or 
perform  customized  plumbing  for  hydraulic  systems  on  all  kinds  of  industrial 
and  commercial  machinery. 


"Big  is  good','  Mr.  Gee  said.  "But  more  important, 
we're  part  of  the  world's  best.  With  Parker,  our  cus- 
tomers know  they're  getting  the  best  quality.  Parker 
also  has  the  most  complete  line  -  over  100,000 
different  hydraulic,  pneumatic,  and  electromechanical 
components.  We  would  have  to  take  on  numerous 
other  brands  to  equal  the  selection  of  Parker." 

Non-stop  premier  service 

"But  service  is  the  real  closer,"  added  John  Niemi. 
"With  Parker,  we've  got  an  electronic  order  entry  and 
inventory  tracking  system  that's  amazing." 

"At  4  p.m.  yesterday,  a  customer  in  Denver  called 
and  said  he  needed  a  part  delivered  to  his  factory  in 
Frederick,  Maryland  overnight.  We  entered  it  through 
our  system  and  it  was  delivered  to  the  customer's 
facility  this  morning  -  exactly  as  promised." 

"But  it  doesn't  stop  there,"  said  Mr.  Gee.  "Parker 
has  shown  us  new  ways  to  serve  customers.  At  our 
retail  Parker  Store'",  a  building  contractor  or  a  plant 
maintenance  person  can  come  in  and  pick  up  a  single 


with  parts  and  equipment  to  custom-fit  each 
diesel  unit  according  to  the  manufacturer's  rigid 
specifications!' 

Not  just  lip  service 

"A  lot  of  companies  say  they  want  to  partner 
with  customers,"  said  Gee.  "But  with  Parker,  it's  not 
just  lip  service." 

"With  Parker  quality,  the  breath  of  the  Parker  line, 
with  the  service  and  training  programs,  and  with  new 
innovations  like  the  Parker  Store  and  Hose  Doctor, 
Parker  gives  us  a  value  package  that's  far  above 
anything  the  competition  has  to  offer." 

The  secret  to  growth 

Whether  it's  high  in  the  Rockies,  or  in  midtown 
Manhattan,  Parker  and  its  distributors  go  the  extra 
mile  to  deliver  extra  value.  It's  one  more  reason  Parker 
continues  to  grow  to  new  heights,  serving  over 
300,000  customers  in  industrial  and  aerospace 
motion-control  markets,  worldwide. 


ADVERTISEMENT 


Parker  distributors  keep  things 
noving,  every  where... even  at  Vail.8 


"Vail"  and  "Beaver  Creek"  are  registered  trademarks 
of  Vail  Trademarks.  Inc.  Photography  by  Jack  Affleck. 


All  over  the  world  -  hydraulic 
systems  keep  vital  machines  running, 
providing  the  power  essential  for 
modern  living. 

To  keep  things  on  the  move,  Parker 
Hannifin  has  built  the  world's  largest 
and  best-managed  network  of  distri- 
butors -  7,000  independent  business 
enterprises  committed  to  providing 
premier  service  that  enhances  per- 
formance of  our  customer's  products. 


McCoy  Sales  Corporation  in  Engle- 
wood,  Colorado  is  but  one  example. 
With  the  Parker  Hose  Doctor™ 
mobile  service,  McCoy  is  taking 
customer  service  to  new  heights 
-  7,000  feet  above  sea  level  -  to 
custom-fit  hydraulic  hoses  and  fittings 
on  giant  Cummins  diesel  engines 
used  to  supply  backup  power  for 
chair  lifts  at  Vail,  Beaver  Creek*  and 
other  ski  resorts  throughout  Colorado. 


Delivering  premier  service  in  a 
full  partnership  with  our  distributors 
is  one  more  reason  why  Parker 
has  grown  to  be  the  world  leader  in 
motion-control,  serving  over  300,000 
customers  in  industrial  and  aerospace 
markets,  worldwide. 

Write  for  our  annual  report. 
For  product  information,  call 
1-800-C-PARKER  (1-800-272-7537). 
A  Partnership  In  Vital  Technologies 

PH-NYSE 


Parker  Hannifin  Corporation 


17325  Euclid  Avenue 
Cleveland,  OH  44112-1290 
www.parker.com 
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Stock  and 
balanced 
funds 


Eager  buyers  poured  a  net  $223  billion  into  stock  funds 
last  year.  To  be  listed  below,  a  fund  must  have  at  least  $50 
illion  in  assets  and  a  record  going  back  at  least  to  May 
1990  for  stock  funds,  and  to  December  1991  for 
balanced  funds.  U.S.  funds  are  graded  against  up 
and  down  markets  of  the  S&P  500;  foreign  funds 
against  the  Morgan  Stanley  Capital 
£0  International  Europe,  Australasia  and  Far 
East  (eafe)  index;  global  funds  against  an 
equal  mix  of  the  s&P  and  the  eaee.  Balanced  funds 
are  compared  with  a  50-50  mix  of  the  s&P  and 
the  Merrill  Lynch  corporate-government  bond 
index  over  the  past  five  years.  wm 


Performance  Fund 

-Total  return- 

Annual 

1  Performance  Fund 

-Total  return- 

Annual 

UP 

Dowr 

1 

s- 

5- 

expenses 

1  UP 

DOWr 

s- 

5- 

expenses 

—markets— 

month 

year 

per  $100 

I  —markets— 

month 

year 

per  $100 

D 

i  A 

AAL  Capital  Growth 

22.1% 

12.1% 

$1.12 

B 

B 

Asia  Pacific  Fund'  (E) 

7.6% 

18.5% 

$1.58 

B 

D 

AARP  Growth-Capital  Growth1 

20.6 

11.4 

0.95 

B 

D 

Babson  Enterprise  Fund3 

21.3 

15.9 

1.09 

D 

A 

AARP  Growth-Growth  &  Inc1 

21.6 

15.9 

0.72 

D 

C 

Babson  Growth  Fund1 

21.8 

13.9 

0.85 

I  * 

I  ^ 

Acorn  Fund1 

22.5 

17.6 

0.57 

B 

C 

Babson  value  Fund 

22.7 

18.6 

0.98 

1  r 

r 

i 

18  8 

10.0 

19  i 

n  4fi 

U.HD 

n 

u 

r 

Ddr\crt  rcIUfcSS  at 

1fi  9 

1 1  Q 

1 1 .  j 

C 

C 

Addison  Capital  Shares 

23.2 

14.2 

1.96 

j  C 

c 

Bancroft  Convertible  Fund2  (B) 

17.6 

14.2 

1.20 

C 

D 

Advantus  Spectrum  Fund-A  (B) 

11.6 

8.7 

1.33 

A 

D 

Baron  Asset  Fund 

22.0 

20.0 

1.40 

A+ 

D 

AIM  Balanced  Fund-A  (B) 

19.2 

14.0 

1.43 

D 

B 

Bartlett  Basic  Value' 

18.4 

14.0 

1.17 

D 

A 

i  hi   r-i  i  i 

AIM  Blue  Chip 

23.8 

12.9 

1.30 

I 

I 

Berger  Growth  &  Income 

15.6 

11.0 

1.56 

Ax 

n 

I  u 

AIM  Fniutu    Aoorocciwo  Crnn/th 
Ml m  Cqimy— HgglcS5IVc  UIUWUI 

14  3 
14.0 

9/1  8 

1  (18 
1  Uo 

Dcigci  uric  nunurcu 

1 3  7 
10./ 

1 1  i 

11. X 

1  /I9 

D 

A 

AIM  Equity-Charter-A 

19.6 

11.4 

1.17 

B 

v- 

B 

Bergstrom  Capital2 

15.1 

11.2 

0.82 

A+ 

I  F 

AIM  Equity-Constellation-A 

16.3 

16.6 

1.20 

B 

D 

Berwyn  Fund 

14.4 

15.9 

1.23 

C 

C 

AIM  Equity-Weingarten-A 

17.7 

9.6 

1.20 

B 

B 

Wm  Blair-Growth1 

18.0 

15.0 

0.65 

C 

D 

AIM  Growth  Fund-A 

18.6 

9.4 

1.28 

I  C 

B 

Blanchard  Global  Growth  (G) 

13.3 

8.1 

2.54 

a 

n 

r 

AIM  Summit  FiinH 

hiivi  oummu  r'JMU 

1  Q  Q 

1 9  9 

n  71 

U./  1 

DlUc  Unip  Value 

91  3 
£1.0 

1 1  A 

10. H 

i  i  <i 
i .  i  j 

A 

C 

AIM  Value  Fund-A 

14.5 

17.0 

1.12 

B 

A+ 

;  Bond  Fund  For  Growth-A  (B) 

10.0 

16.9 

1.05 

B 

}'  D 

Alger  Fund-Growth 

12.3 

15.3 

2.09 

A 

D 

Brandywine  Fund' 

24.9 

19.1 

1.06 

A 

I  F 

Alger-Small  Capitalization 

4.2 

11.5 

2.11 

B 

C 

Brazil  Fund  E 

28.2 

21.5 

1.62 

C 

D 

Alliance  Balanced  Shares-A  (B) 

9.4 

8.9 

1.38 

D 

F 

Bull  &  Bear  Special  Equities 

1.1 

9.7 

2.88 

B 

D 

Alliance  Fund-A 

17.5 

15.2 

1.08 

F 

A+ 

Burnham  Fund-A 

17.6 

11.1 

1.50 

C 

\  D 

Alliance  Global  Small  Cap-A  (G) 

19.4 

10.6 

2.51 

F 

C 

Calvert  Social-Equity-A 

21.7 

7.4 

1.38 

1  C 

B 

Alliance  Growth  &  Income-A 

24.1 

13.5 

1.05 

D 

D 

Calvert  Social-Managed  Grow-A  (B) 

9.0 

8.3 

1.28  : 

I  F 

B 

Alliance  Income  Builder-A  (B) 

14.3 

8.4 

2.38 

D 

A+ 

Capital  Income  Builder 

17.6 

12.8 

0.72  ; 

i  B 

f  C 

Alliance  International  Fund-A  (F) 

7.2 

8.4 

1.72 

D 

C 

Capstone  Growth  Fund 

17.2 

8.3 

1.31 

A 

D 

Alliance  Quasar  Fund-A 

32.6 

16.7 

1.83 

D 

B 

Cardinal  Fund 

19.9 

11.4 

0.75 

D 

D 

Alliance  Strategic  Bal-A  (B) 

11.0 

6.3 

1.40 

C 

B 

Castle  Convertible  Fund2  (B) 

14.1 

13.4 

1.03  : 

A+ 

1  D 

Alliance  Technology  Fund-A 

19.4 

25.7 

1.75 

B 

B 

Central  Securities2 

19.2 

25.5 

0.62 

|c 

C 

Amcap  Fund 

14.2 

11.7 

0.71 

B 

C 

Century  Shares  Trust' 

17.2 

14.0 

0.94 

[c 

B 

American  Balanced  Fund  (B) 

13.2 

11.9 

0.67 

\  A+  j 

D 

CGM  Capital  Development3 

28.1 

16.1 

0.85 

F 

A 

American  Gas  Index1 

20.8 

13.1 

0.85 

A 

D 

CGM  Mutual  Fund'(B) 

23.7 

12.4 

0.91 

D 

A 

American  Growth  Fund-D 

10.5 

13.2 

1.63 

A 

C 

Chile  Fund2  (E) 

-11.3 

15.0 

i.46  : 

D 

A 

American  Mutual  Fund 

16.2 

13.5 

0.59 

C 

C 

Clemente  Global  Growth2  (G) 

3.6 

6.4 

1.58 

ID 

B 

American  National  Growth 

17  6 

10.3 

0.98 

B 

A 
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(F):  Foreign.  (G):  Global. 

Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc. 
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GT  Global  Mutual  Funds  give  you  a  variety  of  ways  to  tap  America's  economic  growth  potential.  Including 
the  GT  Global  America  Small  Cap  Growth  Fund,  covering  innovative  small  companies.  The  GT  Global  America 
Mid  Cap  Growth  Fund  for  established,  medium-sized  performers.  And  the  GT  Global  America  Value  Fund,  target- 
ing larger  companies  whose  stocks  we  believe  are  underpriced.  Each  fund  is  managed  under  a  proven  investment 
process  by  a  team  that  has  generated  a  history  of  solid  performance.  Part  of  a  team  that  manages  over  $33  billion 
in  U.S.  securities  for  both  individuals  and  institutions  -  including  a  number  of  Fortune  500  companies. 

Get  a  global  perspective  on  the  land  of  opportunity.  Talk  to  your  financial  adviser  about  which  GT  Global 
funds  might  match  your  objectives.  Or  call  1-800-824-1580. 


GT  Global 

A  Member  of  Liechtenstein  Global  Trust 


A  WORLD  OF  OPPORTUNITY 


You  will  receive  a  prospectus  for  the  GT  Global  Equity  Funds  with  more  complete  information,  including  charges  and  expenses.  Please  read  the 

prospectus  carefully  before  investing.  GT  Global,  Inc.,  Distributor,  50  California  Street,  San  Francisco,  CA  941 1 1 .  musni 
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Okay,  you  can't  take  it  with  you. 
ke  least  you  can  do  is  make  sure  ke  won't  lose  it,  too 


Mention  estate  planning*  and  people  picture  hugje  grates,  long!  driveways  and 
unsions.  Its  some  tiling?  only  the  very  wealthy  need.  Not  true,  if  you've  huilt  a 
usiness,  or  even  modest  wea  1th,  you  need  a  way  to  insure  that  what  you've  created 
all  he  transferred,  intact,  to  those  you  care  ahout.  At  M  anu  life  Financial,  we 
ioneered  insurance  that  provides  for  wealth  transfer.  Today,  we  offer  smart  financial 
lternatives  from  life  insurance  and  401(h)  plans  to  mutual  funds  and  annuities, 
tsk  your  financial  advisor.  Call  1-888-M  ANUUFE.  Or  visit  www.manulife.com. 
ee  why  we're  smart  company  for  your  money.~M 

CD  Manulife  Financial 

i.i.l  i  fc  Financial  and  llic  block  design  arc  registered  .crvicc-  marbs  of  Tbc  Manufac lurcr.  Life  Insurance  Company  and  arc  used  by  it  and  its  subsidiaries.  Products  not  available  in  New  Yorb 

S296CIC02N©199<» 
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(B):  Balanced.  (E):  Emerging  markets.  (F):  Foreign.  (G):  Global. 

Sources-  Forbes;  Upper  Analytical  Services;  Mornmgstar,  Inc. 
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ft  a  a  <*»               •  *      ■  ii 

MAS-Equity-lnst' 

20.6 

13.1 

0.61 

C 

c 



Kemper-Dreman  Contrarian-A 

14.8 

15.0 

1.25 
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D 
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D 
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B 
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17.1 
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B 

Mass  Investors  Trust-A 
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15.5 
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C 

D 
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0.98 

D 

D 

Kemper  Retirement  Fund  II3  (B) 
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Mentor  Growth  Portfolio-A 

22.0 

16.8 

1.32 

B 

D 

Kemper  Small  Cap  Growth-A 

14.1 

11.0 

1.14 

F 

A+ 

Merger  Fund3 

10.0 

10.7 

1.41 

B 

D 

Kemper  Technology  Fund-A 

20.6 

16.1 

0.88 

B 

C 

Meridian  Fund1 

11.2 

12.3 

;  0.96 

B 

F 

Kemper  Total  Return-A  (B) 

16.2 

8.7 

1.12 

C 

B 

Merrill  Basic  Value-D 

17.5 

16.4 

j  0.81 

A 

F 

Keystone  Amer  Hartwell  Emerg-A 

12.7 

7.6 

1.81 

D 

A 

Merrill  Capital-D 

12.4 

12.4 

0.81 

C 

D 

Keystone  Custodian  Bal  (K-l)  (B) 

15.8 

9.9 

1.72 

C 

C 

Merrill  Devel  Cap  Mkts-D  (E) 

13.0 

10.5 

1.76 

D 

I  A  : 

Keystone  Fund  for  Total  Ret-A 

27.0 

13.3 

1.69 

B 

A 

Merrill  EuroFund-D  (F) 

24.9 

12.8 

:  1.38 

D 

C 

Keystone  Growth  &  Inc  (S-l) 

21.1 

10.5 

1.85 

D 

C 

Merrill  Fund  for  Tomorrow-D 

13.7 

9.5 

1.33 

C 

C 

Keystone  International  Fund  (F) 

13.7 

9.7 

2.57 

C 

C 

Merrill  Global  Holdings-D  (G) 

12.3 

10.1 

\  1.76 

D 

c 

Keystone  Mid-Cap  Growth  (S-3) 

8.2 

9.9 

1.74 

F 

A 

Merrill  Global  Resources-D 

14.5 

7.3 

1.27 

B 

c 

Keystone  Omega  Fund-A 

11.3 

12.2 

1.38 

A 

B 

Merrill  Growth-D 

29.4 

21.1 

1.08 

D 

I  c 

Keystone  Precious  Metals  (F) 

2.5 

8.9 

2.28 

C 

C 

Merrill  Healthcare-D  (G) 

11.8 

9.6 
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A 

F 

Keystone  Small  Co  Growth  (S-4) 

0.8 

13.4 

1.73 

C 

B 

Merrill  Pacific-D  (E) 

5.8 

7.6 
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D 
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Keystone  Strategic  Growth  (K-2) 

12.0 

11.3 

1.85 

A 

A 
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15.4 

16.5 

1.48 

C 

D 
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-29.9 

8.6 

1.28 

C 

D 

Merrill  Special  Value-D 

23.6 

15.9 
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All  data  through  Dec.  31,  1996.  No  load,  no  12b-l  fee.  Closed-end.  'Closed  to  new  investors  (B):  Balanced.  (E):  Emerging  markets.  (F):  Foreign.  (G):  Global. 

Sources.  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc 
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FUND  SURVEY 


Performance  Fund  -Total  return-  Annual 

UP  DOWN  12-       5-  expenses 

—markets—  month    year  per  $100 


r 

r 

1  A 

M 

merrm  oiraicgic  uiv-u 

1  8  8°/ 
1  o .  o  /o 

Hi* 

10. 1  to 

tl  98 

A 
M 

E  r 
■ 

M6rrill  Technology-D  (G) 

4  1 

1  7  fi 
1  /  .0 

1  <ifi 
1.00 

B 

c 

Mexico  Equity  &  Income2  (E) 

25.1 

7.1 

J.56 

A 

D 

Mexico  Fund2  (E) 

25.7 

3.4 

1.14 

C 

1  B 

MFS  Capital  Growth-A 

17.2 

13.4 

1.27 

A, 
H+ 

1  r 

MFS  Emerging  Growth-A 

14  8 

14.0 

18  7 
10.  / 

1  98 

r 
L- 

n 
u 

Mr o  uiOWin  uppuriunuicb-H 

91  Q 

CL.J 

14  fi 

14.0 

fl  87 
u.o/ 

B 

f D 

MFS  Managed  Sectors-A 

17.2 

10.3 

1.43 

B 

c 

MFS  Research  Fund-A 

24.5 

18.4 

0.95 

B 

B 

MFS  Total  Return-A  (B) 

14.6 

12.4 

0.87 

p 

[  c 

iii r 0  value  ruiiu  h 

Ifi  7 

10.  / 

19  4 

1  W 

1 .0  J 

p 

D 

c 

D 

9n  s 

19  8 

1£.0 

1  fil 

l.Ol 

B 

B 

Midas  Fund  (G) 

21.2 

20.4 

2.26 

C 

C 

Monetta  Fund1 

1.6 

5.3 

1.36 

A 

D 

Morgan  Grenfell  SmallCap: 

27.7 

14.5 

151 

r 
\j 

A 
H 

Mutual  ^Pri  PC— Rparnn- 
l VI  U  lUd  1   OCl  ICS    DCdLUI  I 

21  9 

Lit 

19  S 

n  79 

r 

A 
M 

\A  1 1  + 1 1  3  1  Q o r  1 p c    KA  n  1 1 1  3  1  C haroc  ■ 
IVIUtUal  Ocilci- IVlUlUdl  OMdrci 

LXJ.O 

iq  n 

1  J  U 

n  fiq 

U.O  j 

c 

A 

Mutual  Series-Qualified3 

21.2 

19.5 

0.72 

c 

B 

Nations-Vaiue-lnvestor  A 

20.8 

14.6 

1.19  : 

c 

B 

Nationwide  Fund 

23.9 

12.2 

0.63 

p 

D 

Natinnwirlp  ("^ rnui/t h  Fn nH - 

lid  LI  Ul  1  TV  lUC  ulUnll  1   r  UJIU 

16  7 

12  fi 

ICO 

n  fifi 

u.uu 

B 

N&R  Fnrn^  Fund 
iioto  ruiuo  ruiiu 

16.2 

17  fi 

1  /  .U 

fl  89 

B 

D 

N&B  Genesis  Fund1 

29.9 

16.4 

1.28 

B 

C 

N&6  Guardian  Fund1 

17.9 

16.4 

0.82 

C 

D 

N&B  Manhattan  Fund"- 

9.8 

12.4 

0.98 

rj 

B 

N&R  PartnprQ  FiinH- 
'iuu  rdiLiicio  r uiiu 

7R  S 

L\J.J 

18  1 

10.1 

n  84 

U.04 

p 

r 
^ 

'i;  1    Frnnn  m  u  F 1 1  n  H 
iicw  l l u  1 1  u 1 1  ly  ruiiu 

19  P 

14  fi 
14.  j 

fl  88 

u.oo 

A 

C 

New  England  Balanced-A  (B) 

17.1 

13.4 

1.36 

C 

C 

New  England  Growth  Fund-A3 

20.9 

10.0 

1.20 

D 

B 

New  England  Growth  Oppors-A 

17.2 

13.5 

1.38 

Q 

Mpm  FnolanH  Ua  1 1 ip- A 

IMC«    L-llgldflJ    ValUC  "M 

2fi  1 

LV.J 

17  fi 
1  /  .u 

1  XI 

1 .  J  / 

B 

A 

Mpuu  Pptc nprtiup  FunH 

17  1 

1 3  q 

10.  j 

(1  89 

A 

D 

Nicholas-Applegate  Growth  Eq-A 

16.4 

12.7 

1.44 

C 

B 

Nicholas  Fund1 

19.8 

13.4 

0.74  ! 

C 

B 

Nicholas  ll: 

19.4 

12.5 

0.62 

B 

g 

Nirhn'ac  1  imifpH  FH  itinn  ■ 

lilLI  lU-fll    LUIIIICU    CU  ILIUM 

91  8 

£1.0 

14  3 

ln.0 

n  qn 

U.  3U 

A 

B 

North  Ampriran  A^pf  Allnr-A  (R^ 

10.9 

14.2 

1.34 

D 

C 

North  American  Value  Equity-A 

18.9 

13.8 

1.34 

D 

[C  I 

Northstar  Adv  Growth-A: 

20.5 

10.6 

0.00 

D 

c 

Northstar  Adv  Income-A3  B 

12.4 

10.1 

1.27 

g 

o 

Nrtrth^tar  Ariuantaop  ^nprial.A- 

iiji  iMoiai   MUVdllldgC  OjJCLIdl  H 

18  9 

1 0.£ 

1 1  fi 

11.0 

1  sn  : 

1.  JU 

A+ 

F 

OhprwPK  Fmproino  ftrrtuz+h 

vUCI  "CO   LIlKlgMlg  VJ  I  (J  VY  L  1 1 

21  9 

Ifi  1 

1 0. 1 

1  71  ' 

L.I  O 

B 

C 

Oppenheimer  Asset  Alloc-A  (B) 

17.2 

12.1 

1.15  \ 

C 

C 

Oppenheimer  Capital  Apprec-A 

28.0 

14.7 

1.03 

C 

B 

Oppenheimer  Discip  Alloc-A  (B) 

9.6 

11.1 

1.17  j 

Q 

Onnpn hp i m Pr  nicrinlinpH  Waluo 

wLJUCIIIICIIIICI    L/ibLipinicU  VdlUC 

1 8  4 

10.4 

1  fi  8 
1 0.0 

1  99 

L.LL 

A 

D 

Onnpnhpimpr  Di^mvprv  Funrl-A 

14  8 

n  q 

1  11  1 
1 .0  J 

B 

C 

Oppenheimer  Equity  Income-A  (B) 

20.1 

12.8 

0  89 

D 

C 

Oppenheimer  Fund-A 

19.4 

13.6 

1.26  ! 

C 

B 

Oppenheimer  Global  Fund-A  (G) 

17.5 

10.2 

1.20 

D 

C 

Oppenheimer  Gold  &  Special-A  (G) 

6.1 

7.4 

1.38 

B 

C 

Oppenheimer  Growth  Fund-A 

23.5 

14.7 

1.06 

A 

c 

Oppenheimer  Main  St  Inc  &  Gro-A 

15.7 

21.4 

0.99 

A+ 

B 

Oppenheimer  Quest  Oppor-A  (B) 

22.8 

18.5 

1.69 

B 

Oppenheimer  Quest  Small  Cap-A 

19.3 

13.8 

1.80 

r 

p 

D 

91;  fi0/ 

1  Q0/ 

id. y  h 

C  .  Do 

r 
v# 

P 

flnnonhoi  m  p  r  Tr\  fal  R  o  1 1 1  r  n  A 
UUUCllllcllilCI    1  U  Id  1  FaCIUIII'H 

1  q  7 

1  A  A 

n  Q9 

U.  JL 

D 

A 

Oppenheimer  Value  Stock-A 

19.4 

13.9 

1  28 

A 

D 

Overland  Asset  Allocation-A  (B) 

17.0 

13.6 

1.30 

B 

D 

Pacific  Horizon-Aggres  Growth-A 

14  1 

8.8 

1.64 

l 

r  dL.  1 1  IL  nUi  1  £UI  1 — Vdyl  Idl  1 1 1 L U 1 1 1  c  D 

1  q  4 

1  J.4 

ID./ 

o 

Parifira  Ralanrcrl  Fiinrt.lnuoct  R 
■  dull  lid  ud  id  I  it.  cu  r  Ui  lu"  1 1 1  Veil  □ 

1 S  q 

10.3 

1  1  1 
11.1 

1  03 

1  J  J 

C 

D 

PaineWebber  Balanced  Fund-A  E 

14.8 

9.1 

1.29 

A 

B 

PaineWebber  Finl  Svc  Growth-A 

28.6 

23.5 

1.37 

C 

C 

PaineWebber  Global  Equity-A  (G) 

14.8 

4.5 

1.48 

A 

i  a  1 1 1C VT CUUCl   VJfUWLII  0(  Mil  H 

91  8 

L  J  0 

q  s 

J.O 

1  1Q 

g 

Pa i np Wphhpr  (\ mwih  Fi inH- A 
r d 1 1 ic Ticuuci  oiuwlii  r uiiu  m 

14  9 

1 1  n 

1 1  -U 

1  98 

B 

D 

Parnassus  Fund 

11.7 

15.0 

1.02 

C 

F 

Pasadena  Balanced  Return-A  (B) 

17.8 

8.9 

2.10 

B 

D 

Pasadena  Growth  Fund-A 

225 

7.6 

1.60 

rj 

Pax  Wnrlrl  Fund  (Rl 

IdA  If  UIIU  ruiiu  \D1 

in  4 

1  U.*t 

7  8 

/  .0 

n  q7 

U.  j  1 

MX 

F 

r 

PRHH  Cm  >Ab  F'  nil 
runvj  uiuwm  ruiiu 

q  8 

J.0 

9fi  4 

1  48 

1  -40 

D 

B 

Penn  Square  Mutual  Fund-A 

18.7 

13.5 

0.96 

D 

B 

Pennsylvania  Mutual  Fund 

12.8 

11.4 

0.98 

F 

A 

Permanent  Port-Permanent1  (B) 

1.7 

6.2 

1.35 

n 

A 

H 

Ppfmipiim  J2.  Ppcmirppc  Pnrn^ 
rcLIUICUIII   Ot   nCoUUIlCo  yJ 

94  fi 

11 1 

10.1 

n  fi7 

u.o/ 

D 

g 

PhilaHplnhia  Fund 
rMMaUCi|Jiiid  ruiiu 

11  (1 

1  o.u 

^1  1 

10.1 

1  K9 

D 

B 

Phoenix  Aggressive  Growth-A 

11.1 

14.2 

1.29 

D 

D 

Phoenix  Balanced  Fund-A  (B) 

8.6 

7.8 

1.02 

F 

A 

Phoenix  Convertible  Fund-A  (B) 

11.2 

10.0 

1.18 

r 

r 

PhnpniY  Fniiitu  Onnnrti  in  if  ioc.  A 
rllUCMIA  CLjUILj  Up|JUlLUIMLlCo-M 

1 1  7 
11./ 

11  4 

10.4 

1  9fi 

L.L  J 

D 

A 

Phnpnix  firnwth  FnnH-A 
iiiuciiia  uiuvtlii  r  uinrn 

14.7 

10.5 

1  20 

jc 

B 

Phoenix  Income  &  Growth-A  (B) 

12.7 

10.8 

1.18 

|c 

A 

Phoenix  Multi-Mid-Cap-A 

8.6 

10.2 

1.42 

D 

C 

Phoenix  Strategic  Alloc-A  (B) 

8.8 

8.9 

1.21 

A 

F 

Piprnnnt  Ppnital  Annrpriatinn- 

(   l"l  |JUI  I  l   Ua|JI  Id  1   n|jpi  CL  la  LIUI  1 

20.7 

14.1 

0.90 

r 

p 

D 

Piornnnt  F  n  1 1 1 F 1 1 n H  - 

91  1 

£1.1 

11  q 

10.  J 

n  81 

U.Ol 

A 

c 

Pilgrim  America  Bank  &  Thrift2 

38.0 

23.3 

1.05 

D 

B 

Pilgrim  America  MagnaCap 

18.5 

14.5 

1.68 

A 

c 

Pimco  Advisors-Equity  Inc-A  (B) 

25.3 

15.4 

: 

B 

Pimm  AHuicnrc— f^rrtuu+  h- A 

r  1 1 1 1 L  U  MUVIoUl  o    \3 IvWUI  fl 

18  4 

11  fi 
1 1 .  j 

1  jo 

B 

Pimm  AHvi^nr^— Intprn^tinn^l-A  - 

l  IIIIUU  MUVIoUIS    1 1 1 ICI  1  la  LIUI  IQ  I  n 

6.6 

6.1 

1.50 

A+ 

D 

Pimco  Advisors-Opportunity-A3 

12.4 

22.2 

1.20 

D 

B 

Pioneer  Fund-A 

19.7 

14.4 

0.95 

A 

D 

Pioneer  Growth  Shares-A 

27.0 

12.0 

1.23 

c 

c 

Pinnppr  ll-A 

r  IUI  ICCI    1  I  n 

22.0 

14.6 

r 
r 

p 

D 

Pinnpor  Inrnmo  FnnH.A 
rlUIICCi    IMLUIItC  lUIIU-H  \D) 

q  q 

8  8 

0.0 

1  11  = 
1 . 1 J 

c 

D 

Pioneer  Mid-Cap  Fund-A 

13.5 

12.2 

0.85 

A 

D 

Piper  Funds-Emerging  Growth 

11.9 

13.5 

1.18  j 

C 

c 

Piper  Funds-Growth 

18.7 

9.7 

1.24 

n 
u 

M 

rUllUgdl  "UIIU  [Li 

11  8 

J  1 .0 

in  8 

1  u.o 

1  fi8 

1.00 

c 
r 

D 
D 

rrciincr  ^dpilat  uiuwlii  M 

-9  t 

4  1 

4.1 

111 

i.ii 

D 

A 

Premier  Strategic  Investing-A 

18.1 

7.3 

1.27 

C 

D 

T  Rowe  Price  Balanced  Fund:(B) 

14.6 

10.1 

0.95 

D 

A 

T  Rowe  Price  Capital  Apprec 

16.8 

13.4 

:  r" 

C 

A 

T  Rowe  Price  Equity  Income 

20.4 

17.1 

0.85  i 

jc 

B 

T  Rowe  Price  Equity  Index 

22.7 

14.8 

0.45  j 

B 

C 

T  Rowe  Price  Growth  &  Income1 

25.6 

16.4 

0.84 

C 

C 

T  Rowe  Price  Growth  Stock1 

21.7 

14.5 

0.80  i 

A 

B 

T  Rowe  Price  Intl  Stock1  (F) 

16.0 

11.6 

:  v. 

All  data  through  Dec.  31. 1996.  No  load,  no  12b-l  fee.  :Closed-end.  !Closed  to  new  investors. 


(B):  Balanced.  (E):  Emerging  markets.  (F):  Foreign.  (G):  Global. 

Sources.-  Forbes:  Upper  Analytical  Services:  Momingstar,  Inc. 


r: 


Forbes  ■  February  10,  1997 


The  answer  might  well  be  found  in  the  tiny  soybean. 

It's  the  most  economical  and  plentiful  source  of  protein,  the  world's  most 
valuable  weapon  against  malnutrition.  ^  ^ 

As  the  world's  largest  processor  of  soybeans,  ADM 
ADM  is  leading  the  way  in  the  fight  to  feed  a  hungry  world. 

http://www.admworid.com  Supermarket  to  the  world 
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B  D      SB  Aggressive  Growth-A 

D  A      SB  Apprec lation.  Fund-A 

D  C      SB  Equity-Growth  &  Income-A 


30.4 
16.2 
2.7 
19.3 
18.8 


SB  Equity-Strat  Invest-A 
SB  Fundamental  Value-A 
!  SB  Inc-Convertible-A  (B) 
|  SB  Inc-Premium  Tot  Ret-A 
SB  Inc-Utilities-A  (B) 


12.4 
19.8 
11.3 
20.7 
2.4 


B  f  F  1  SB  Invest-Special  Equities-A 

D  D  SB  Natural  Resources-A  (F 

D  I  C  I  SB  Principal  Return-19985  (B) 

D  D  SB  Principal  Return-2000  (B) 

C  A  SoGen  International  Fund  (G) 


Sound  Shore  Fund 
Source  Capital  Fund2 
Southeastern  Thrift  &  Bank2 
Stagecoach  Asset  Allocation-A  (B) 
j  Stagecoach  Corporate  Stock' 


-5.8 
34.8 
9.4 
0.8 
13.6 


33.3 
22.1 
24.8 
11.7 
21.7 


A  i  D  ]  State  St  Res  Cap  Apprec-A 

D  B     State  St  Res  Equity  Inc-A 

C  BC  j  State  St  Res  Equity  Inv-A 

D  Bb  1  State  St  Res  Invest-A 

B  B      State  St  Res  Mngd  Assets-A  E 


5.8 

25.3 
21.6 
21.0 
20.1 


D  B      SteinRoe  Balanced  Fund' (B) 

A  F     SteinRoe  Capital  Opportunities3 

IC  mB  j  SteinRoe  Growth  &  Income1 

C  [  C     SteinRoe  Growth  Stock1 

B  C     SteinRoe  Special  Fund1 


17.0 
20.4 
21.8 
20.9 
18.8 


10.9% 
12.5 
15.8 
10.6 
9.4 


16.0 
9.6 
9.2 
14.3 
11.9 


9.5 
13.2 

8.5 
12.1 
16.6 


12.7 
21.9 
11.7 
12.5 
11.5 


20.6 
13.0 
11.1 
12.0 
13.1 


11.4 

16.2 
10.2 
14.0 
7.9 


16.1 
11.4 
8.1 
7.6 
12.9 


18.7 
12.3 
35.6 
11.5 
14.0 


12.6 
16  2 
13.8 
12.5 
13.5 


10.8 
18.8 
14.4 
11.9 
13.3 


$1  24 
1.34 
0.80 
1.14 
1.74 


1.05 
1.31 
1.32 
1  09 
1.48 


Seligman  Capital  Fund-A  16.7  11.7  1.09 

Seligman  Common  Stock-A  15.4  13.1  0.93 

Seligman  Commun  &  Info-A  j  11.9  27.8  1  61 

Seligman  Growth  Fund-A  21.1  12.0  0.94 

Seligman  Income  Fund-A  (B)  8  2  11.0  1.00 


1.29 
1.10 
1.54 
0.86 
1.00 


1.54 
1.03 
2.01 
1.00 
0.77 


1.51 
1.02 
1.43 
1.02 
1.16 


1.21 
1.34 
1.40 
1.12 
1.04 


1.43 
1.99 
1.05 
1.17 
1.25 


1.15 
0.91 
1.31 
0.84 
0.96 


1.40 
1.25 
1.25 
0.78 
1.25 


1.05 
1.22 
1.18 
1.08 
1.18 


Dual  fund.  Performance  and  expense  data  treated  as  a  unit. 

Sources.  Forbes;  Upper  Analytical  Services:  Mormngstar.  Inc. 
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-Total  return-  Annual 
12-       5-  expenses 
month     year  per  $100 


Performance  Fund 
UP  DOWN 
— markets — 


-Total  return-  Annual 
12-       5-  expenses 
month    year  per  $100 


Stratton  Monthly  Dividend  Shares' 
Strong  Asset  Allocation1  (B) 
Strong  Common  Stock3 
Strong  Discovery  Fund1 
Strong  Opportunity  Fund1 


Strong  Schafer  Value1 
Strong  Total  Return1  (B) 
SunAmerica  Balanced  Assets-A  (B 
SunAmerica  Blue  Chip  Growth-A 
SunAmerica  Mid-Cap  Growth-A 


A 
C 
C 
A 


SunAmerica  Small  Co  Growth-A 
Swiss  Helvetia  Fund2  (F) 
Taiwan  Fund2  (E) 
TCW  Convertible  Securities'  (B) 
Templeton  Emerg  Mkts2  (E) 


A  1  Templeton  Foreign  Fund-I  (F) 

D  J  Templeton  Global  Smaller  Cos-I  (G) 
B     Templeton  Growth  Fund-I  (G) 

C  1  Templeton  World  Fund-I  (G) 

D  j  Thai  Capital  Fund2  (E) 


Thai  Fund2  (E) 
Tower-Capital  Appreciation 
Tri-Continental  Corp2 
20th  Century  Bal  Investors1  (B) 
20th  Century  Giftrust  Investors' 


20th  Century  Growth  Investors' 
20th  Century  Heritage  Investors' 
20th  Century  Select  Investors' 
20th  Century  Ultra  Investors' 
20th  Century  Vista  Investors' 


8.6% 
10.5 
20.5 

1.5 
18.1 


23.2 
14.1 
9.0 
10.4 
12.5 


14.9 
1.4 
35.5 
12.7 
26.4 


18.0 
22.1 
20.6 
21.5 
-35.5 


-36.4 
23.2 
17.5 
12.6 
5.8 


15.0 
15.3 
19.2 
13.8 
7.6 


6.7% 

9.4 
19.1 
10.0 
17.2 


18.4 
12.1 
10.5 
12.6 
12.5 


19.8 
17.0 
10.3 
13.3 
18.7 


12.5 
13.3 
15.0 
15.4 
8.6 


8.3 
13.6 
10.7 

6.6 
20.6 


$0.99 
1.20 
1.20 
1.40 
1.30 


1.27 
1.10 
1.50 
1.58 
1.66 


1.57 
1.38 
2.24 
0.81 
1.71 


1.15 
1.36 
1.09 
1.05 
2.29 


6.2 
12.6 

8.1 
13.3 
11.1 


1.17 
1.24 
0.63 
0.98 
0.98 


1.00 
0.99 
1.00 
1.00 
0.98 


B 

|  C 
B 
D 
B 


Vanguard  Convertible  Sees'  (B) 
Vanguard  Fquity  Income1 
Vanguard  Explorer  Fund1 
Vanguard  Gemini  H— Capital4 
Vanguard  Gemini  ll-lncome" 


Vanguard  Index-Extended  Market 
Vanguard  lndex-500  Portfolio1 
Vanguard  Index-Small  Cap  Stock 
Vanguard  Intl  Eq  Index-Pacific  (E) 
Vanguard  International  Growth'  (F) 


C 
B 
C 


Vanguard/Morgan  Growth' 
Vanguard/Primecap' 
Vanguard  Quantitative  Ports' 
Vanguard  Special-Energy 
Vanguard  Special-Gold  &  Prec  (G) 


A 
B 

Ic 

I  C 
B 


Vanguard  Special-Health  Care 
Vanguard  STAR  Fund'(B) 
Vanguard/Trustees'  Equity— 1  ntl1  (F) 
Vanguard/Trustees'  Equity-US' 
Vanguard  US  Growth' 


15.4% 

17.4 

14.0 

14.1 


17.6 
22.9 
18.1 
-7.8 
14.6 


23.3 
18.3 
23.1 
34.0 
-0.7 


C 

A 
B 

A 

C 


Vanguard/Wellesley  Income'  (B) 
Vanguard/Wellington  Fund'  (B) 
Vanguard/Windsor  Fund3 
Vanguard/Windsor  II1 
VanKamp  American  Comstock-A 


VanKamp  Amer  Convert  Sees2  (B) 
VanKamp  Amer  Emerging  Grow-A 
VanKamp  Amer  Enterprise-A 
VanKamp  Amer  Equity  Inc-A  (B) 
VanKamp  Amer  Growth  &  Inc 


21.4 
16.1 
10.2 
21.3 
26.0 


9.4 
16.2 
26.4 
24.2 
22.3 


United  Accumulative  Fund-A 

12.2 

13.4 

0.80 

C 

C 

|  VanKamp  Amer  Harbor-A  (B) 

12.0 

9.8 

1.00 

B 

• 

United  Continental  Inc-A  (B) 

9.6 

11.2 

0.89 

D 

c 

VanKamp  Amer  Pace-A 

20.6 

12.2 

0.94 

B 

United  Income  Fund-A 

20.4 

14.8 

0.83 

C 

A 

Victory-Diversified  Stock-A 

24.7 

16.1 

0.92 

C 

A 

United  Intl  Growth-A  (F) 

18.2 

13.5 

1.25 

A 

D 

j  Vista  Capital  Growth-A 

24.2 

15.3 

1.50 

A 

B 

United  Kingdom  Fund2  (F) 

33.1 

15.8 

1.55 

A 

c 

i — — 

1  Vista  Growth  &  Income-A 

19.7 

13.9 

1.43 

A 

D 

United  New  Concepts-A 

4.6 

12.5 

1.19 

C 

B 

1  Vontobel  EuroPacific1  (F) 

17.0 

11.0 

1.63 

B 

C 

United  Retirement  Shares-A  (B) 

9.8 

11.6 

0.89 

B 

D 

1  Vontobel  US  Value' 

21.3 

15.7 

1.65 

B 

1  C 

United  Science  &  Technology-A 

8.4 

14.0 

0.93 

C 

B 

|  Warburg  Cap  Appreciation-C 

23.3 

15.5 

1.12 

D 

D 

United  Services-Gold  Shares1  (F) 

-25.5 

-10.2 

1.54 

A 

D 

1  Warburg  Emerging-C 

9.9 

15.9 

1.26 

[  C 

D 

United  Services-World  Gold1  (G) 

19.5 

15.8 

1.51 

D 

A 

1  Warburg  Pincus  Growth  &  Inc-C1 

-1.2 

13.5 

1.22 

D 

C 

United  Vanguard  Fund-A 

7.5 

11.0 

1.05 

B 

D 

J  Wasatch  Aggressive  Equity3 

5.2 

12.8 

1.50 

A 

I  C 

USAA  Invest-Cornerstone  Strat'(G) 

17.9 

12.7 

1.15 

B 

c 

Wasatch  Growth  Fund' 

16.5 

14.3 

1.50 

F 

D 

USAA  Invest-Gold  Fund'  (F) 

0.0 

6.6 

1.33 

C 

B 

Washington  Mutual  Investors 

20.2 

16.0 

0.66 

D 

I  A 

USAA  Invest-Grow  &  Tax  Strat'  (B) 

11.1 

9.7 

0.82 

C 

B 

Weitz  Series  Fund-Value' 

18.7 

15.1 

1.35 

A 

1  F 

USAA  Mutual-Aggressive  Grow' 

16.5 

11.3 

0.74 

C 

C 

Westcore-Blue  Chip  Fund' 

21.2 

13.8 

1.10 

D 

A 

USAA  Mutual-Growth' 

17.8 

13.7 

1.01 

B 

c 

I  Winthrop  Focus-Aggressive-A 

14.6 

14.4 

1.64 

D 

A 

USAA  Mutual-Income  Stock1 

18.7 

12.8 

0.72 

D 

C 

i  Winthrop  Focus-Growth-A 

20.2 

105 

1.63 

D 

A+ 

Value  Line  Convertible  Fund'(B) 

20.2 

12.8 

1.08 

D 

B 

1  Winthrop  Focus-Growth  &  Inc-A 

21.9 

13.5 

1.58 

B 

1  C 

Value  Line  Fund' 

22.5 

11.5 

0.83 

C 

C 

1  Worldwide  Value2  (G) 

31.4 

12.7 

2.10 

F 

A 

Value  Line  Income' 

17.4 

9.3 

0.93 

B 

D 

|  WPG  Growth  &  Income1 

24.4 

14.2 

1.22  j 

B 

C 

Value  Line  Leveraged  Growth  Inv' 

22.3 

12.8 

0.88 

B 

F 

1  WPG  Growth  Fund' 

17.8 

11.5 

1.07  j 

D 

D 

Value  Line  Special  Situations' 

7.2 

8.8 

1.06 

B 

D 

j  WPG  Tudor  Fund1 

18.8 

12.5 

1.30  ' 

D 

C 

Van  Eck  Gold/Resources-A  (G) 

2.5 

8.9 

1.81 

D 

B 

|  Zweig  Fund2 

14.5 

9.0 

1.22 

D    !  D 

Van  Eck  Intl  Investors  Gold-A  (F) 

-9.4 

4.3 

1.41 

D 

A 

j  Zweig  Series-Strategy-A 

13.0 

12.0 

1.27 

A  |D 

Vanguard  Asset  Allocation1  (B) 

15.7 

13.3 

0.49 

c 

C 

|  Zweig  Total  Return2  (B) 

6.3 

7.1 

1.10 

11.5 
17.9 
23.5 
15.6 
18.0 


11.4% 

14.7 

13.5 

17.1 


14.8 
15.1 
16.2 
3.5 
12.6 


14.1 
18.1 
15.2 
17.2 
6.9 


16.2 
12.8 
8.7 
14.1 
12.9 


10.9 
13.5 
17.9 
16.7 
13.2 


10.3 
16.4 
14.6 
14.0 
14.9 


All  data  through  Dec.  31. 1996.  No  load,  no  12b- 1  fee.  Closed-end. 
B)  Balanced.  (E):  Emerging  markets.  (F):  Foreign.  (G):  Global. 


Closed  to  new  investors.  'Dual  fund  Performance  and  expense  data  treated  as  a  unit. 

Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc- 
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Taxable 
bond  funds 


How  far  OUT  on  the  maturity  curve  do  you  want  to 
stick  your  neck?  The  longer  the  average  maturity,  the 
riskier  the  fund,  and  the  more  exaggerated  its  response 
to  a  change  in  interest  rates. 

If  you  think  rates  will  decline,  pick  a  fund  with  a  high 
grade  in  up  markets.  Bearish?  Do  the  opposite.  Neutral? 
Consider  funds  with  either  B  or  C  grades  in  both  up  and 
down  markets.  Another  choice  for  indecisives:  junk  bond 
funds,  which  have  less  rate  risk  than  most  long-term 


bond  funds  but  do  have  default  risk. 

Listed  funds  have  a  five-year  record  and  at  least  SI 00 
million  in  assets.  Junk  funds  are  graded  over  up  and 
down  cycles  of  the  Merrill  Lynch  High  Yield  Master 
Index.  Global  bond  funds  are  benchmarked  against  the 
J. P.  Morgan  Global  government  bond  index.  For  high- 
grade  funds,  the  up  (or  down)  grade  measures  a  com- 
posite of  performance  in  all  bullish  (or  bearish)  months 
since  Jan.  1,  1992.  wm 


Performance  Fund 

-Total  return- 

Annual 

Performance  Fund 

-Total  return- 

Annual 

UP 

Dowr 

1 

12- 

5- 

expenses 

UP 

Dowr 

J 

s- 

5- 

expenses 

—markets— 

month 

year 

per  $100 

—markets— 

month 

year 

per  $100 

D 

B 

»  Ann  l„„    p  kill  A    O  ||C 

AARP  Inc-GNMA  &  US  Treas 

A  A  O/ 

4.4% 

ceo/ 

b.b% 

c 

D 

|  BlackRock  Strategic  Term2 

A   1  O/ 
4.1% 

r  co/ 

$0./8 

B 

D 

AARP  Inc-High  Quality  Bond1 

2.8 

6.3 

0.95 

c 

D 

|  BlackRock  Target  Term  Trust2 

3.6 

5.9 

0.75 

A 

ACM  (lfwprnmpnt  Inrnmp2 

16.5 

11.6 

2.08 

c 

Q 

Wm  Rlair—  Inromp  Fund1 

fllll   Ulull     1 1 1«-  Ul  1 1 C   1  UIIU 

3.1 

6.2 

0.68 

A 

D 

ACM  Government  Opportunity2 

5.9 

8.1 

1.28 

B 

B 

Bond  Fund  of  America 

6.7 

8.8 

0.74 

A+ 

D 

ACM  Government  Securities2 

16.9 

11.3 

2.03 

A 

C 

Capital  World  Bond  (1) 

6.3 

8.4 

1.09 

A 

D 

ACM  Government  Spectrum2 

5.7 

6.7 

1.31 

D 

A 

Cardinal  Government  Obligations 

5.8 

5.8 

0.78 

A+ 

C 

ACM  Managed  Income2 

12.5 

16.4 

1.09 

B 

C 

Colonial  High  Yield  Secs-A  (J) 

12.2 

13.8 

1.21 

B 

B 

AIM  Hieh  Yield-A  (J) 

nun   iiicii    in.  iu  n  \Jf 

15.1 

13.2 

0.96 

c 

B 

Colonial  1  ntprMarkpt  Inrnmp  I2 

9.9 

10.4 

0.97 

A 

D 

AIM  Income  Fund-A 

8.6 

8.8 

0.98 

B 

C 

Columbia  Fixed  Income  Sees' 

3.4 

7.2 

0.65 

F 

A 

AIM  Ltd  Maturity  Treasury-Retail 

4.7 

5.0 

0.51 

C 

C 

Common  Sense-Government 

2.1 

5.7 

0.83 

D 

B 

Alliance  Multi-Market  Strat-A  (1) 

16.2 

3.0 

1.60 

F 

B 

1  Dean  Witter  Government  Inc2 

5.4 

6.1 

0.73 

D 

A 

Alliance  S-T  Multi-Market-A  (1) 

13.4 

3.3 

1.23 

A+ 

F 

1  Dean  Witter  High  Yield  Sees  (J) 

13.3 

15.0 

0.66 

C 

C 

American  Funds  Inc-US  Govt  Sees 

2.8 

6.1 

0.81 

D 

B 

■■  Dean  Witter  S-T  US  Treasury 

3.9 

4.5 

0.84 

A 

F 

American  Govt  Income  Fund2 

5.8 

5.9 

1.40 

B 

C 

Dean  Witter  World  Wide  Inc  (1) 

12.2 

7.5 

1.93 

A 

F 

American  Govt  Income  Port2 

6.0 

5.6 

1.41 

C 

C 

Delaware  Delchester  Hi  Yld-A  (J) 

12.3 

10.8 

1.02 

C 

B 

American  High-Income  Trust  (J) 

13.8 

11.8 

0.87 

D 

B 



Delaware  Limited  Term  Govt-A 

3.7 

4.2 

0.96 

A 

D 

American  Opportunity  Income2 

6.3 

5.0 

1.29 

A 

D 

Dodge  &  Cox  Income  Fund1 

3.6 

7.7 

0.54 

B 

D 

AmSouth  Bond  Fund 

2.5 

6.7 

0.75 

A 

i  Dreyfus  A  Bonds  Plus1 

2.6 

7.6 

0.93  . 

B 

C 

Babson  Bond-Portfolio  L1 

3.2 

6.8 

0.97 

Dreyfus  GNMA  Fund 

4.4 

5.9 

0.96 

D 

B 

BEA  Income  Fund2 

12.2 

11.2 

0.92 

! 

Dreyfus  100%  US  Treasury  Int1 

3.1 

6.4 

0.84 

F 

A 

Benham  Adj  Rate  Govt  Sees1 

5.8 

4.5 

0.60 

Dreyfus  100%  US  Treasury  L-T1 

0.9 

7.5 

0.87 

I 

B 

Benham  GNMA  Income1 

5.2 

6.6 

0.58 

D 

B 

:  Dreyfus  100%  US  Treasury  S-T' 

4.1 

5.8 

0.65 

D 

Benham  Target  Maturities-20001 

2.0 

7.5 

0.63 

D 

B 

\  Dreyfus  Short-Intermediate  Govt1 

4.0 

5.9 

0.66 

A+ 

F 

Benham  Target  Maturities-20051 

-1.2 

9.7 

0.71 

C 

C 

'  Dreyfus  Strategic  Govts  Inc2  (1) 

6.5 

7.2 

0.94 

A+ 

F 

Benham  Target  Maturities-20101 

-3.5 

10.9 

0.71 

C 

B 

EV  Income  Fund  of  Boston  (J) 

13.7 

12.6 

1.09 

A+ 

F 

Benham  Target  Maturities-20151 

-6.0 

11.6 

0.71 

D 

C 

EV  Marathon  High  Income  (J) 

13.5 

11.8 

1.78 

A+ 

F 

Benham  Target  Maturities-20201 

-8.4 

12.3 

0.72 

D 

A 

!  EV  Marathon  Strategic  Income  (1) 

18.2 

7.1 

2.18 

C 

C 

Benham  Treasury  Note1 

4.1 

5.8 

0.53 

A 

D 

Excelsior-Managed  Income 

0.5 

6.7 

0.96 

D 

A 

Bernstein  Govt  Short  Duration1 

3.9 

4.9 

0.69 

C 

B 

Federated  Bond  Fund-F  (J) 

5.4 

10.5 

1.03 

B 

C 

Bernstein  Intermed  Duration1 

3.4 

7.0 

0.64 

D 

B 

Federated  Fund  for  Govt  Secs-A 

4.2 

5.2 

0.95 

D 

A 

Bernstein  Short  Duration  +1 

4.6 

5.4 

0.65 

Federated  Govt  Income  Secs-F 

4.0 

5.4 

0.96 

C 

A+ 

Berwyn  Income  Fund3 

14.0 

12.2 

0.73 

A 

C 

{  Federated  High  Income  Bond-A  (J) 

13.5 

12.8 

1.22 

D 

C 

BlackRock  1998  Term  Trust2 

6.0 

5.5 

0.67 

A 

C 

Federated  High  Yield  Trust'  (J) 

13.5 

12.1 

0.88 

D 

D 

BlackRock  Income  Trust2 

4.5 

4.4 

1.08 

A 

C 

Federated  Intl  Income-A  (1) 

10.8 

9.2 

1.30 
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You   pick  the  industry,  we'll   pick  the  stocks. 


YOU  CAN  INVEST  ON  A  HUNCH. 
AS  LONG  AS  IT'S  PRECEDED  BY  700,000  MAN 
HOURS  OF  ANALYSIS,  THOUSANDS  OF  INTENSE 
INTERVIEWS  WITH  INDUSTRY  EXECUTIVES, 
AND  $55  MILLION  IN  TECHNOLOGY. 


J If  you've  got  a  good  feeling 
for  the  growth  potential 
of  a  particular  industry, 
but  don't  have  the  time 
or  the  resources  to  confirm  your 
hunch,  consider  Fidelity  Select 
Portfolios.®  Each  of  our  35  Select 
Portfolios  is  backed  by  Fidelity's 


stock-picking  expertise  and 
industry-leading  research  capabil- 
ities. We  constantly  scrutinize 
the  market  for  the  most  promising 
opportunities  in  each  industry. 
Chances  are,  you  don't  have  time 
to  do  it  yourself.  That's  why  we're 
here.  So  if  you  plan  on  investing 


in  Fidelity  Selects,  consider  limiting 
them  to  just  10%  of  your  stock 
fund  holdings.  For  while  they  can 
move  up  quickly,  they  can  fall  just 
as  fast.  Of  course,  past  performance 
is  no  guarantee  of  future  results, 
and  you  may  have  a  gain  or  loss 
when  you  sell  your  shares. 


CALL  NOW  FOR 
A  FREE  FIDELITY 
SELECTS  KIT. 

Or  for  immediate,  in-depth  information 
visit  our  Web  site  and  click  to  the  Sector 
fund  investing  section. 

I  December  1996  Average  Annual  Returns1     1  Year          5  Year          10  Year 

Financial  Services 

Brokerage  and  Investment  Management       35.47%          16.81%  10.99% 
Financial  Services                                    28.15%         25.02%  15.34% 
■  Home  Finance                                           32.77%          33.27%  21.50% 
J  Insurance                                               20.00%         16.39%  14.11% 
Regional  Banks                                       31.81%         26.20%  20.58% 

Natural  Resources 

1-800-544-0003 

American  Gold                                        16.32%         13.62%  8.25% 
Energy                                                     28.50%          12.74%  10.96% 
Energy  Service                                          44.61%         20.71%  10.83% 
Precious  Metals  and  Minerals                        2.26%          10.07%  6.01% 

www.fidelity.com 
24  hours  a  day 
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TDD  SERVICE:  1-800-544-01 18  lor  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

For  more  complete  information,  including  charges  and  expenses,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money  NETWORK 

'Average  annual  total  returns  for  the  penod  ending  12/3 1/96  are  histoncal  and  include  changes  in  share  pnce,  reinvestment  of  dividend  and  capital  gains,  and  the  effect  of  the  funds' 
3%  sales  charge.  Share  pnces  and  returns  will  vary.  If  Fidelity  had  not  reimbursed  certain  expenses  for  some  of  the  funds  dunng  the  penods  shown,  those  funds'  returns  would  have 
been  lower  Because  stocks  in  a  sector  fund  tend  to  move  the  same  way,  sector  funds  typically  exhibit  higher  volatility  than  broadly  diversified  mutual  funds  and  the  stock  market 
as  a  whole.  If  you  sell  shares  of  a  Select  equity  fund  after  holding  them  29  days  or  less,  the  fund  will  deduct  a  redemption  fee  equal  to  .75%  of  the  value  of  those  shares.  For  shares 
held  30  days  or  longer,  the  redemption  fee  is  up  to  $7.50.  In  addition,  there  may  be  a  $7.50  fee  for  each  exchange  out  of  a  Select  equity  fund.  Fidelity  Distnbutors  Corporation. 
FundsNetwork  is  a  service  provided  by  Fidelity  Brokerage  Services,  Inc  Member  NYSE,  S1PC.  2d/24952.001 
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Princor  Govt  Sees  Income-A 

3.9 

6.4 

0.87 

c 

r— — 1 

D 

Sierra-US  Government-A 

3.7 

5.2 

0.71  \ 

D 

A 

Prudential  Global  Ltd  Mat-A  (1) 

12.6 

4.8 

1.21 

D 

B 

SB-Short-Term  US  Treasury-A 

2.2 

5.0 

0.98 

B 

D 

Prudential  Govt  Income-A 

1.4 

6.1 

0.91 

C 

C 

SB-US  Govt  Secs-A 

4.0 

6.3 

0.79  ! 

D 

B 

Prudential  Govt  Secs-Short  Int 

3.9 

5.4 

0.95 

C 

C 

SB  Inc-High  Income-A  (J) 

12.9 

12.8 

1.10  ! 

D 

C 

Prudential  High  Yield-A  (J) 

12.4 

12.0 

0.75 

B 

D 

SB  Invest-Government  Secs-A 

2.0 

5.9 

0.94 

B 

B 

Prudential  Intermed  Global-A  (1) 

11.0 

9.0 

1.40 

c 

C 

SB  World-Global  Govt-A  (1) 

7.5 

7.4 

1.38 

D 

B 

Prudential  Structured  Maturity-A 

4.0 

5.9 

0.82 

c 

B 

Spartan  Ginnie  Mae1 

5.0 

6.4 

0.62  ! 

C 

C 

Putnam  American  Govt  Inc-A 

2.3 

5.7 

0.94 

c 

C 

Spartan  Government  Income1 

2.6 

6.1 

0.65  j 

B 

D 

Putnam  Global  Govt  Inc-A  (1) 

9.5 

6.3 

1.34 

D 

B 

Spartan  Limited  Maturity  Govt' 

4.1 

5.8 

0.63  | 

C 

j  A+ 

Putnam  Hi  Inc  Convert  &  Bond2 

13.3 

15.7 

1.06 

C 

c 

Stagecoach  GNMA  Fund-A 

3.0 

6.1 

0.82  ! 

All  data  through  Dec.  31, 1996.  No  load,  no  12b-l  fee.  'Closed-end.  'Closed  to  new  investors.  (I):  International  bond.  (J):  Junk  bond. 

Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc. 


America's  Original  Leathers 

Old  Shoe  Comfort...  Right  From  The  Start  ™ 


m  the  uu  hi  iii  .ii  ii  s  of  Montana, 

Itnplete  line  of  men's  footwear,  made 

naively  from  I  lk.  Bi.son  and  Longhorn  leathers. 


H.S.  Trask  &  Co. 

For  Retailer  Nearest  You,  Call  Toll  Frec- 
888-448-7275       Made  in  the  USA 


Remember  when  all  the  pieces  fit  together  right  out  of  the  bi 


Network  solutions  frl 


Corporate      Headquarters:      3  5      Industrial     Way,     Rochester,     NH  0386; 


letron,  A  simpler  way  to  work. 


Today's  enterprise  networks  are  such  a  com- 
plex maze  of  disparate  parts  that  it  can  be  diffi- 
cult to  keep  the  system  running,  let  alone  stay 
focused  on  the  big  picture.  Wouldn't  it  be  great  to 
have  a  flexible,  seamless  solution  that  ensures  what 
you  buy  todav  works  with  what  you'll  require 
tomorrow? 

Enter  Cabletron.  We  help  you  see  the  finished 
picture  before  another  piece  goes  into  place. 

We  believe  in  compatible  migration  for  the  life 
of  your  network,  protecting  investments  even  in 
the  face  of  ever-changing  business  demands.  Our 
vision  remains  sharp  through  the  industry's 
strongest  investment  in  R&D  combined  with 
select  technology  acquisitions  that  sensibly  and 
seamlessly  mesh  with  our  product  strategy.  We're 
with  you  from  the  desktop  to  the  data  center,  out 
to  the  wide  area/ remote  access  environment 
(ISDN,  frame  relay,  ATM)  and  across  the  full 
spectrum  of  enterprise  management  software. 
And  it's  all  backed  by  our  legendary  commitment 
to  service  and  support,  ensuring  picture-perfect 
assistance— now  and  for  the  long  run. 

So  whether  you're  laying  out  your  company's 
strategic  network  puzzle  or  just  piecing  together 
this  year's  bandwidth  needs,  Cabletron  truly  does 
offer  a  simpler  way  to  work. 

For  more  information  on  how  we  can  help 
simplify  your  view  of  networking,  call 
603-337-0930  or  visit  us  on  the  Web  at 
www.cabletron.com. 
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The  Complete  Networking  Solution7 
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FUND  SURVEY 
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Standish  Fixed  Income' 

5.5% 

7.8% 

$0.38 

C 

B 

Vanguard  Fixed  Inc-GNMA1 

5.2% 

6.7% 

$0.29 
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Standish  Intl  Fixed-Income1  (1) 
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10.6 
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Strong  Advantage  Fund1 
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A 



Vanguard  Fixed  Inc-S-T  Corp1 

4.8 

6.3 

0.27 
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Strong  Corporate  Bond1 
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10.8 

1.00 
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vanguard  Fixed  Inc-S-T  US  Treas 
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SunAmerica  High  Income-A  (J) 

15.5 

11.0 

1.53 
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VanKamp  American  Bond2 

3.2 

8.6 

0.67 
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f  C 

Templeton  Global  Bond-I  (1) 

11.2 

7.6 

1.18 
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VanKamp  Amer  Global  Govt-A  (1) 

2.8 
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1.51 
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Templeton  Global  Govts  Inc2  (1) 
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VanKamp  Amer  High  Inc  Corp-A  (J) 

13.7 

12.5 

1.12 
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Templeton  Global  Income2  (1) 

11.9 
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VanKamp  Amer  High  Yield-A  (J) 

1  O  C 

12.5 

12.0 

1.31 
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Thornburg  Ltd  Term  US  Govt-A 

A  0 
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U.99 
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B 

VanKamp  Amer  Income  Trust2 

9.6 

10.4 

0.94 

B 

D 

Transamerica  Income  Shares2 

3.5 

9.0 

0.62 

B 

A 

VanKamp  Amer  Intermed  Hi  Inc2 

15.0 

16.2 

1.12 

B 

!  D 

20th  Century  Long-Term  Bond1 

2.5 

6.5 

0.78 

B 

A 

VanKamp  Amer  Ltd  Term  Hi  Inc2 

15.3 

15.7 

1.15 

D 

i  B 

20th  Century  US  Govts  S-T1 

4.1 

4.5 

0.70 

;  f 

A 

VanKamp  Amer  S-T  Global-A  (1) 

6.7 

3.5 

1.31 

A 

D 

United  Bond  Fund-A 

3.2 

7.4 

0.74 

c 

C 

Victory-Government  Mortgage 

4.2 

6.2 

0.77 

B 

D 

United  Government  Secs-A 

1.8 

6.6 

0.83 

D 

B 

Victory-Limited  Term  Income 

4.0 

5.0 

0.78 

D 

D 

United  High  Income-A  (J) 

11.9 

11.7 

0.85 

B 

D 

Vista  US  Government  Income-A 

1.2 

5.8 

0.87 

D 

B 

United  High  Income  II  (J) 

11.9 

11.2 

0.89 

C 

B 

Warburg  Fixed  Income1 

6.1 

7.5 

0.75 

C 

B 

USAA  Investment-GNMA1 

2.9 

6.4 

0.32 

B 

B 

Warburg  Global  Fixed  Inc1  (1) 

10.0 

8.1 

0.95 

A 

t  D 

USAA  Mutual-Income1 

1.3 

7.3 

0.40 

C 

D 

WPG  Government  Securities 

3.9 

4.8 

0.82 

D 

Value  Line  US  Government  Sees1 

3.9 

4.4 

0.65 

B 

A 

Zenix  Income  Fund2 

16.2 

15.1 

2.68 

All  data  through  Dec.  31, 1996.  'No  load,  no  12b- 1  fee.  !Closed-end.  'Closed  to  new  investors.  (I):  International  bond  (J):  Junk  bond. 

Sources.  Forbes;  Upper  Analytical  Services;  Mormngstar.  Inc. 


\ 


1850  -  Abe  Lincoln  Chorles  Dickens  ond  fine  cigars 


First  Encounters 
By  Davidoff 


Lincoln  and  Dickens  were  from 
two  different  worlds.  Even  though 
both  came  from  humble  log  cabin 
backgrounds  and  had  no  formal 
training,  one  was  a  political, 
the  ofner  a  literary  genius. 

But  one  snowy  night  in 
December,  at  an  informal  little 
get-together  held  in  the  outskirts 
of  Lancaster,  the  conversation 
turned  to  social  ills  and  the  plight 
of  the  common  man. 

Finally,  in  the  midst  of  cocktail 
chatter  and  two  full-bodied  cigars, 
these  great  men  discovered  fney 
shared  the  same  compassion 
for  the  human  spirit. 


FOR  CORPORATE 
ACCOUNT  INFORMATION 
PLEASE  CALL  1-S00-353-0061 


For  those  who  are  obsessed 
with  quality. 


535  MADISON  AVENUE  NEW  YORK.  212-751-9060/800-548  4623  •  232  VIA  RC 
GENEVA  BRUSSELS,  AMSTERDAM.  LONDON.  SAOHAUIO  MONTREAL  NEW  YORK  FANAMAC 


CATALOGUE  ORDERS 

RLY  HUS  TOKYO  SEOUL  BE  LING  SMGAPORE  HONG  KONG  KUALA  LUMFU?.  BANGKOK  V 


300-328-4365  EXT  t 
D6COW  BERUN.  ZLTJO 


You  don't  have  to  be 

big. 

You  don't  have  to  be 

famous. 

You  just  have  to  be 

great. 


^v^iether  you're  a  mom  and  pop  operation,  a  midsize  manufacturer  or  a  big  business,  if 
your  company  has  done  something  great  with  the  arts  you  may  be  eligible  for  a  national 
Business  in  the  Arts  Award.  The  Business  in  the  Arts  Awards  are  presented  by  the 
Business  Committee  for  the  Arts,  Inc.  and  FORBES  Magazine.  The  Awards  recognize 
companies  of  all  sizes  for  their  outstanding  partnerships  with  the  arts  that  increase 
quality  of  life,  broaden  access  to  the  arts  and  produce  business  results. 

If  you  would  like  to  nominate  your  company  or  know  of  a  company  that  has  supported 
the  arts  and  deserves  national  recognition,  contact  the  Business  Committee  for  the 
Arts,  Inc.  for  information.  Nomination  Deadline:  April  30,  1997. 


Business  Committee  for  the  Arts,  Inc. 

1775  Broadway,  New  York,  NY  10019-1942  •  212  664-0600  •  Fax  212  956-5980 


This  advertisement  prepared  as  a  public  service  by  AD  LUBOW.  Inc. 
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Municipal 
bond  funds 


Shop  here  if  (a)  you  think  that  stocks  are  rather  expen- 
sive these  days;  i  b  i  you  think  interest  rates  will  be  stable 
or  declining;  or  ( c )  you  are  investing  money  outside  a  tax- 
protected  ira  or  401  (k). 

There  are  two  things  to  look  for  in  selecting  a  muni 
fund.  One  is  low  expenses.  The  other  is  a  risk  level  suited 
to  your  sensibilities  and  your  oudook  for  interest  rates. 
Most  of  the  risk  in  a  tax-free  bond  fund  has  to  do  with 
the  average  maturity  of  the  bonds  it  holds.  Long  bonds 
are  risk)'  but  likely  to  be  more  rew  arding  for  long  hold- 
ing periods.  They  are  more  exposed  to  principal  loss  in 
periods  of  rising  interest  rates,  but  they  pay  fatter  coupons 
than  short-term  bonds.  And  when  interest  rates  fall  back 


Performance  Fund 
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AAL  Municipal  Bond  Fund 
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Apex  Municipal  Fund2 

7.0 

6.5 
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Atlas  California  Muni  Bond-A 

3.9 

!  6.6 

0.93  j 

I 

Benham  Calif  Muni  High-Yield 

5.9 

j  7.9 

0.51  j 
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Benham  Calif  Tax-Free  Insured 
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At 


Benham  Calif  Tax-Free  Intermed 
Benham  Calif  Tax-Free  Long-Term 
Bernstein  California  Muni 
Bernstein  Diversified  Muni 
Bernstein  New  York  Muni 


6.3 
7.4 


:  n 

0.49 


BlackRock  Muni  Target3 
California  Tax-Free  Income 
Calvert  Tax-Free  Res-Ltd-A 
Churchill  T-F  Fund  of  Kentucky-A 
Colonial  Calif  Tax-Exempt-A 


Colonial  Conn  Tax-Exempt-A 
Colonial  High  Income  Muni3 
Colonial  Invest  Grade  Muni1 
Colonial  Mass  Tax-Exempt-A 
Colonial  Municipal  Income2 
Colonial  MY  Tax-Exempt-A 
Colonia'  Ofm  Tax-Exempt-A 


;  3.4 
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4.1 

: : 
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72 

0.60 

42 

0.71 

\  4-2 

6.6 

0.80 

!  32 
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:  -r 
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:  • 

6.0 

6.98 

6.6 

0.58 

6.5 

down,  the  long  bonds  really  shine:  They  go  up  in  price 
much  more  than  short-term  bonds  do. 

Check  out  our  grades.  Risky,  long-term  funds  get  high 
grades  when  rates  are  declining  i  "up  markets'"  and  low 
grades  in  markets  when  rates  are  rising  |  "down  markets"  . 
Safer,  short-term  funds  will  see  just  the  opposite. 

Another,  lesser  element  of  risk  has  to  do  with  whether 
issuers  will  default  on  their  bonds,  as  Orange  County, 
Calif,  did.  On  this  score,  terms  like  "high-yield"  or 
"aggressive"  in  a  hind's  name  signal  high  risk;  "insured," 
somewhat-lower-than-average  risk. 

Funds  included  here  have  at  least  SI 00  million  in  assets 
and  five  years  of  performance.  ■■ 


Performance  Fund 
UP  DOWN 
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Columbia  Municipal  Bond 

s:  r 

Common  Sense-Muni  Bond 

0.96  j 

Composite  Tax-Exempt  Bond-A 
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0.81  i 

Dean  Witter  M-S  Muni-Calif 

73 
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r 
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Delaware  Tax-Free  Penn-A 
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Delaware  Tax-Free  USA-A 
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Dreyfus  Calif  Tax-Exempt  Bond 
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Dreyfus  Insured  Muni  Bond 

23 
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Dreyfus  Intermed  Muni  Bond 
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Dreyfus  Mass  Tax-Exempt  Bond1 
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Dreyfus  Municipal  Bond 
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Dreyfus  Municipal  Income3 

7.0 

0.85 

Dreyfus  NJ  Municipal  Bond 
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Dreyfus  NY  Insured  T-E  Bond 

5.8 

0.99 

Dreyfus  NY  Tax-Exempt  Bond1 
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f  I 

Dreyfus  NY  T-E  Intermed  Bond 
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6.6 

0.84  ! 

Dreyfus  Short- Intermed  Muni 

42 

4.8 

0.68  j 

Dreyfus  Strategic  Muni  Bond2 

7J 

0.84 

Dreyfus  Strategic  Municipals3 

7.3 

0.87  j 

Duff  &  Phelps  Utilities  T-F  Inc3 

2.0 

:  " 

1.37  ! 

Dupree-Kentucky  Tax-Free  Inc1 

72 

0.62  | 

EV  Traditional  California  Munis 

"  : 

0.63  i 

EV  Traditional  Florida  Munis 

5.9 

0.66  j 

EV  Traditional  National  Muni 

EV  Traditional  New  York  Munis 

Empire  Builder  Tax-Free  Bond1 

.  31.  lili  !fc  ssai.  no  12t-I  I 


186 


Forbes  ■  February  10,  1997 


Jd  awards  are  positive. 


HANSON 
1995 

EP  1080- 
EP2050- 
EP  4050  - 
EP  2152- 
EP  3050  - 
EP2130- 
EP  6000  - 
EP  9760  - 
1996 

EP  4050  - 
EP  1080- 
EP  2050  - 
EP  3050  - 
EP  6000  - 


S  GUIDELINES 


Best  Buy/ 
Best  Buy/ 
Best  Buy/ 
Best  Buy/ 
Best  Buy/ 
Best  Buy/ 
Best  Buy/ 
Best  Buy/ 


Gold  Medal 
Gold  Medal 
Gold  Medal 
Silver  Medal 
Silver  Medal 
Bronze  Medal 
Bronze  Medal 
Bronze  Medal 


BUYER'S 
1995 

EP  2050  - 
EP2152- 
EP  3050  - 
EP  1080- 
1996 

EP  2050  - 
EP  3050  - 
EP  1080- 


Pick  of  the  Year 
Pick  of  the  Year 
Pick  of  the  Year 
Pick  of  the  Year 

Pick  of  the  Year 
Pick  of  the  Year 
Pick  of  the  Year 


Best  Buy/ Gold  Medal 
Best  Buy/ Silver  Medal 
Best  Buy /Silver  Medal 
Best  Buy /Silver  Medal 
Best  Buy  /  Bronze  Medal 


BUSINESS 
CONSUMER  GUIDE 
1995 

EP  2050  -  Recommended* 
EP  2130  -  Recommended* 
EP  2152  -  Recommended* 
EP  4050  -  Recommended* 
1996 

EP  2152  -  Recommended* 
EP  3050  -  Recommended* 
EP  4050  -  Recommended* 
EP  6000  -  Recommended* 
EP  8010  -  Recommended* 

"For  a  free  copy  of  the  full  report 
call  1-800-843-8100 


BETTER  BUYS 
FOR  BUSINESS 
1995 

EP  1080  -Editor's 
EP  2130  -  Editor's 
EP  2152 -Editor's 
EP  3050  -  Editor's 
EP  4050  -  Editor's 
EP  6000  -  Editor's 
EP  9760  -  Editor's 
1996 

EP  1080  -  Editor's 
EP  3050  -  Editor's 
EP  8010 -Editor's 


Choice 
Choice 
Choice 
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*  350, 000  copier  sales  are 
jf;  proof  positive! 


Why  did  one  copier  line 
win  38  awards 
in  the  past  two  years? 

Sell  350,000  units 
in  the  past  five  years? 
And  enjoy  a  sales  increase 
3  times  better  than 
the  industry  average  in  one  year? 

Why? 

Because  not  all  copiers  are  Minolta 
Call  1-800-9-MINOLTA 
www.minoltausa.com 


Copiers 
Cameras 
Faxes 
Digital  Systems 
Document  Imaging 
Camcorders 
Binoculars 
Color  Sensors 

Only  from  the  mind 
of  Minolta 


MINOLTA 


BECAUSE  NOT  ALL  COPIERS  ARE  MINOLTA! 
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FUND  SURVEY 
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All  data  through  Dec  31.  1996.  'No  load,  no  12b-l  fee.  :Closed-end.  'Closed  to  new  investors. 

Sources:  Forbes:  Upper  Analytical  Services:  Mormngstar.  Inc. 


Some  legal  things  worth  knowing.  'Moniingstar  uses  its  own  proprietary  rating  system  to  show  historical,  risk-adjusted  performance  as  of  11/30/96.  These  ratings  may 
change  monthly,  and  they're  calculated  from  Value's  one-  and  three-year  average  annual  total  returns  and  Income  &  Growth's  one-,  three-,  and  five-year  average  annual 
total  returns,  over  and  above  90-day  Treasury  bill  returns,  with  an  appropriate  adjustment  for  fees,  along  with  a  risk  factor  that  shoivs  fund  performance  below 
the  returns  for  90-day  Treasury  bills.  (Are  you  still  with  us?)  Income  &  Growth  received  a  five-star  rating  and  Value  received  a  four-star  rating  out  of  2,907  funds  for 
the  one-year  period,  and  both  funds  received  a  five-star  rating  out  of  1,769  funds  for  the  three-year  period,  and  Income  &  Growth  received  a  five-star  rating 
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All  data  through  Dec.  31, 1996.  'No  load,  no  1 2b- 1  fee.  Closed-end.  'Closed  to  new  investors. 

Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc. 


Let's  Assume  You  Have  More 
Important  Things  To  Think  About  Than 
The  Inverted  Yield  Curve. 

If  you'd  rather  not  spend  time  worrying  about  investments, 
consider  the  two  shown  here.  Both  of  these  American 
Century  funds  have  a  reassuring  history  of  strong 
performance 
and  low  volatil- 
ity. Which,  we'd 
suggest,  make 
them  good  can- 
didates for  your 
IRA.  Naturally,  the  past  doesn't  guarantee  the  future. 
But  American  Century  manages  funds  with  teams,  not 
"stars,"  for  a  more  consistent,  long-term  approach.  So 
you  can  concentrate  on  the  things  that  matter  more  than 
yield  curves.  For  details, 
order  our  free  IRA  Kit:  A" 


American  Century  5-Star  Performance' 

[hi  Qmall  Puhmanctj  %  Annual  htal  Returns  As  01 12/31/96 

One  Year      Three  Years      Five  Years     Life  Of  Fund 

Income  &  Growth5  24.0*    19.1*     15.2%  19.0* 

(SinuUltflWl 

24.1*    19,7*    —  18.7* 

/Since  911193) 


Value2 


American  Century  Investments 
PO.  Box  419200 
Kansas  City,  MO  64141-6200 
www.  americancentury.  com 


American 

CENTURYs,, 


out  of  1,042  funds  for  the  five-year  period  ending  1 1/30/96.  10"/,,  of  the  funds  in  the  Domestic  Equity  class  received  five  stars,  and  the  next  22.5%  received  four  stars. 
2  These  figures  represent  past  performance  in  the  investor  class  of  shares  and  assume  all  dividends  were  reinvested.  Other  share  classes  may  be  available.  Naturally,  past 
performance  can't  guarantee  future  results.  Investment  return  and  the  value  of  your  principal  will  fluctuate,  and  the  final  value  of  your  investment  may  be  more  or  less 
than  what  you  started  with.  American  Century  Investment  Services,  Inc.,  ©  1997  American  Century  Services  Corporation.  Please  ask  for  a  prospectus  with  more 
complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you  invest. 
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0.90 

□ 

D 

L 

Nuveen  Calif  Quality  Inc  Muni2 

8 

JO 

8  8 
0.8 

n  7Q 
u./y 

p 

D 

c 
\. 

Premier  State  Muni— Michigan-A 

3.3 

7  £ 
1.0 

u.y  j 

B 

D 

Nuveen  Calif  Select  Qual  Muni2 

4.9 

8.6 

0.79  j 

C 

B 

Premier  State  Muni-Minnesota-A 

3.7 

6.8 

0.90 

C 

B 

Nuveen  Calif  T-F  Value-A 

4.7 

6.9 

0.96  ! 

c 

B 

Premier  State  Muni-Ohio-A 

4.1 

7.2 

0.89 

C 

C 

Nuveen  Florida  Inv  Quality  Muni2 

4.7 

8.0 

0.80  ; 

B 

C 

Premier  State  Muni-Penn-A 

3.9 

7.5 

0.92 

B 

D 

Nuveen  Florida  Quality  Inc  Muni2 

5.0 

8.4 

0.82  ; 

c 

B 

T  Rowe  Price  Calif  T-F  Bond1 

4.5 

7.2 

0.63 

Ax 
A+ 



u 

nuveen  insureo  iviuni  doiio-m 

3  9 

7  ^ 

n  qi 
u.y  i 

c 

T  Rowe  Price  Maryland  T-F1 

3  8 

J.O 

7  n 
/  .u 

U.  04 

A 

D 

Nuveen  Insured  Muni  Oppor2 

4.2 

8.7 

0.79  | 

c 

B 

T  Rowe  Price  New  York  T-F1 

3.7 

7.4 

0.65 

C 

I  C 

Nuveen  Insured  Quality  Muni2 

4.1 

8.1 

0.81 

c 

A 

T  Rowe  Price  T-F  High  Yield1 

5.0 

7.7 

0.75 

I  c 

B 

Nuveen  Invest  Quality  Muni2 

4.0 

7.8 

0.78  | 

A 

D 

T  Rowe  Price  T-F  Income1 

3.3 

7.2 

0.58 

A 

D 

Nuveen  Mich  Quality  Inc  Muni2 

3.8 

8.7 

0.83 

F 

A+ 

T  Rowe  Price  T-F  Short-lntermed1 

4.0 

4.9 

0.57 

c 



B 

wuveen  iviunicipai  Muvaniage 

/I  8 

H.O 

a  9 

n  78 

U.  to 

p 

T  Rowe  Price  Virginia  T-F  Bond1 

A  1 

7  7 

1.0 

U.O  J 

D 

A 

Nuveen  Municipal  Bond-A 

4.1 

6.7 

0.83  | 

A 

D 

Princor  Tax-Exempt  Bond-A 

4.6 

7.2 

0.83 

C 

B 

Nuveen  Municipal  Mkt  Oppor2 

4.7 

8.0 

0.76  | 

D 

B 

Prudential  Calif  Muni-Calif-A 

3.1 

6.9 

0.73 

D 

A 

Nuveen  Municipal  Value2 

4.5 

6.7 

0.70  | 

C 

A 

Prudential  Calif  Muni-lncome-A 

4.4 

8.4 

0.40 

C 

1  C 

Nuveen  NJ  Invest  Quality  Muni2 

4.8 

8.2 

0.81  j 

C 

B 

Prudential  Muni  Bond-Hi  Yield-A 

3.5 

7.3 

0.64 

B  C 

Nuveen  NY  Insured  T-F  Value-A 

0.0 

7  1 
/.I 

u.yj 

b 

U 

Prudential  Muni  Bond-lnsured-A 

9  8 

L.O 

0.0 

U.OO 

|c 

B 

Nuveen  NY  Invest  Quality  Muni2 

3.5 

8.0 

0.82  ! 

A 

D 

Prudential  Muni  Ser-Florida-A 

3.4 

7.2 

0.24 

D 

A 

Nuveen  NY  Muni  Value2 

4.1 

6.5 

0.83  | 

C 

C 

Prudential  Muni  Ser-New  Jersey-A 

2.6 

6.7 

0.55 

C 

B 

Nuveen  NY  Perf  Plus  Muni2 

4.1 

8.8 

0.82  \ 

B 

c 

Prudential  Muni  Ser-New  York-A 

2.3 

7.0 

0.69 

B 

D 

Nuveen  NY  Quality  Inc  Muni2 

4.2 

8.2 

0.79  ! 

c 

c 

Prudential  Muni  Ser-Ohio-A 

2.0 

6.7 

0.83 

if 

C 

Nuveen  NY  Select  Quality  Muni2 

3.7 

8.6 

0.80 

B 

c 

Prudential  Muni  Ser-Penn-A 

3.2 

7.0 

0.80 

B 

Nuveen  NY  Tax-Free  Value-A 

4.1 

7.4 

0.99  j 

B 

D 

Prudential  Natl  Municipals-A 

2.7 

6.7 

0.80 

A+ 

F 

Nuveen  Ohio  Quality  Inc  Muni2 

4.4 

9.3 

0.87  I 

C 

C 

Putnam  Arizona  T-E  Income-A 

3.0 

6.6 

1.03 

A 

D 

Nuveen  Ohio  T-F  Value-A 

3.3 

7.1 

0.98  | 

B 

C 

Putnam  Calif  T-E  Income-A 

4.1 

7.3 

0.74 

C 

C 

Nuveen  Penn  Invest  Quality  Muni2 

4.6 

8.8 

0.82  : 

B 

D 

Putnam  Florida  T-E  Income-A 

2.9 

6.7 

0.95 

C 

B 

r  '. 

Nuveen  Performance  Plus  Muni2 

5.1 

7.8 

0.78 

C 

B 

Putnam  High  Yield  Municipal2 

6.2 

8.8 

1.17 

All  data  through  Dec.  31, 1996.  ;No  load,  no  12b-l  fee.  -Closed-end.  Closed  to  new  Investors. 


Sources:  Forbes;  Upper  Analytical  Services-.  Mormngstar.  Inc- 
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These  days,  more  and  more  CPAs  can  \<h?    '  systems.  Provide  Internet,  intranet 

*  f 

not  only  help  you  develop  a  business  strat-  and  work  flow  automation  solutions.  And 

egy,  they  also  have  the  expertise  to  help  you  even  assess  the  impact  a  web  site  might  have 

merge  a  solid  business  plan  with  today's  new  on  your  bottom  line.  And  that  can  put  you  in 

technologies.  They  can  review  software  and  the  perfect  position  to  capture  new  business. 


hardware  needs.  Evaluate  communication      ( ^^A^        You  sec  numbers.  We  see  opportunities. 


THE    CPA.    NEVER    UNDERESTIMATE    THE  VALUE? 


American  Institute  of  Certified  Public  Accountants.  A/CSPA  Online  (http: / / ■www.atcpa.org) 


MUMUIPHL  BUNU  rUNUb 


FUND  SURVEY 


Performance  Fund 

-Total  return- 

Annual 

UP 

DOW 

1 

s- 

5- 

expenses 

— markets— 

month 

year 

per  $100 

B 

C 

Putnam  Invest  Grade  Muni' 

3.4% 

8.7% 

$1.50 

c 

I  c 

Putnam  Managed  Muni  Income* 

3.8 

8.9 

1.20 

B 

1 B 

Putnam  Mass  T-E  Income-A 

3.9 

7.5 

0.95 

C 

B 

Putnam  Michigan  T-E  Income-A 

4.1 

6.9 

1.00 

C 

Putnam  Minnesota  T-E  Income-A 

3.3  ] 

6.4 

1.01 

B 

!b 

Putnam  Municipal  Income-A 

3.2  j 

7.4 

0.95 

B 

D 

Putnam  NJ  T-E  Income-A 

3.6 

6.6 

0.96 

I  A 

D 

Putnam  NY  T-E  Income-A 

3.9 

6.8 

0.78 

D 

|A 

Putnam  NY  T-E  Opportunities-A 

3.8  : 

6.8 

1.01 

D 

B 

Putnam  Ohio  T-E  Income-A 

3.6 

6.7 

0.96 

C 

B 

Putnam  Penn  T-E  Income-A 

3.7 

7.3 

0.98 

A 

F 

Putnam  Tax-Exempt  Income-A 

3.0 

6.9 

0.78 

C 

B 

Putnam  Tax-Free  Inc-Hi  Yield-A 

3.2 

7.3 

0.84 

B 

D 

Putnam  Tax-Free  Inc-lnsured-A 

3.2  | 

6.4 

0.90 

D 

A 

Ranson  Managed-Kansas  Muni 

3.0 

6.7 

0.85 

_ 

B 

B 

Rochester  Fund  Municipals 

5.3 

7.9 

0.82 

F 

A+ 

Rochester  Ltd-Term  NY  Muni-A 

4.8 

6.7 

0.90 

A+ 

1  F 

Safeco  Municipal  Bond' 

3.2  | 

7.1 

0.54  j 

B 

D 

Scudder  Calif  Tax-Free1 

3.6  j 

7.3 

0.77 

A 

C 

Scudder  High  Yield  Tax-Free1 

4.4 

7.6 

0.80 

A 

Td 

Scudder  Managed  Muni  Bonds' 

4.1 

7.2 

0.63 

[a 

D 

Scudder  Massachusetts  Tax-Free1 

4.1 

7.8 

0.75 

D 

A 

Scudder  Medium  Term  Tax-Free1 

4.0 

6.8 

0.70 

A 

Scudder  New  York  Tax-Free1 

3.3 

7.1 

0.82 

A+ 

F 

Seligman  Quality  Municipal-A2 

3.7 

8.4 

1.08 

C 

JC  1 

Seligman  Select  Municipal 

4.5 

8.1 

0.91 

C 

b 

Seligman  Tax-Ex-Massachusetts-A 

4.i  i 

6.9 

0.86 

c 

c 

Seligman  Tax-Ex-Michigan-A 

3.7 

6.9 

0.87 

D 

A 

Seligman  Tax-Ex-Minnesota-A 

3.4 

6.5 

0.87 

A+ 

F 

—  . 

Seligman  Tax-Ex-National-A 

3.3 

6.6 

0.86 

C 

1  C 

Seligman  Tax-Ex-Ohio-A 

3.8 

6.6 

0.84 

B 

|'C  i 

Seligman  Tax-Ex-South  Carolina-A 

3.9  \ 

6.7 

0.88 

C 

c 

Sentinel  Tax-Free  Income-A 

2.6 

6.6 

0.93  j 

C 

B 

Sierra-Calif  Municipal-A 

4.4 

6.9 

0.94  j 

D 

A 

SIT  Tax-Free  Income1 

5.7  i 

7.1 

0.80 

A 

Ic  | 

SB  California  Munis-A 

5.7 

8.1 

0.76 

C 

I  B 

SB  Inc-Tax-Exempt  Income-A 

4.5 

6.9 

0.84 

A+ 

{c 

SB  Managed  Municipals-A 

5:6 

9.1 

0.70  j 

B 

1  C 

SB  Muni-Florida-A 

4.6  \ 

7.5 

0.70 

D 

I  A 

SB  Muni-Limited  Term-A 

3.7 

6.2 

0.75  ; 

B 

B 

SB  Muni-National-A 

3.7 

7.6 

0.70 

B 

B 

SB  Muni-New  York-A 

4.2  i 

7.5 

0.72 

B 

;  C 

SB  New  Jersey  Municipals-A 

4.1  j 

7.0 

0.84  j 

p 

D 

r 

opanan  ^ani  rviuni  income 

A  Q 

4.0 

7  1 
/  .1 

U.  04 

B 

D 

Spartan  Conn  Muni  Income1 

4.2 

6.8 

0.55 

B 

D 

Spartan  Muni  Income 

4.5 

7.1 

0.54 

B 

Ic 

Spartan  New  jersey  Muni  Income 

4.1 

6.8 

0.55  j 

A 

D 

Spartan  New  York  Muni  Income 

4.3 

7.2 

0-.54  \ 

B 

Spartan  Penn  Muni  Income 

4.0 

7.4 

0.55  \ 

- 

Spartan  Short-lntermed  Muni  Inc1 

3.9  ; 

5.1 

0.54  1 

Performance  Fund 

-Total  return- 

Annual 

UP 

DOWf 

1 

s- 

5- 

expenses 

— markets — 

month 

year 

per  $100 

D 

SteinRoe  High  Yield  Municipals1 

4.5% 

6.6% 

$0.85 

D 

SteinRoe  Intermed  Municipals' 

4.2 

6.3 

0.70 

SteinRoe  Managed  Municipals1 

3.8 

6.6 

0.72 

Strong  Municipal  Bond1 

2.4 

6.5 

0.80 

Strong  Short-Term  Muni  Bond1 

4.9 

4.5 

0.80 

A 

D 

Taurus  MuniNewYork  Holdings2 

3.9 

8.0 

0.83 

c 

B 

Tax-Exempt  Bond  Fund  of  America 

4.6 

7.4 

0.68 

° 

Tax-Exempt  Fund  of  California 

4.3 

7.3 

0.73 

D 

B 

Tax-Free  Fund  of  Colorado-A 

3.7 

6.5 

0.64 

D 

D 
D 

Tax-Free  Trust  of  Arizona-A 

3.6 

6.6 

0.72 

D 

B 

Tax-Free  Trust  of  Oregon-A 

3.7 

6.1 

0.73 

D 

A 

Thornburg  Intermed  National-A 

4.5 

7.3 

1.00 

r  1 

:A+ 

■  Thornburg  Intermed  New  Mexico-A 

4.2 

6.3 

1.00 

[ 

+ 

Thornburg  Ltd  Term  National-A 

4.0 

5.7 

0.97 

A+ 

United  Municipal  Bond 

4.1 

7.8 

0.65 

c 

A 

United  Municipal  High  Income 

7.2 

8.6 

0.76 

B 

C 

USAA  Tax-Exempt-Calif  Bond1 

5.4 

7.3 

0.42 

D 

B 

USAA  Tax-Exempt-Intermediate1 

4.5 

6.9 

0.38 

B 

D 

USAA  Tax-Exempt-Long-Term1 

4.5 

6.9 

0.37 

F 

A+ 

USAA  Tax-Exempt-Short-Term1 

4.4 

4.9 

0.42 

B 

C 

USAA  Tax-Exempt-Virginia 

5.1 

7.1 

0.48 

B 

D 

Value  Line  Tax-Exempt-Hi  Yld1 

3.5 

6.2 

0.62 

A+ 

D 

.  Vanguard  Calif  T-F-lnsured  L-T1 

5.0 

7.7 

0.20 

A+ 

D 

Vanguard  Muni  Bond-High  Yld1 

4.5 

7.7 

0.20 

_A+J 

F 

Vanguard  Muni  Bond-Ins  L-T1 

4.0 

7.5 

0.20 

D 

B 



Vanguard  Muni  Bond-lntermed1 

4.2 

7.1 

0.20 

F 

A+ 

i  Vanguard  Muni  Bond-Ltd  Term1 

4.1 

5.0 

0.21 

A+ 

D 

Vanguard  Muni  Bond-L-Tl 

4.4 

7.7 

0.20 

F 

A+ 

Vanguard  Muni  Bond-S-T1 

3.7 

4.0 

0.20 

A 

D 

Vanguard  NJ  Tax-Free-Ins  L-T1 

3.2 

7.3 

0.21 

A 

D 

Vanguard  New  York  Tax-Free1 

4.1 

7.5 

0.22 

A 

Vanguard  Ohio  Tax-Free-Ins  L-T! 

4.2 

7.4 

0.21 

A 

Vanguard  Penn  Tax-Free-Ins  L-T' 

4.3 

7.6 

0.20 

B 

VanKamp  Amer  Calif  Qual  Muni2 

5.8 

9.1 

1.11 

B 

VanKamp  Amer  Fla  Qual  Muni2 

3.7 

8.9 

1.14 

A 

VanKamp  Amer  Ins  Tax-Free-A 

3.6 

7.0 

0.88 

A 

D 

VanKamp  Amer  Muni  Inc  Fund-A 

4.1 

6.7 

0.99 

B 

c 

VanKamp  Amer  Muni  Inc  Trust2 

5.1 

8.0 

0.82 

B 

VanKamp  Amer  Muni  Trust2 

4.4 

8.5 

1.06 

A 

D 

VanKamp  Amer  NY  Qual  Muni2 

2.7 

8.9 

1.18 

A 

j  D 

h"                 ■".  ■'  . 
VanKamp  Amer  Ohio  Qual  Muni' 

3.1 

Q  1 

y.i 

1  OCX 

A 

C 

VanKamp  Amer  Penn  Qual  Muni2 

4.0 

9.2 

1.15 

D 

A+ 

VanKamp  Amer  T-E  High  Yield-A5 

5.8 

7.7 

0.98 

U 

A 

VanKamp  Amer  Tax  Tree  Hi  Inc-A 

3  1 

3.0 

n  q<; 
u.y  D 

B 

C 

Vista  New  York  Tax-Free  Inc-A 

3.8 

7.2 

0.90 

B 

B 

Voyageur  Arizona  Ins  Tax-Free-A 

4.1 

7.3 

0.69 

B 

B 

Voyageur  Colorado  Tax-Free-A 

4.1 

7.4 

0.76 

A 

D 

Voyageur  Florida  Ins  Tax-Free-A 

2.9 

7.4 

0.51 

B 

Voyageur  Minnesota  Insured-A 

3.8 

6.8 

0.87 

D 

B 

Voyageur  Minnesota  Tax-Free-A 

3.3 

6.6 

0.93 

D 

A 

Wm  Penn  Interest  Inc-Penn  T-F-A 

2.9 

6.5 

0.85 

All  data  through  Dec.  31, 1996.  No  load,  no  12b-l  fee.  Closed-end.  Closed  to  new  investors. 


Sources.-  Forbes;  Upper  Analytical  Services:  Morningstar  Inc. 
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OneSource 


A    SPOTLIGHT    ON     MUTUAL    FUNDS    THAT    MAY    DESERVE    YOUR  ATTENTION 


Vol.  I  No. 2 


NEW  FUNDS 


Insightful  ways  to  diversify  beyond  your  core  holding^ 


February  1997 


JANUS  SPECIAL  SITUATIONS  FUND 

JANUS  As  a  fund  family,  Janus  has  built  its  reputation  on  skillful  stock  picking.  This  unique  Fund, 
managed  by  David  Decker,  invests  in  stocks  of  all  types  and  sizes,  but  with  a  special  twist.  Decker 
concentrates  on  companies  whose  special  situations  have  been  overlooked  by  Wall  Street. 


berger/biam  international  fund 

A  joint  venture  of  Berger  Associates,  Inc.,  and  Bank  of  Ireland  Asset  Management,  (U.S.)  Ltd.,  (BIAM). 
This  Fund's  investment  team,  BIAA1,  brings  investors  over  30  years  of  international  investing  expertise* 
and  the  same  type  of  solid,  bottom-up  stock  selection  people  have  come  to  expect  from  the  Berger  Funds. 


INVESCO   REALTY  FUND 

INVESCO,  which  manages  a  number  of  historically  high-performing  sector  funds,  is  focusing  on  an 
asset  category  that  may  or  mav  not  rise  or  fall  in  tandem  with  the  rest  of  the  market  —  real  estate 

INVESCO  FUNDS  ..     *        ,.  . 

equities.  The  Fund  invests  primarily  in  REITs,  builders,  developers,  brokers  and  mortgage  lenders. 


THERE  MAY  BE  NO  BETTER  PLACE  TO  BUILD  A  PORTFOLIO  OF  MUTUAL  FUNDS. 

_______ I  We  believe  a  diversified  portfolio  ol  mutual  funds  consists  ol  both  i  ore  holdings  and  supplemental 

funds  that  can  bring  an  added  dimension  to  the  portfolio.  Both  are  available  through  Mutual  Fund 
ONESOURCri"  ,  ■ 

— |  from  schwab  | —  OneSource®  —  a  service  that  gives  you  access  to  over  600  funds  free  of  loads  and  transaction  fees.**  Stop 

by  a  Schwab  branch  and  have  a  rep-       _  _  I  "  ~  J1""*—™— DSKrai 

y  K     Free  Subscription  J  Select  List 

resentative  helpyou  develop  a  comprehensive  strategy  for  mutual       For  two  free  issues  ol  Schwab  s     I  i7r>wia»\..X.i.f.H  '..I  

Mutual  Finn1  Select  /,/W  ,'  visit  one  |  asgs 
fund  investing.  (Remember:  there  are  no  guarantees  in  investing.)       0f  our  240  branches  or  call: 


1-800-5-NO-LOAD 


Free  prospectuses  containing  more  complete  information,  including  management  fees  and  other  expenses,  are  available  through  Schwab.  Please  read  them  carefully  before  investing. 

"International  investing  involves  additional  risk  to  principal,  including  currency  fluctuations,  political  instability  and  foreign  regulation. 

Charles  Schwab  provides  recordkeeping  and  shareholder  services  for,  and  receives  remuneration  Irom.  Mutual  Fund  OneSource  companies.  **Schwab's  standard  transaction  fee  will  be  charged  on 
;ach  redemption  of  fund  shares  bought  with  no  transaction  fee  and  held  lor  90  days  or  less.  Schwab  reserves  the  right  to  assess  Schwab's  standard  transaction  fees  in  the  future,  should  short-term 
trading  become  excessive,  as  well  as  the  right  to  change  the  funds  we  make  available  without  transaction  lees.  ©1997  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (2/97) 


Charles  Schwab 


MUNtf  ft  INVEailYltnid 


Accounting  a-go-go 

Some  companies  tailor  their  bookkeeping  to  please  the  momentum-investing 
crowd.  A  dangerous  game. 


By  Kambiz  Foroohar 

In  today's  hot  stock  market,  compa- 
nies that  want  to  keep  their  shares 
aloft  know  they  can't  afford  to  disap- 
point investors  with  bad  earnings 
news.  A  whiff  of  disappointment  and 
the  momentum-investing  crowd 
dumps  you  in  the  toilet. 

No  surprise  that  some  hot  little 
companies  are — shall  we  say — dressing 
up  their  books. 

Case  in  point:  SystemSoft,  a  $39 
million  (estimated  1997  revenues) 
software  company  based  in  Natick, 
Mass.  Its  stock  has  caught  investors' 
fancies  on  the  promise  that  its  trou- 
bleshooting software  can  prevent 
computer  breakdowns.  After  trading 
at  around  $4  for  the  first  half  of  1996, 
SystemSoft  shares  leapt  to  a  high  of 
36%  in  September,  a  price/earnings 
ratio  of  135.  Even  after  backtracking 
to  a  recent  $14  per  share,  SystemSoft 
trades  at  52  times  earnings.  But  stocks 
like  this  don't  sell  on  earnings.  They 
sell  on  momentum. 

In  SystemSoft's  case  we  suspect  that 
some  of  the  momentum  is  artificially 
induced.  The  company's  aggressive 
accounting  practices  make  System- 
Soft's profits  look  considerably  better 
than  they  would  be  if  it  managed  its 
books  more  conservatively  (see  chart, 
p.  196). 

SystemSoft  began  life  in  1990  as  a 
designer  of  software  that  allows  laptop 
and  notebook  computers  to  accept 
PC  cards — slide -in,  credit-card-thin 
peripherals  such  as  modems  or  extra 
memory.  SystemSoft 


now  con- 
trols 85%  of 
this  market. 

But  that's  yesterday's 
story.  Today's  is  System- 
Soft's SystemWizard,  a  diagnos- 
tic program  that  analyzes  the 
peripherals  attached  to  your  PC.  It 
looks  for  incompatibilities  that  often 
cause  computers  to  fail.  Say  your 
newly  installed  sound  card — which 
allows  your  computer  to  produce 
audio — proves  incompatible  with  your 
computer.  Saving  you  the  trouble  of 
phoning  the  computer  manufacturer 
or  the  sound  card  maker  for  help,  Sys- 
temWizard identifies  the  problem  and 
repairs  it.  If  it  can't  find  the  solution, 
SystemWizard  is  supposed  to  contact 
the  manufacturer's  database  and 
download  the  correct  program  to  fix 
the  glitch. 

Believers  say  SystemWizard  will 
soon  be  as  ubiquitous  on  PCs  as  the 
game  of  Solitaire  is  now.  AST,  Micron 
and  Packard  Bell  have  agreed  to  start 
installing  SystemWizard  on  their  com- 
puters this  year.  SystemSoft's  technol- 
ogy may  indeed  be  sound  but  you 
can't  say  the  same  for  its  bookkeeping. 

During  fiscal  year  1996,  ended 
Jan.  31,  SystemSoft  says  it  earned 
$3.6  million  on  sales  of  $24.6 
million.  Revenues  came 


N 


from 
software 
licenses, 
engineering 
and   a  licensing 
deal  with  Intel,  which 
owns  9%  of  the  firm. 
Intel  also  owns  inter- 
ests in  some  rivals  in 
the  so-called  help- 
desk  software 
business. 
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GUT 

Al  so   known  as: 

"the  big  decision  maker" 


Often  forced  to  make  decisions 
about  stuff  it  doesn't  understand 
(like  technology),  the  gut  is  much 
more  effective  when  it  has  some- 
thing solid  to  go  on. 

Fujfrsu 

FUJITSU  PC  CORPORATION 
^^^^  Built  for  Humans. 


EVERY  NOTEBOOK  COMES  WITH 
A  BIG  HELPING  OF  REASSURANCE. 

®  As  the  2ND  LARGEST  COMPUTER  maker  in  the  world 
we  know  how  to  satisfy  the  biggest  expectations. 
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SystemSoft's 
nifty  shifting 
of  revenue  means 
much  higher  earn- 
ings than  it  would 
show  with  more 
conservative 
accounting 
practices. 
Keeping  earnings 
aloft  does 
wonders  for  its 
stock  price. 


The  licenses  SystemSoft  sells  gener- 
ate royalties  for  a  period  of  months  or 
years.  In  the  first  quarter  of  fiscal  1997 
the  company  renegotiated  enough  of 
its  license  contracts  to  bring  in  rev- 
enues of  $800,000—10%  of  System- 
Soft's sales.  Terms  of  the  new  deals 
require  SystemSoft's  customers  to  pay 
greater  amounts  up  front  than  they 
had  agreed  to  initially.  Their  induce- 
ment: a  discount  from  SystemSoft  on 
the  total  cost  of  the  work. 

These  renegotiated  revenues  give 
SystemSoft  earnings  a  quick  boost — 
but  at  the  expense  of  future  earnings. 
As  a  result  of  its  renegotiations,  Sys- 
temSoft's earnings  last  year  were 
almost  double  what  they  would  have 
been  had  the  contracts  remained 
unchanged  and  the  revenues  then 
booked  in  subsequent 
quarters. 

Is  this  a  common 
practice?  There  may  be 
other  companies  rene- 
gotiating royalty  con- 
tracts in  this  manner 
but  Forbes  could  not 
identify  a  single  one. 

SystemSoft  renego- 
tiated contracts  again 
during  the  first  three 
quarters  of  fiscal  1997: 
Revenues  of  $27. 6 
million  included 
$452,000  in  such 
deals.  Strictly  speaking, 
this  revenue  should 
have  been  recorded  in 
the  following  two 
quarters. 

A  little  under  half  a 
million  dollars  may 
not  sound  like  a  big 
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deal.  But  it  turns  out  to  have  added  2 
cents  a  share  to  SystemSoft  earnings — 
11%  of  what  it  earned  in  the  three 
quarters.  Given  how  fledgling  tech- 
nology companies  depend  on  earnings 
growth  to  propel  their  stock  prices, 
11%  is  a  significant  figure. 

But  SystemSoft  doesn't  stop  there. 
It  also  pushes  the  envelope  in  recog- 
nizing revenue  from  its  licensing  deal 
with  Intel.  Under  the  agreement,  Intel 
provides  technologies  to  SystemSoft, 
which  it  pays  SystemSoft  to  develop. 
In  return,  SystemSoft  has  agreed  to 
pay  royalties  to  Intel  through  2000 
based  on  a  share  of  the  technology's 
future  revenues. 

Last  year,  for  example,  10%  of  Sys- 
temSoft's revenues  came  from  Intel. 
These  payments,  which  totaled  S2.5 
million  and  will  cease  in 
October,  are  booked  as 
revenue  in  the  quarter 
they  are  paid. 

Are  these  payments 
revenue  or  are  they 
software  development 
cost?  SystemSoft  says 
they're  revenue.  Others 
aren't  so  sure. 

Because  SystemSoft 
must  pay  royalties  on 
these  systems  to  Intel 
for  the  next  four  years, 
the  payments  from  Intel 
have  strings  attached 
and  oblige  SystemSoft 
to  pay  money  to  Intel 
in  the  future.  There- 
fore, says  Robert  Wil- 
lens,  tax  and  accounting 
analyst  at  Lehman 
Brothers,  SystemSoft 
should  create  a  reserve 


to  cover  the  royalty  payments  it  will 
have  to  make  in  the  future  because  of 
the  revenues  it  is  booking  today. 

The  American  Institute  of  Certified 
Public  Accountants  agrees  with  Wil- 
lens.  It  is  considering  creating  new 
rules  that  would  force  software  com- 
panies to  defer  recognition  of  revenue 
from  such  contracts  until  the  compa- 
ny fulfills  all  its  obligations  under  the 
agreement. 

SystemSoft  is  also  aggressive  in  the 
way  it  capitalizes  some  of  its  expenses. 
It  stretches  some  costs  over  three  to 
five  years  rather  than  taking  them  in 
the  quarter  in  which  they  are  incurred. 
If  SystemSoft  recorded  all  its  costs  as 
they  were  incurred,  its  net  income 
would  look  much  less  compelling. 

For  1996  SystemSoft  capitalized 
$1.2  million  in  costs,  27%  of  its 
expenses.  These  capitalized  costs 
include  software-development  costs 
such  as  employees'  salaries  and  pur- 
chases of  computers.  If  SystemSoft  did 
not  capitalize  these  expenses,  its  prof- 
its for  1996  would  have  been  33% 
lower  than  stated — $2.4  million.  Sys- 
temSoft also  capitalized  all  of  the  SI.  5 
million  in  software  codes  it  bought 
from  outside  vendors  last  year. 

SystemSoft  is  not  alone  in  its  capi- 
talization of  development  expenses 
but  it  is  in  sparse  company.  Microsoft, 
for  instance,  expenses  all  of  its  devel- 
opment costs.  CyberMedia  and 
Summa  Four  Inc.,  two  of  SystemSoft's 
direct  competitors,  expense  every 
dime  of  their  software  development 
costs  quarterly. 

\\  rule  it  enhances  current  earnings, 
capitalizing  expenses  creates  doubtful 
assets  on  the  balance  sheet.  The  com- 
pany now  has  $5.4  million  of  capital- 
ized software  costs,  up  from  $2.1  mil- 
lion at  the  end  of  January  1996. 

SystemSoft's  chief  financial  officer, 
David  Sommers,  shrugs  off  Forbes' 
questions  about  its  accounting.  He 
says  his  company  is  acting  within 
acceptable  accounting  guidelines  and 
that  the  SEC  has  not  questioned  the 
accounting.  "As  revenue  builds  up, 
capitalization  will  be  less  aggressive," 
he  says. 

Sommers  concedes  that  his  aggres- 
sive accounting  is  aimed  at  pleasing 
momentum  investors.  "The  market- 
place tends  to  focus  on  signals  that  are 
very  simplistic,"  he  says.  B 
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$8  BILLION 
STRONG. 

MARKET 
LEADERS. 

ACQUISITION 
EXPERTS. 

NOT 
INTO  TOYS. 


WE'RE  ALL  OF  THE  ABOVE. 


Not  surprisingly,  people  often 
confuse  Tyco  International  with 
that  other  Tyco,  the  fine  maker  of 
children's  toys.  We're  the  Tyco  that 
enjoys  leadership  positions  in  each 
of  its  four  business  segments.  We're 
the  Tyco  that's  increased  fts  market 
capitalization  from  $400  million  to 
over  $8  billion  in  just  over  a  HoraHo 


that  has  a  compounded  income 
growth  rate  of  21%,  and  a  superb 
long-term  record  of  enhancing 
shareholder  value.  For  return  on 
investment  over  the  past  ten  years, 
this  Tyco  ranks  in  the  top  10%  of 
the  Fortune  500®  —  a  better  record 
than  seven  of  Fortune*  magazine's 

ton  mno+  ^HmirpH  romnanjes  of  1996 


Of  course,  past  performance  does 
not  guarantee  future  results.  But  at 
Tyco,  earnings,  growth  and  perfor- 
mance are  what  we're  all  about.  To 
find  out  more,  please  write  PO  Box 
497,  Dept.  F,  Exeter,  NH  03833. 
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WORLDWIDE      SECURITIES      PROCESSING      S  E  R  V  I  C  E  Si 


Are  you  more  likely 
to  meet  the  head 
of  state 


than  the  head  of  your 
Securities  Processor? 


The  Bank  of  New  York  offers 
advanced  technology,  global  reach, 
and  something  more:  hands-on 
involvement  by  senior  management 
So  beyond  the  shifting  bits  and  bytes 
of  data,  you  II  find  a  truly  state-of-the- 
art  idea  called  personal  attention. 
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BANKOF 
NEW 
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THE  FORBES/BARRA  WALL  STREET  REVIEW 


Y  ERIC  S.  HARDY 


The  $2.2  billion  Legg  Mason  Value 
Trust  fund's  38%  total  return  in  1996 
beat  the  s&P  500  by  15  percentage 
points.  This  strong  gain  did  not  come 
from  speculative  growth  stocks.  Fund 
manager  William  Miller  says  he  is 
interested  only  in  issues  that  trade  at 
prices  that  have  below-average  multi- 
ples of  cash  flow,  liquidation  value 
and  earnings. 

Miller  bought  IBM  for  8  times  earn- 
ings in  1995,  for  example,  and  Sea- 
gate Technology  when  its  p/e  was  7. 
He  now  likes  Novell,  a  leader  in  net- 
working software.  Recently  10^,  the 
stock  is  priced  at  only  13  times  esti- 
mated 1997  earnings,  is  down  33% 
from  its  52 -week  high  and  trades  at  a 
70%  discount  to  its  alltime  high,  set 
in  1993.  Another  Miller  favorite: 
Aetna  Inc.,  currently  10  times  latest 
estimated  1997  cash  earnings. 


The  overall  market 


Special  focus 


Financial  service  stocks  have  had  a  good 
run  the  past  two  years,  but  analysts  remain 
optimistic  about  their  earnings  prospects. 
The  table  below  lists  eight  financial  service 
companies  expected  to  post  double-digit 
earnings  growth  in  1997.  As  a  group  these 
stocks  sell  for  1 1  times  estimated  1997 
earnings,  versus  17  for  the  S&P  500. 

Financial  service  firms  with  good  prospects 


Company 

Recent 
price 

Est  EPS 
growth 
'96-'97 

Ambac 

667/a 

10% 

Capital  One  Financial 

33  ^2 

20 

Dean  Witter,  Discover  &  Co 

35 Vi 

16 

Enhance  Financial  Svcs 

357/s 

17 

Finova  Group 

67 

16 

MBIA 

96 

11 

Olympic  Financial  Ltd 

l7X/2 

22 

United  Cos  Financial 

29  '/a 

20 

Sources:  IBES  via  OneSource  Information  Services; 
IBES  Express. 

The  Barra  All-US  price  index  as  of  1/17/97 


12-month  closeup 

yi-ann  *  Barra  index 

_i200-day  moving  average 
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Closeup  on  the  markets 


Index  or  investment 

 2-week  change  

%  change  from 
  1  year  ago      5-year  high 

Barra  Ali-US  index 

3.6  % 

J  24.5% 

0.0% 

StP/Barra  Growth  index1 

4.4 

I  29.2 

0.0 

SIP/Barra  Value  index- 

3.1 

1 

24.6 

0.0 

Dow  Jones  industrials 

4.4 

 |  31.8 

0.0 

sip  see 

3.8 

H  26.9 

0.0 

NYSE 

3.9 

|  24.8 

0.0 

Nasdaq 

2.9 

32.5 

0.0 

PSE  Tech  IN3 

5.3 

|  33.3 

0.0 

EAFE* 

-0.7 

L_ 

3.0 

-3.9 

CRB  futures  index5  6 

0.6 

_J 

0.4 

-7.7 

Gold6  (Comix  spot) 

-1-5  i 

mm 

-11.0 

-14.3 

Yen6  (perSUS) 

0.9 

11.4 

-5.4 

Oil"  (W  Texas  Intermediate) 

-0.6 

m 

34.3 

-9.5 

The  best  and  worst  performing  stocks 


The  best  and  worst  performing  industry  factors8 


2-week 

1997 

2-week 

1997 

Best 

Price 

change 

EPS' 

Worst 

Price 

change 

EPS' 

Danielson  Holding 

87/8 

78% 

$0.25 

Regeneron  Pharmaceuticals 

95/8 

-47% 

$-0.84 

Molecular  Biosystams 

12 

71 

-0.60 

APS  Holding 

8V2 

-46 

1.68 

Avemco 

24 '/2 

53 

1.54 

Diana 

15'/2 

-43 

NA 

Tencer  Instruments 

39!/2 

52 

1.42 

Shiva 

20 1/8 

-42 

0.84 

SaSonics  International 

167/8 

50 

0.42 

Teltrend 

167/8 

-38 

2.05 

Best 

2-week 
change 

Change 
since 
12/31/96 

Worst 

2-week 
change 

Change 
since 
12/31/96 

Oilfield  services 

15.2% 

15.5% 

Aerospace 

0.0% 

-0.5% 

Mlsc  mining  metals 

9.0 

11.5 

Publishing 

0.2 

1.3 

Beverages 

8.1 

9.8 

Supermarkets 

0.2 

2.1  i 

Pollution  control 

7.9 

7.5 

Broadcasting 

0.3 

0.8 

Aluminum 

7.8 

13.0 

Telecommunications 

0.3 

0.9 

Note:  Data  for  period  ending  1/17/97.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on 
U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings 
growth.  Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  3A  price-weighted  index  of  100  widely  followed  U.S. 
technology  stocks.  Base  value  =  50  (adjusted),  12/31/82.  "A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  5lndex  of  21 
commodity  futures.  'Source:  Knight-Ridder  Financial  Publishing.  'Estimate.  Source:  IBES  Express.  'Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics. 
Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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NEW  ISSUES  REVIEW 


The  biggest  new  issues' 


Company/business  Exchange 

Offer 
date 

Offer 
price 

12/31/96 
price 

Offering 
.  (Smil) 

Lead 
underwriter 

Performance  to  date 
absolute    rel  to  mkt 

Gulfstream  Aerospace/business  jet  aircraft 

n 

10/9/96 

24 

24  >/8 

$888 

Goldman  Sachs 

1% 

95 

Sabre  Group  Holdings/travei  reservation  systems 

n 

10/11/96 

27 

27% 

545 

Goldman  Sachs 

3 

98 

Ingram  Micro/distributes  microcomputer  products 

n 

10/31/96 

18 

23 

360 

Morgan  Stanley 

28 

122 

DePuy/orthopedic  devices 

n 

10/30/96 

17  V2 

20  V* 

259 

Morgan  Stanley 

16 

109 

BA  Merchant  Services/payment  processing  services 

n 

12/18/96 

15  ^ 

17  Vb 

217 

Goldman  Sachs 

15 

114 

Nu  Skin  Asia  Pacific/distributes  personal  care  prods 

n 

11/21/96 

23 

307/s 

209 

Merrill  Lynch 

34 

135 

Linens  'n  Things/home  accessory  stores 

n 

11/25/96 

15*4 

195/8 

202 

CS  First  Boston 

27 

129 

United  Auto  Group/auto  dealerships 

n 

10/23/96 

30 

2534 

188 

JP  Morgan  Sees 

-14 

82 

Stage  Stores/family  apparel  stores 

0 

10/24/96 

16V2 

18  Vt 

182 

CS  First  Boston 

11 

105 

MoneyGram  Payment  Systems/money  wire  transfer  svcs 

n 

12/11/96 

12 

13% 

174 

Morgan  Stanley 

10 

110 

Performance  update 


by  scon  DeCARLO 


Last  year  U.S.  underwriters  brought 
a  record  744  new  public  stock  issues 
to  market  and  raised  $38  billion  in 
capital — also  a  record.  Compare  that 
with  the  S28  billion  raised  and  the 
527  initial  public  offerings  in  1995. 

Although  IPO  volume  was  up, 
quality  was  down.  According  to 
Renaissance  Capital,  a  record  26%  of 
1996's  new  issues  came  with  operat- 
ing losses,  versus  17%  in  1995  and  8% 
in  1994.  Securities  Data  Co.  reports 
that  the  average  IPO  gained  16%  last 
year,  versus  34%  in  1995.  One  reason 
for  the  weaker  showing  last  year  is 
that  the  summer  correction  took  a 
heavy  toll  on  new  issues. 

The  largest  domestic  new  issue  on 
record  came  to  market  last  April 
when  Lucent  Technologies,  AT&T's 
former  communications  systems  and 
software  division,  went  public  in  a  S3 
billion  deal  led  by  Morgan  Stanley. 
Globally,  the  biggest  deal  was 
Deutsche  Telekom  AG's  SI 3  billion 
offering  on  Nov.  17,  led  by  Gold- 
man, Sachs. 

The  oudook?  "In  1997  we  will  see 
about  a  third  fewer  IPOs  and  a  much 
more  cautious  group  of  investors," 
predicts  Linda  Killian,  a  portfolio 
manager  at  Greenwich,  Conn.'s 
Renaissance  Capital. 


The  best  new  issues1 


Offer 

Offering 

Lead 

Performance  to  date 

Company/business 

price 

($mil) 

underwriter 

absolute 

rel  to  mkt2 

Advance  ParadigM/pharmacy  benefits  mgmt 

9 

$24 

Hambrecht  &  Quist 

131% 

218 

Triangle  Pharmaceuticals/pharmaceuticals 

10 

42 

Dillon  Read 

129 

218 

WebSecure/lnternet  service  provider 

8 

8 

Coburn  &  Meredith 

125 

226 

Metzler  Group/consulting  services 

16 

56 

DU 

98 

188 

Splash  Technology  Holdings/color  imaging  servers  11 

29 

Alex  Brown  &  Sons 

95 

184 

The  worst  new  issues1 


Offer 

Offering 

Lead 

Performance  to  date 

Company/business 

price 

($mil) 

underwriter 

absolute 

rel  to  mkt2 

Integrated  Technology  USA/telecomm  products 

6 

$18 

National  Securities 

-58% 

39 

Integrated  Medical  Response/impotency  clinics 

fli 

15 

Hambrecht  &  Quist 

-35 

63 

Medi-Ject/drug  delivery  systems 

5V2 

12 

Rodman  &  Renshaw 

-34 

62 

FaxSav/telecomm  services 

8 

12 

Lehman  Brothers 

-31 

65 

Integrated  Living  Communities/assisted  living 

8 

34 

Smith  Barney 

-28 

67 

I  The  m< 

>st  active  investment  bankers3 

Industries  going  public3 

Underwriter 

Total 
offerings 

Total  raised 
(Smil) 

Industry 

Total 
offerings 

Total  raised 
(Smil) 

Goldman  Sachs 

35 

$6,043 

Manufacturing 

238 

$11,873 

Morgan  Stanley 

35 

5,723 

Services 

216 

9,029 

Merrill  Lynch 

31 

2,938 

Retailing 

36 

2,597 

Smith  Barney 

32 

2,811 

Finance  companies 

12 

2,135 

Alex  Brown  &  Sons 

43 

2,142 

Broadcasting 

26 

2,114 

Note:  This  report  covers  initial  public  offerings  of  common  equities  with  offering  dates  of  10/1/96  to  12/31/96,  offering  prices  of  $2.50  or  more  and  offering  values  of  $5  million 
or  more.  Closed-end  funds,  limited  partnerships  and  ADRs  (American  Depositary  Receipts)  of  corporations  already  traded  in  foreign  countries  are  excluded,  as  are  REITs  and 
spinoffs.  LLast  quarter.  2The  ending  value  of  $100  invested  in  the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  market.  3Latest  12  months.  Source:  Securities  Data  Co. 
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Forbes    Trinchera  Ranch 


Bring  The  Level  Of  Your  Next 
Meeting  To  New  Heights. 


You  get  a  different  perspective  from  up 
here,  high  in  the  Southern  Rockies  of 
Colorado.You're  in  the  midst  of  250  magnifi- 
cent square  miles  known  as  Forbes  Trinchera- 
the  perfect  getaway  from  the  stresses  of  the 
corporate  world. 

Your  accommodations,  which  include  an 
experienced  professional  staff  of  fifty,  fit  per- 
fectly into  the  natural  setting  of  this  property. 

Here,  you're  surrounded  by  majestic  beau- 
ty. Lofty  peaks  scrape  the  blue  Colorado  sky- 
the  highest  reaching  14,345  feet. 

The  air  is  so  clear,  fresh  and  clean  that  you 
feel  invigorated,  revitalized  and  re-generated. 


You  will  accomplish  much  more  at  your  meet- 
ings. 

And  after  work,  there's  play.  More  than 
forty  miles  of  trout  filled  streams.  Miles  of 
trails  to  hike  on  and  discover.  Skeet  shooting. 
Horseback  riding.  And  you're  not  that  far 
from  a  challenging  golf  course. 

Let  our  altitude  give  your  next  meeting  a 
fresher  attitude.  If  you'd  like  a  closer  look,  call 
1-800-FORBES-5. 

Forbes  Trinchera  Ranch 

A  Forbes  Executive  Retreat 


munci  a  mucoimcmo 


STREETWALKER 


Oil's  well 

Hallwood  Energy 
Partners  is  an  obscure 
NYSK-traded  oil  and  gas  limited 
partnership.  No  analysts  cover 
it,  and  a  complex  ownership 
structure  and  different  share 
classes  serve  as  a  turnoff  to 
most  investors. 

Buy,  says  David  Gcrsten- 
haber,  manager  of  $50  million 
(assets)  Argonaut  Capital 
Management.  He  likes  the  $50 
million  (estimated  1997  rev- 
enues) company  for  its  inter- 
ests in  2,000  wells  in  12  states, 
mainly  Texas,  Louisiana,  New 
Mexico  and  Montana.  Class  A 
units  of  its  shares,  the  most 
liquid,  traded  recently  at  9%. 

Gerstenhaber,  whose  stock 
picks  returned  more  than  60% 
last  year,  views  Hallwood  as  a 
turnaround  after  several  bad 


years.  An  Indonesian  exploration 
project  cost  the  company  over  $5 
million  in  1994  and  1995 — it  was  a 
bust.  The  company  paid  $8.2  million 
in  cash  and  stock  in  September  1995 
to  settle  a  class  action  suit  over  a 
1990  merger,  hep  cut  its  quarterly 
dividend  early  in  1996  by  35%. 

Gerstenhaber  sees  hope  in  rising 
oil  prices  and  an  increase  in  drilling. 
He  thinks  a  share  of  the  partnership 
is  worth  1414,  a  52%  increase  from 
current  prices.  He  says  Hallwood's 
shares  are  trading  at  almost  half  the 
levels  of  other  oil  and  gas  drillers 
with  comparable  reserves.  As  news  of 
Hallwood's  upcoming  projects  bear 
fruit — and  boost  earnings  in  1997 — 
investors  will  begin  to  focus  on  its 
holdings. 

With  the  5.5%  annual  dividend, 
you  get  an  almost  60%  return  by 
year-end  1997.  -Caroline  Waxler 


Credit  crunch 

Americans'  love  affair  with 
^    credit  cards  may  be  cooling 
Total  credit  card  point  of  sale 
volume  is  slowing  dramat 
ically:  During  the  first 
nine  months  of  1996 
it  grew  only  14%, 
compared  with  19% 
and  21%  growth 
during  the  same 
periods  in  1995 
and  1994.  Rising 
numbers  of  per- 
sonal bankruptcies 
also  put  a  crimp  in  i 
the  credit  card 
business. 

Bad  news  for 
credit  card  proces- 
sors— the  companies  that 
sign  up  stores  to  accept 
plastic  and  then  make 
money  on  each  transac- 
tion. Particularly  vulnerable  are 
processors  like  pmt  Services,  Inc. 
that  handle  small  retailers.  PMT's 
34.4  million  shares  trade  over-the- 
counter  (pmts)  at  a  recent  $16.75. 

PMT  Services  grows  its  business  by 
acquiring  merchant  portfolios — and 
this  is  getting  harder  to  do.  Several 
credit  card  processors  have  come 


public  in  recent  months  and  used 
their  capital  to  acquire  new  cus- 
tomers. The  worry:  Larger  compa- 
nies like  Nova  and  First  USA  Pay- 
ment Tech  will  start  moving 
i     onto  pmt's  turf,  offering  cus- 
J  /  tomers  lower  prices  to  do 
credit  card  transactions. 

Although  pmt's  shares  have 
fallen  43%  from  their  August 
high,  the  stock  still  trades 
at  56  times  fiscal  1996 
earnings.  Revenues  are 
slowing — the  50%  growth 
generated  in  1997  will 
likely  fall  to  25%  in  1998. 
Operating  income 
growth  is  also  declining: 
up  an  expected  70%  this 
year,  but  only  45%  in 
1998.  A  modest  earnings 
shortfall  could  send  the 
stock  to  1  OH,  where  it 
was  a  year  ago.  If  you 
would  like  to  short  it,  the  shares  are 
borrowable.  -C.W. 

All  that  glitters 

Silver  has  languished  at 
around  $5  an  ounce  for  the 
past  few  years.  It  may  soon  move. 
A  pure  play  on  the  metal  is  Van- 


couver-based Pan  American  Silver 
Corp.  traded  on  the  Toronto  Stock 
Exchange  and  Nasdaq  (paasf).  This 
$28  million  (estimated  1996  sales) 
property  acquirer  and  mine  operator 
recently  fetched  6%  a  share  and 
could  double  within  the  year.  The 
last  time  silver  was  at  $6  an  ounce, 
the  stock  traded  at  10. 

Hedge  fund  manager  William 
Fleckenstein  owns  the  stock  for  his 
clients.  He  sees  demand  for  the 
metal  rising  but  silver  production 
failing  to  keep  up;  currently  there  is 
a  174  million  ounce  deficit,  up  from 
10  million  ounces  in  1990  (see 
chart,  below).  Because  production 


Supply  slide 

Silver  surplus/deficit  (million  ounces) 
250 


'60  '64  '68  72  76  '80  '84  '88  '92  '96 

Source:  CPM  Group 
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costs  of  $6  an  ounce  make  the  metal 
too  expensive  to  mine  alone,  80%  of 
the  world's  silver  is  a  by-product  of 
copper,  lead,  zinc  and  gold  mining. 
Silver-only  mines  are  rare. 

But  demand  for  silver  is  up.  Con- 
sumption in  India  rose  about  5%  in 
1996  on  higher  disposable  incomes 
there.  The  photographic  industry, 
which  accounts  for  a  third  of  silver's 
use,  upped  consumption  5%  last 
year.  Digital  photography  is  a  possi- 
ble hitch — it  reduces  the  need  for 
silver — but  digital  cameras  for  ama- 
teurs are  five  years  off. 

Due  to  increased  demand,  estimat- 
ed world  silver  inventories  could  be 
depleted  within  24  months.  Pan 
American  has  other  properties  it 
could  develop  as  silver  prices  go  up. 
It  should  also  get  a  boost  from  its 
February  listing  in  the  Toronto  Stock 
Exchange  300  Index,  as  index-orient- 
ed mutual  funds  will  be  more  likely 
to  buy  its  shares.  -C.W. 

Money  drain 

Enzo  Biochem  Inc.  is  a 

^    Farmingdale,  N.Y.  company 
($35  million  sales)  that  conducts  lab 
tests  and  develops  diagnostic  kits 
that  use  dna  technology  to  detect 
viral  infections.  Okay  businesses,  but 
not  growing  fast  enough  to  cover  its 
burgeoning  expenses.  In  1996  costs 
and  expenses  exceeded  revenues  by 
$1.5  million. 

So  why  is  the  stock  (enz,  Amex) 
at  a  recent  18%,  up  from  13  last 
July?  Hype  over  the  company's 
work  on  medicines  to  combat 
cancer,  Hrv  and  hepatitis.  Short  it. 

In  Enzo's  first  quarter  of  1997, 
revenues  fell  more  than  6%  and 
earnings  dropped  86%.  The  lab  divi- 
sion is  being  hurt  by  reductions  in 
reimbursements  for  Medicare  ser- 
vices. This  is  a  big  deal:  Reimburse- 
ments accounted  for  14%  of  the 
company's  revenues  last  year.  Enzo 
has  doubled  its  reserves  for  unreim- 
bursed payments  from  $770,000  to 
$1.5  million.  Meanwhile,  R&D  costs 
are  up  55%  in  the  first  quarter,  to 
almost  $1  million. 

The  few  analysts  following  the  com- 
pany say  the  stock  is  worth  $9,  half  its 
current  price.  Shares  are  borrowable, 
but  short  with  care.  -C.W.  HI 

Forbes  ■  February  10,  1997 


CAPITALIZE  ON  GROWTH 
IN  FINANCIAL  SERVICES 


am 


Introducing  T.  Howe  Price  Financial  Services  Fund.  Our  newest 
fund  pursues  long-term  capital  appreciation  by  investing  in  companies 
poised  to  benefit  from  significant  restructuring  and  growth  in  the  financial 
services  field.  The  growing  population  of  financial  services  consumers, 
consolidation,  and  loosening  government  restrictions  all  point  to  favorable 
prospects  for  continued  growth  in  this  field. 

The  fund  invests  in  companies  of  all  sizes  across  a  wide  range  of  financial 
services  industries  to  access  the  field's  full  potential  and  moderate  the  fund's 
risk.  Of  course,  the  fund  involves  greater  risk  than  equity  funds  with  a 
broader  investment  scope.  $2,500  minimum  investment  ($1,000  for  IRAs). 
100%  no  load. 

Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-54!  6138 

h  up:  I '/www.  troweprice.  com 


Invest  With  Confidence 

TRoweRice 


em 
'lit 


Request  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges  and  expenses. 
Read  it  carefully  before  you  invest  or  send  money.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  fsfo33978 


Education? 
Retirement? 
Peace  of  Mind? 

You  have  vour 
reasons. 


Whether  it's  for  education, 
retirement  or  simply  for  the 
peace  of  mind  that  comes  from 
knowing  your  money  will  be 
there  when  you  need  it. 

Ask  your  employer  or  banker 
about  saving  with 
U.S.  Savings  Bonds. 


merlca  \J.  K 


Take 
Stock 

in  America 


V  SAVINGS 
O.B0NDS 

A  public  service  of  this  magazine 


THE  MUHLENKAMP  FUND 


"My  money  is  in  it 
My  name  is  on  it" 

Run  Muhlenkamp, 
Fund  Manager 


AVERAGE  ANNUAL  RETURNS  THROUGH 
DECEMBER  31, 1996 


ONE  YEAR 

30.0% 

THREE  YEAR 

17.1% 

FIVE  YEAR 

17.0% 

SINCE  INCEPTION 

m  14.9% 

>•  100%  No  Load   >  IRA's  Available 
►  $200  min.  investment 

CALL  1-800-860-3863 

FOR  A  FREE  PROSPECTUS  AND 
MORE  INFORMATION. 


A 


Muhlenkamp  &  Company,  Inc. 

12300  Pern'  Highway  •  Wexford,  PA  15090 
Internet  Address:  http://muhlenkamp.com 

Please  read  the  prospectus  carefully  before  you  invest 
This  offer  is  made  to  persons  residing  in  jurisdictions 
where  such  offer  can  legally  be  made  Past  performance 
does  not  guarantee  future  results  Fund  shares  when 
redeemed  may  he  worth  more  or  less  than  original  cost. 
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Secretary  of  Defense 


VOLPE 
ON 

GLOBALIZATION 


Thomas  Y<  •!  pe 

Senior  Vh  President, 
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THE  CONTRARIAN 


Pointing 
with  pride 


BY  DAUID  DREMAN 


David  Dreman  is  chair- 
man of  Dreman  Value 
Advisors,  Investment 
Counsel,  New  Jersey, 
and  author  of  The  New 
Contrarian  Investment 
Strategy. 


It's  that  time  of  year.  Forbes  has  a  policy, 
relatively  rare  on  the  investment  scene,  of 
asking  us  stock  jockeys  to  fess  up  to  our  losers 
for  the  past  year  as  well  as  boasting  about  our 
winning  calls.  Here  goes  for  last  year. 

Fortunately,  the  blindfold  and  the  last  ciga- 
rette can  be  tossed  aside — at  least  for  the  next 
12  months.  This  column  had  a  good  year. 
Equally  weighting  the  61  recommendations 
made  in  1996,  the  average  stock  was  up  17% 
from  the  time  it  was  selected,  some  48%  more 
than  the  s&P  500  for  the  same  period. 

When  you  recommend  61  stocks,  there  are 
bound  to  be  losers.  Let's  turn  to  these  first. 
(The  prices  of  all  stocks  reviewed  are  for  year- 
end  1996.)  Three  of  the  bottom  five  were 
South  African  gold  or  diamond  stocks,  all 
picked  in  early  April.  Driefontein 
Consolidated  (10)  proved  to  be  the  worst, 
down  33%,  followed  by  Anglo  American 
Corp.  of  South  Africa  (54),  which  declined 
12%,  and  De  Beers  (28),  down  9%. 

If  you  bought  these  losers,  what  do  I  rec- 
ommend now?  Continue  to  hold  them, 
because  inflationary  fires  appear  to  be  any- 
thing but  dead.  The  same  advice  holds  for 
Ma  Bell  (43),  which  fell  16%,  and  Columbia 
Gas  (64),  down  3%.  Overall,  my  ten  worst 

My  basic  message  remains  the  same 
as  it  has  been  through  the  years: 
Select  first-rate  companies  that  offer 
good  value  and  stick  with  them. 


picks  declined  an  average  of  11%,  with  no 
major  disasters  in  the  group. 

On  the  plus  side,  there  were  a  number  of 
home  runs,  the  longest  being  the  large  tech- 
nology stocks.  Intel,  recommended  at  54  on 
Mar.  11,  rose  130%.  Compaq,  picked  for  the 
same  issue,  increased  91%.  Texas  Instruments 
has  moved  up  almost  50%  since  it  was  select- 
ed on  Aug.  12. 

My  top  ten  winners  also  included  six 
financial  stocks,  two  of  which — CoreStates 
Financial  Corp.  and  Boatmen's  Bancshares — 


were  takeovers.  (Boatmen's  was  chosen  twice, 
on  Jan.  1  and  on  June  31.)  The  top  ten 
returned  an  average  of  58%,  four  times  as 
much  as  the  market  for  the  same  periods. 

What  now  with  my  winners?  I  would  begin 
to  take  profits  on  Intel  and  Compaq.  After 
their  dramatic  price  rises,  they  are  no  longer 
Iow-p/e  stocks. 

However,  the  financial  stocks  are  a  very 
different  story.  I  devoted  a  column  to  them 
(June  3,  1996)  after  they  had  already  run  up 
60%  since  the  beginning  of  1995.  I  continue 
to  recommend  them  on  the  basis  of  their 
good  fundamentals.  The  stocks  moved  up 
strongly  through  the  balance  of  1996. 
Nevertheless,  I  would  hold  Federal  Home 
Loan  and  Key  Corp,  both  up  33%  since  they 
were  selected.  Even  after  their  large  runups, 
both  stocks  trade  at  below-market 
price/earnings  multiples,  although  earnings 
and  dividend  growth  are  well  above  those 
of  the  s&P. 

Do  I  see  1997  as  another  year  when  the 
averages  shoot  out  the  lights?  No,  but  I 
didn't  foresee  what  a  great  year  1996  would 
be.  Market  timing  is  not  my  forte,  but  then 
again,  from  the  long-term  record,  it  doesn't 
seem  to  be  anyone  else's  either. 

My  basic  message  remains  the  same  as  it 
has  been  through  the  years:  Don't  try  to  pre- 
dict the  market;  select  first-rate  companies 
that  offer  good  value  and  stick  with  them. 

Here  are  a  number  to  buy  and  stick  with: 

First  Chicago  (54)  is  the  nation's  ninth- 
largest  bank  after  its  recent  merger  with  nbd 
Bancorp,  which  should  result  in  cost  savings 
in  1997.  The  stock  trades  at  a  p/e  of  12  and 
yields  2.9%. 

First  Union  Corp.  (81)  is  the  country's 
sixth-largest  bank.  Earnings  should  be  up  by 
10%  this  year.  FTU  trades  at  a  p/e  of  15  and 
yields  2.9%. 

J. P.  Morgan  (101)  continues  to  make  earn- 
ings progress,  yet  sells  at  a  low  multiple,  even 
for  banks.  Earnings  should  increase  10%  in 
1997.  Trades  at  a  p/e  of  13  and  yields  3.5%. 

Hanson  Industries  (7,  ADR)  is  a  U.K.-based 
conglomerate  that  has  spun  off  Imperial 
Tobacco  and  Millennium  Chemical  to  share- 
holders and  will  soon  divest  itself  of  its  energy 
group,  including  Peabody  Coal.  The  stock 
seems  cheap  at  a  p/e  of  10  on  its  remaining 
operations  and  a  dividend  close  to  6%  (prior 
to  U.K.  withholding  taxes). 

ust (31)  is  the  world's  largest  producer  of 
smokeless  tobacco  products.  UST  has  a  17% 
growth  rate  over  the  past  five  years,  with  a  fur- 
ther 10%  likely  in  1997.  Trades  at  a  p/e  of  14 
and  yields  a  lucrative  4.5%  on  a  dividend  that 
has  increased  every  year  since  1977.  WM 
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MARKET  TRENDS 

Magellan: 
sitting  duck 


BY  MARTIN  SOSNOFF 


Martin  Sosnoff  is  chief 
investment  officer  of 
Atalanta/Sosnoff  Capital 
in  New  York  and  author 
of  Silent  Investor, 
Silent  Loser. 


I  see  the  Magellan  Fund  as  a  lone  aircraft 
carrier,  separated  from  its  task  force,  its  fighter 
cover  lost,  a  sitting  duck  to  the  16-inch  guns 
of  the  enemy's  battleships.  The  big  guns  stand 
20,000  yards  away,  fast  coming  into  range. 
The  ammunition  is  a  slowing  economy  that 
may  lurk  six  months  out. 

Fidelity's  flagship  sells  itself  as  a  growth 
fund,  but  has  not  shed  its  value/industrial 
orientation  that  led  to  Jeff  Vinik's  departure 
and  Bob  Stansky's  anointment.  Stansky  has 
put  Magellan's  cash  back  to  work.  Last  spring 
Magellan  stood  70%  in  equities.  Today  it's 
closer  to  90%.  The  cash  is  gone,  along  with 
half  the  bonds.  My  guess  is,  never  again  will 
Ned  Johnson  allow  Magellan  to  take  an 
extreme  position  on  its  cash  reserves. 

Magellan's  zero  return  for  the  year  ended 
September — after  sales  charges — compares 
with  20%  for  the  s&P  500.  This  brought  Ma- 
gellan's five-year  numbers  slightly  below  the 
market  at  15%,  compounded.  It's  awesome 
how  just  one  bad  year  can  wipe  out  good  rela- 
tive performance. 

What's  curious  about  Magellan's  portfolio 
is  that,  aside  from  a  few  high-octane  tech 
stocks  like  Oracle  and  Cisco,  the  fund  is  in 
anything  but  a  growth  construct  today. 
Magellan  is  heavy  in  basic  industrials  and 
skinny  on  nondurables  and  health  care  sta- 
ples. She's  overweighted  in  energy,  gold  and 
railroads.  Stansky  merely  repositioned  tech- 
nology from  gross  underweighting  to 
modest  overweighting. 

Fidelity's  flagship  fund  has 
not  shed  its  value/Industrial 
orientation  that  led  to 
Jeff  Vinik's  departure. 


Magellan's  ten  largest  holdings  embrace 
csx,  Chrysler,  GM,  Caterpillar  and  Royal 
Dutch — a  value  construct  you  would  expect 
to  see  in  the  Windsor  Funds  rather  than  in  a 
growth  fund  like  Magellan.  Intel  and  Cisco 
are  just  2.5%  of  assets.  Having  its  ten  largest 
holdings  at  under  15%  of  assets  is  a  pusillani- 


mous posture  for  a  growth  fund  seeking  to 
outdistance  its  competitors.  Microsoft, 
Boeing,  Monsanto,  Nike,  Tommy  Hilfiger, 
Citicorp,  Allstate,  Merck,  Lilly  and  Pfizer  are 
all  mostly  fractional  positions. 

Compare  this  construct  with  Buffett's 
positions  in  Coca-Cola,  Gillette  and 
Disney — $15  billion  in  three  stocks,  60% 
of  Berkshire's  equity  holdings.  Now  that's 
concentration. 

You  search  the  Magellan  portfolio  for  over- 
weighted long-term  bets  and  find  none.  This 
is  a  sharp  change  from  Peter  Lynch's  time.  He 
double-  or  triple-weighted  big  sectors  of  the 
s&P  500  Index.  With  Lynch,  it  was  put  more 
of  your  money  in  the  biggest  and  best,  like 
Fannie  Mae;  cross  your  fingers  and  hold  'em 
for  five  years. 

Big  new  positions  in  IBM  and  Intel  are 
starters  for  Stansky  to  return  to  the  Peter 
Lynch  style.  But  he  needs  25  more  of  the 
same  controversial,  relatively  cheap  stocks. 
Philip  Morris  is  now  a  top-ten  holding. 
Money  managers  are  paid  to  make  educated 
guesses  on  sector  overweighting  or  under- 
weighting  relative  to  where  they  think  we  are 
headed  in  the  business  cycle. 

Magellan  has  collared  a  million  sharehold- 
ers, so  that's  $50,000  apiece.  They  deserve  a 
better  communication  than  Ned  Johnson's 
bland  generalities  that  treat  investors  like 
innocent  children.  Shareholders  should  under- 
stand why  their  fund  underperformed  and 
what's  involved  in  repositioning  its  assets. 
Should  Magellan  sell  itself  as  a  growth  fund  in 
its  present  configuration?  Isn't  it  more  akin  to 
Vanguard's  Windsor  Fund,  a  pure  valuation 
player?  What  kind  of  a  fund  is  Stansky  run- 
ning? Growth?  Or  value? 

When  I  step  back  a  few  paces  and  snap  a 
picture  of  this  $50  billion  beast,  my  reading  is 
that  Magellan  is  not  about  to  go  to  the  head 
of  its  class.  The  easy  stuff  is  done:  investing 
the  cash,  culling  the  bonds  and  market- 
weighting  technology.  Repositioning  easily 
half  of  the  portfolio  leaves  more  than  a  day's 
work  ahead. 

Turning  a  $50  billion  aircraft  carrier  180 
degrees  takes  time.  In  the  meantime  Magel- 
lan's shareholders  should  know  they  aren't 
invested  in  a  growth  fund.  wm 
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F  YOU  CAN'T  RELAX  HERE,  YOU  CAN'T  RELAX 


Vacation  in  your  own  private  paradise.  As  tropical, 
s  quaint,  as  secluded  as  any  undiscovered  island, 
aucala,  a  Forbes  Magazine  South  Pacific  Property  - 
ie  perfect  island  resort. 

Enjoy  our  spectacular  sun-drenched  beaches  in  all 
leir  secluded  beauty.  This  pristine  paradise  offers  the 

world's  finest 
scuba  diving  and 
snorkeling.  Fish. 
Windsurf.  Sail. 
Play  tennis. 
Water-ski.  Relax 
by  the  pool. 
Do  it  all.  Or  do 
nothing  at  all. 
There  are  no 
schedules,  none 
of  life's  pressures. 

Laucala  is  for 
eople  who  want  the  ultimate  vacation  experience  - 
ie  finest  amenities  without  the  formalities.  Go  deep 
sa  fishing  on  board  the  island's  private  fishing  boat.  If 
ou  wish,  our  master  chef  will  prepare  your  catch  for 
our  dining  pleasure.  Dive  in  azure  waters,  world 
;nowned  for  the  beauty  and  abundance  of  their 
opical  fish  and  the  marvel  of  their  coral  reefs. 


at.  ir 
for 


All  this  for  just 
$2,100  pp  for  8  days 
and  7  nights  (plus 
Fiji  tax).  And  that 
includes  everything. 
ALL  meals,  ALL  drinks, 
UNLIMITED  use  of  ALL 
recreational  facilities, 
whenever  and  as  often 
as  you  wish  at  NO 
EXTRA  COST. 

Though  it's  far  from  the  stresses  of  everyday  life, 
Laucala  is  easily  accessible.  Our  island  has  its  own 
private  runway  and  daily  scheduled  commercial  flight. 

Find  out  more  about  this 
paradise  in  the  Fijis  and  our 
Special  Island  Exclusive. 
Laucala,  owned  and  operated 
by  Forbes  Magazine.  For 
more  information  write  to: 
Errol  Ryland,  Manager, 
Box  149,  Fort  Garland,  CO 
81133,  or  call  1-800-FORBES-5. 
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FOREIGN  EXCHANGE 


Marking  down 
the  mark 


BY  ANDREW  J.  KRIEGER 


Andrew  J.  Krieger  is 
managing  director 
of  KB  Currency 
Advisors,  Inc.,  a  foreign 
currency  investment 
management  and 
hedging/overlay  firm 
based  in  Fort  Lee,  N.J. 
He  is  author  of 
The  Money  Bazaar. 


In  the  Nov.  4,  1996  issue  of  Forbes  I  recom- 
mended that  the  readers  buy  one-year  1.30 
dollar  calls  against  the  Swiss  franc  at  a  price  of 
1%  to  play  for  an  impending  rally  in  the  dollar. 
Since  then,  the  dollar  has  moved  smartly  from 
1.25  SF/$  to  1.42  SF/$. 

If  you  followed  my  advice,  what  should 
you  do  now?  I  believe  that  the  fundamentals 
for  higher  levels  are  still  very  much  in  force, 
but  the  technical  conditions  are  a  bit  shaky,  so  I 
suggest  that  you  take  profits  on  your  original 
position  at  the  current  price  of  7%.  Use  some  of 
your  profits  on  this  dollar  call  to  ski  in  Gstaad. 

My  next  target  is  the  German  mark.  It  is 
evident  that  Germany  is  experiencing  many  of 
the  same  negative  conditions  that  beset 
Switzerland.  Germany,  too,  is  suffering  from 
an  overvalued  currency  that  prices  many  of  its 
products  out  of  the  world  market,  and  this  has 
led  to  large-scale  unemployment.  Germany 
faces  an  immediate  need  to  kick-start  its  econ- 
omy. Unless  German  growth  rates  can  be 
raised  above  2lA%  per  annum,  the  unemploy- 
ment will  be  a  serious  problem  for  the  ruling 
party  in  what  is  sure  to  be  a  bitterly  fought 
general  election  in  1998. 

There  are  very  few  tools  remaining  for  the 
German  authorities  to  implement  in  order  to 
boost  their  economy.  Running  a  larger  budget 
deficit  is  out  of  the  question  at  a  time  when 
Germany  is  striving  to  meet  the  Maastricht 
criteria  for  a  common  currency.  At  the  same 
time,  Bundesbank  council  members  are  reluc- 
tant to  lower  interest  rates  much  further. 
Therefore,  the  only  mechanism  to  stimulate 
the  economy  is  to  weaken  the  deutsche  mark. 
In  short,  the  mark  is  coming  down. 

This  weakening  will  occur  broadly  against 
most  other  European  currencies  as  well  as 
against  the  dollar.  With  the  possible  exception 
of  the  Swiss  franc,  the  mark  could  very  well  be 
the  weakest  currency  in  1997. 

In  a  way,  what  we  are  witnessing  is  a  mirror 
image  of  the  deutsche  mark  appreciation  of 
1989-95  when  financial  institutions  around 
the  world  bought  hundreds  of  billions  of 
marks  in  anticipation  of  a  long-term  German 
economic  boom.  Optimism  was  running  at 
euphoric  levels  and  German  policymakers 


implemented  a  powerful  prescription  for  a 
strong  currency:  tight  monetary  policy  and 
loose  fiscal  policy. 

In  the  fight  against  the  German  slump  this 
prescription  has  been  reversed,  and  the 
prospect  of  large-scale  deutsche  mark  liquida- 
tions looms.  Foreigners  who  bought  the  mark 
for  its  soundness  and  high  interest  rates  will 
be  selling  their  mark-denominated  securities. 
The  European  Monetary  Unit  (EMU)  is  look- 
ing more  and  more  like  a  watered-down  cur- 
rency, and  the  rules  and  regulations  of  Maas- 
tricht practically  ensure  that  the  hardening  of 
the  emu  will  be  nearly  impossible.  The  treaty 
is,  in  my  view,  a  kind  of  collective  lunacy  that 
allows  substantial  government  spending  only 
when  it  is  not  required. 

Furthermore,  the  prospect  of  the  Brussels 
bureaucracy  curbing  the  European  Central 
Bank  destroys  the  prospect  of  a  strong,  inde- 
pendent central  bank.  The  long-term  ramifica- 
tions of  these  developments  are  enormous, 
but  it  is  still  too  early  to  see  exactly  how  this 
process  will  unfold. 

What  is  clear,  however,  is  that  the  German 
vision  of  creating  a  true  single  market  devoid 
of  currency  risk  is  very  different  from  the 
French  vision  of  creating  an  EMU  to  counter- 
act the  dominance  of  the  dollar. 

In  the  meanwhile,  Germany  is  progressive- 
ly more  committed  to  exporting  its  recession 
to  its  trading  partners,  and  this  strategy  is 
shared  avidly  by  the  Swiss.  The  U.S.,  on  the 
other  hand,  is  happy  to  accommodate  a 
depreciating  mark.  Our  strong  domestic 
economy  benefits  from  the  deflationary 
impact  of  a  rising  dollar.  A  strong  buck 
allows  the  Fed  to  delay  any  potentially  dis- 
ruptive tightening  decisions. 

In  time,  the  mark  will  strengthen  again 
when  the  German  economy  finally  picks 
up,  but  this  is  a  long  way  off.  Before  that 
happens  it  is  possible  that  the  mark  will 
overshoot  on  the  downside  and  become 

With  the  possible  exception  of  the 
Swiss  franc,  the  mark  could  very  well 
be  the  weakest  currency  in  1997. 

far  weaker  than  any  of  us  would  think 
reasonable. 

For  those  Forbes  readers  who  compete 
against  German  companies,  this  may  spell 
trouble.  It  also  spells  trouble  for  American 
companies  doing  a  lot  of  business  in  Ger- 
many who  will  get  fewer  dollars  for  their 
German  profits.  But  for  those  willing  to 
speculate  in  the  currency  markets,  it  looks 
like  a  great  bet.  Hi 
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The  New 
Forbes  Stock 
Market  Course 


If  you  have  any  interest  in  investing,  even  if  you  already  own  FORBES  Stock  Market 
Course,  you  will  want  to  own  this  new  thoroughly  updated  edition.  Find  out  about  the 
goals  of  today  s  smart  investors  and  how  they  go  about  attaining  them. 

To  begin,  the  Course  deals  with  risk  as  a  prime  concern.  It  describes  the  level  of  risk  attached  to  various  investments  and  guides  you 
towards  your  own  "comfort  level"  of  risk  and  reward.  The  sample  portfolios  for  a  retirement  fund  or  to  fund  a  child's  education  show 
these  risk/ reward  factors  at  work. 

Then  there  is  the  issue  of  how  much  time  you  want  to  spend  on  your  investments.  The  Course  offers  a  choice.  The  active  investor 
attempts  to  beat  the  market  in  a  program  of  buying  low  and  selling  high.  Clearly,  this  requires  closer  attention  than  passive  investing 
where  stocks  are  bought  and  held  to  allow  dividends  and  appreciation  to  produce  a  return.  The  Course  will  give  you  an  understanding 
of  the  forces  that  drive  the  market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the  factors  affecting  the  prices  of 
individual  stocks.  It's  not  complicated  and  it  certainly  puts  you  in  better  control  of  your  investment  decisions. 

You  can  even  find  out  how  to  make  money  in  a  down  market.  The  Course  devotes  an  entire  section  to  bear  market  investing. 

You  can  enjoy  the  Course  as  a  straight  "read  through"  or  refer  to  individual  sections  as  you  need  them.  It  comes  in  a  handsome  sturdy 
binder  with  tabbed  pages  marking  each  of  its  16  sections.  The  text  is  generously  spaced  with  a  blank  page  facing  each  page  of  text  for 
making  notes. 

PARTIAL  LIST  OF  CONTENTS 

How  to  choose  a  broker  •  Broker  commissions  •  How  to  place  an  order  •  Sources  of  information  •  Market  patterns  (how  to  chart  stock 
market  movements)  •  Dollar-cost  averaging  •  Buying  on  margin  •  How  to  read  the  tape  •  The  Dow  theory  •  Indexes:  the  Dow,  the 
Russell  2000,  the  Wilshire  5000  •  Bonds  and  preferred  stocks  •  Derivatives  including  options  •  How  to  read  a  company's  financial 
statement  •  Mutual  funds 

ORDER  NOW 

The  new  FORBES  Stock  Market  Course  is  just  off  the  press.  Make  sure  you  are  among  the  first  to  own  it  by  sending  $89.50  (or  use 
your  credit  card)  with  the  form  below.  Priced  at  less  than  a  hundred  dollars,  the  Course  costs  far  less  than  investment  courses  at  local 
colleges  which  can  run  to  four  hundred  dollars  or  more.  Order  now.  Satisfaction  guaranteed  or  money  back. 
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CORPORATE  BOND  YIELDS 


FORBES  STOCK  MARKET  COURSE 
ORDER  FORM  AND  GUARANTEE 

Send  me  the  new  edition  of  FORBES  Stock  Market  Course  with  FORBES  80-year  Wall  Chart  of 
Business  and  Security  Trends  and  The  Glossary  of  Investment  Terms  as  a  bonus.  My  payment  of  $89.50 
(or  credit  card  details)  is  enclosed.  If  not  satisfied,  I  may  return  the  Course  within  ten  days  and  receive  a 
full  refund  or  credit. 

NAME  


I'l  K  \sl  PBIN  I 


ADDRESS. 


CITY. 


STATE 


ZIP 


FOR  FASTER  SERVICE,  CALL  1-800-888-4525  EXT  709 

□  Check  for  $89.50  enclosed*     □  Charge  my  credit  card  DAmex  □  Mastercard  □  Visa 
Name:  


Number: 


Exp.  Date: 


'  Buyers  in  New  York  ('its  add  8  MV4  sales  tax-  other  N  Y..  Ca.  and  III  .is  required  by  law. 

FORBES,  INC.  ,  60  Fifth  Avenue,  New  York  N.Y.  1001 1 
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WALL  STREET  IRREGULAR 

Mr.  Bear 
and  Mr.  Bull 


BY  MARK  HULBERT 


This  extraordinary  bull  market  has  now 
dropped  the  Dow's  dividend  yield  below  2% 
and  upped  its  average  P/E  to  2 1 .  The  market 
has  never  sold  at  2 1  times  earnings  in  history 
except  during  periods  of  severely  depressed 
earnings  as  during  the  worst  of  the  Great 
Depression. 

Thus  there  is  no  historical  precedent  to  help 
us  forecast  where  the  market  is  headed.  To 
help  map  these  uncharted  waters,  I'm  focus- 
ing this  column  on  the  one  bullish  letter  and 
the  one  bearish  letter  that  I  believe  make  the 
most  compelling  cases  for  their  respective 
positions. 

The  bull  is  John  Dessauer,  editor  of 
Investors  World.  A  powerful  reason  to  pay 
attention  to  Dessauer:  He  very  early  foresaw 
that  the  1980s  bull  market  would  last  longer 
and  go  higher  than  almost  anyone  else  at  the 
time  was  predicting  (see  my  Feb.  12,  1996 
column).  And,  unlike  many  other  strong  bulls 
from  the  1980s  who  have  since  been  spooked 
by  the  market's  vertigo-inducing  levels, 
Dessauer  has  correctly  remained  bullish. 

The  bear  is  John  Hussman,  editor  of  Huss- 
man Econometrics,  and  adjunct  professor  of 
economics  at  the  University  of  Michigan. 
What  sets  Hussman  apart  from  the  other  bears 
isn't  his  focus  on  the  market's  fundamental 
extreme  overvaluation.  That's  something  he 
shares  with  virtually  every  other  bear.  What 
makes  Hussman's  bearishness  noteworthy  is 
his  compelling  explanation  of  the  mistakes  he 
made  several  years  ago  when  he  and  the 
others  turned  prematurelv  bearish. 

There  is  no  historical 
precedent  to  help  us  forecast 
where  the  market  is  headed. 

Hussman  says  he  didn't  pav  enough  atten- 
tion to  the  trend  in  interest  rates.  According 
to  his  historical  analysis,  whenever  rates  are 
trending  lower,  stocks  tend  to  go  up — even 
during  periods  of  extreme  market  overvalua- 
tion. The  now-wiser  Hussman  thus  concedes 
that  the  market  may  be  able  to  postpone  the 


Mark  Hulbert 
is  editor  of  the 
Alexandria,  Va.-based 
Hulbert  Financial 
Digest,  a  monthly 
service  that  monitors 
the  performance 
of  investment 
advisory  letters. 
hfd@delphi.com 


inevitable  for  a  while  longer — postpone, 
not  cancel. 

Hussman  fed  into  his  models  the  assump- 
tion that  the  market  retreats  to  a  3%  dividend 
yield  from  its  current  2%;  a  3%  dividend  yield 
would  mean  that  the  market  is  still  overvalued 
by  historical  averages.  His  first  scenario 
assumes  it  takes  five  years  for  the  market  to 
retreat  to  a  3%  yield.  In  that  case,  the  total 
return  on  stocks  for  the  next  five  years  would 
be  zero,  even  allowing  for  a  6%  annual  rate  of 
increase  in  dividends. 

Alternatively,  the  market  might  take  a 
decade  to  return  to  a  3%  yield.  In  that  event, 
Hussman  calculates,  stocks'  return  for  the 
next  ten  years  would  be  just  over  4%  per  year. 
In  either  case  you  could  do  better  by  investing 
in  riskless  government  securities.  Hussman 
reminds  us  that  stocks  earned  a  total  return  of 
0%  for  the  decade  of  1965-75.  So  such  a  sce- 
nario is  hardly  unprecedented. 

John  Dessauer  is  as  bullish  as  Hussman  is 
bearish,  but  they  agree  on  one  point:  that 
strongly  rising  rates  would  be  bad  for  the 
stock  market.  Dessauer,  however,  foresees  no 
such  rise.  He  points  out  that  the  federal  gov- 
ernment this  year  will  run  a  primary  budget 
surplus  of  SI 24  billion.  (This  is  the  budget 
surplus  that  would  exist  but  for  interest  pay- 
ments on  the  federal  debt. )  Dessauer  believes 
this  surplus  will  prevent  the  economy  from 
booming  now  and  thus  creating  the  precondi- 
tions for  a  bust  later. 

Dessauer  believes  that  already  record  corpo- 
rate profits  will  continue  to  grow.  He  argues 
that  the  current  corporate  profit  boom  hasn't 
been  based  on  unsustainable  economic 
growth  but  on  the  fact  that  "American  busi- 
ness did  the  right  things.  U.S.  companies 
slimmed  down,  reduced  costs,  became  more 
efficient  and  beat  the  pants  off  the  global 
competition."  . 

Our  greatest  investment  risk  today, 
Dessauer  sums  up,  "is  being  scared  out  of 
what  may  turn  out  to  be  the  best  opportunity 
in  U.S.  stocks  in  our  lifetime." 

For  his  part  Hussman  thinks  that  over  the 
next  several  years  the  stock  market  has 
now  here  to  go  but  down  or  sidewise.  One  of 
these  guys  is  going  to  be  right.  Place  your 
bets,  ladies  and  gentlemen.  H 
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FIXED  INCOME  STRATEGY 

A  15%  return 


BY  DAVID  P.  GOLDMAN 


David  P.  Goldman 
is  president  of  SG 
Capital  Management 
Ltd.,  a  New  York 
money  manager. 


Want  to  shoot  for  a  pretty  safe  15%  for 
1997?  To  be  sure,  the  stock  market  has  deliv- 
ered better  than  that  the  last  few  years,  but  it 
would  require  another  1,000-point  leap  on  the 
Dow  to  produce  the  15%  that  I  think  bonds 
offer  for  this  year. 

Where  do  I  get  that  15%  number?  I  think 
the  long  bond  yield  will  fall  from  just  under 
7%  to  6.25%  or  less.  Such  a  move  would  deliv- 
er a  total  return — coupon  income,  plus  price 
appreciation — of  at  least  15%  to  people  who 
buy  those  bonds  now. 

Why  am  I  so  bullish  on  bonds?  A  simple 
reason:  The  price  of  gold  has  been  stable. 

Look  at  the  chart.  It  compares  the  yield  of 
the  long  Treasury  bond  over  the  past  20  years 
with  a  formula  based  on  gold-price  volatility. 
If  the  current  bond  yield  were  fitting  its  past 
patterns,  it  would  have  to  fall  more  than  half  a 
point.  That  would  put  the  long  bond  some- 
where around  6.25%.  So  long  as  gold  stays 
quietly  in  the  $350-to-$380  range,  where  it 
has  been  since  last  summer,  the  odds  are  very 
good  for  a  rally  in  bond  markets. 

The  formula  is  fairly  complicated — in  statis- 
tical terms,  it's  a  weighted  regression  of  yields 
against  gold  volatility — but  it  boils  down  to  a 
simple  relationship:  When  volatility  in  the 
price  of  gold  is  high,  investors  expect  the 
worst  from  inflation  and  demand  a  higher 
interest  rate  on  bonds.  If  gold  stays  quiet, 
sooner  or  later  bond  yields  come  down,  too. 

To  be  sure,  this  sort  of  model  has  little 
value  for  short-term  traders.  There  is  no  lock- 

Gold  predicts  bond  yields 

Ten-year  note  yield,  actual  versus  forecast 
(forecast  from  gold  volatility  and  gold  price) 

16% 
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Source:  SG  Capital 


step,  day-to-day  relationship  between  yield 
and  the  volatility-derived  formula  for  yield. 
Within  a  12-month  time  horizon,  though, 
gold  prices  give  reasonably  accurate  signals 
for  the  bond  market.  And  that  is  what  I  am 
talking  about:  a  12 -month  time  horizon. 

What  matters  to  long-term  bond  investors 
is  the  risk  of  inflation  over  the  entire  life  of 
the  bond.  But  over  the  long  term,  there  is 
very  little  relationship  between  the  Consumer 
Price  Index  and  bond  yields.  Economists 
can't  even  agree  on  what  the  CPI  should  be. 
The  price  of  gold,  though,  tracks  the  price 
level  over  time.  An  increase  in  the  gold  price 
forecasts  an  eventual  rise  in  the  price  level — 
and  in  bond  yields.  The  level  and  volatility  of 
the  gold  price  explain  bond  yield  movements 
far  better  than  the  CPI  or  industrial  commodi- 
ty prices.  Commodity  price  measures  like 
those  from  the  Commodity  Research  Bureau 
or  Goldman,  Sachs  correlate  very  poorly  with 
bond  yields. 

More  than  the  absolute  level  of  the  gold 
price,  the  stability  of  the  gold  price  explains 
bond  market  movements.  The  yield  on  long- 
term  government  bonds  compensates 
investors  for  the  risk  of  future  inflation.  It 
stands  to  reason  that  the  volatility  of  the  gold 
price — the  probability  of  future  price 
changes — provides  an  accurate  measure  of 
inflation  risk. 

Gold  price  volatility  today  is  lower  than  at 
any  time  since  the  Nixon  Administration 
removed  the  dollar-gold  peg  in  August  1971. 
In  other  words,  long-term  inflation  risk 
stands  at  a  20-year  low.  Bond  yields  should 
fall  correspondingly. 

What  could  make  this  forecast  turn  out 
wrong?  For  one  thing,  the  Federal  Reserve 
could  tighten  short-term  interest  rates.  I 
think  that's  unlikely  this  year.  With  economic 
growth  crawling  along  at  2%  and  inflation 
under  control,  the  Fed  has  no  reason  to  act. 
Federal  Reserve  Chairman  Alan  Greenspan, 
moreover,  watches  the  gold  price  carefully.  A 
gently  falling  gold  price  should  tell  him  that 
monetary  policy  is  just  tight  enough. 

I  must  concede  that  my  May  6,  1996 
column,  arguing  that  the  long  bond  was  a 
good  buy  at  6.7%  and  a  great  buy  above  7%, 
turned  out  to  be  a  premature:  The  yield  on 
the  30-year  Treasury  crept  up  to  7.2%  in  July 
before  retracing  to  a  recent  6.9%.  But  I  think 
the  long-term  relationship  between  gold  and 
yields  is  sound.  It  is  a  good  time  to  buy  long 
bonds,  and  an  excellent  time  to  buy  long- 
term  Treasury  zeros  for  an  IRA  or  college 
tuition  account.  You  can  get  a  bond  equiva- 
lent yield  of  6.85%  on  a  U.S.  Treasury  strip 
due  in  2016.  ■ 
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Shanghai's 
new  Louvre 

To  see  the  best  of  China's  art  and  antiques 
used  to  mean  a  trip  to  Taipei.  No  longer. 


By  Andrew  Tanzer 

With  the  wrecking  ball  and  the 
building  crane  everywhere,  Shanghai 
is  in  a  mad  rush  to  reclaim  its  place  as 
one  of  the  great  industrial,  financial 
and  commercial  centers  of  the  world. 
But  it  hasn't  entirely  forgotten 
China's  ancient  culture. 

The  new  Shanghai  Museum,  w  hich 
opened  in  October  in  downtown 
People's  Square,  is  a  stunner.  Its  dis- 
plays of  ancient  Chinese  art  and  relics 
rival  even  the  treasures  in  Taipei's 
National  Palace  Museum.  A  far  cry 


from  the  typically  dingy,  Stalinist 
museums  elsewhere  in  this  ancient 
land,  it  is  a  symbol  of  reformist 
China's  resurgence. 

Built  of  pink  Spanish  granite,  the 
$70  million  building  resembles  an 
ancient  Chinese  bronze  urn.  Inside, 
it's  full  of  modern  touches. 

A  cordless  headset,  included  in  the 
S7  price  of  admission,  provides  expla- 
nations (in  English)  of  many  of  the 
masterpieces  in  the  bronzes,  sculpture 
and  ceramics  galleries. 


The  sculpture  on  display  dates  from  the  Warring  States  era  (475  B.C. -221  B.C.)  to  the  Ming  dynasty  (1368-1644 
"I  left  feeling  exhilarated,"  said  an  American  visitor.  "I  learned  a  lot  about  Chinese  history." 
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The  new  Shanghai 
Museum,  opened  in 
the  fall  of  1996 
Built  of  pink 
Spanish  granite, 
the  $70  million 
building  resem- 
bles an  ancient 
Chinese  bronze 
urn.  Inside,  it's 
full  of  modern 
touches. 


Ancient  Chinese 
Bronze  Gallery 
Headsets  provide 
commentary 
on  pieces 
dating  from 
the  18th  century 
B.C.  to  the  3rd 
century  B.C. 


Rooms  are  color-coded,  and  the 
colors  complement  the  displays.  Gray 
Buddhist  statues  are  set 
against  red  walls  and  dark  blue  car- 
peting, for  example.  Special  lighting 
highlights  the  detailed  jade  pieces. 
Mirrors  show  the  undersides  of 
porcelain. 

Just  after  I  visited,  I  vacationed  in 


Florence.  The  Shanghai  Museum  is 
better  designed,  better  lit,  with  better 
displays  and  explanations,  than  any 
gallery  or  museum  in  Florence. 

Here  history  and  art  are  integrat- 
ed. The  ancient  bronzes  gallery,  on 
the  ground  floor  of  the  four-story 
building,  displays  hundreds  of  exquis- 
itely decorated  bronze  food  and  wine 


vessels,  musical  instruments,  orna- 
ments and  weapons  dating  from 
about  the  18th  century  B.C.  to  the 
3rd  century  B.C. 

To  help  visitors  grasp  it  all,  the 
chronological  displays  explain  the 
evolution  of  bronzes  from  ritual 
offerings  to  ancestors  to  the  later 
stage  of  utilitarian  utensils.  Through 
your  headset,  you  can  even  hear  the 
peal  of  a  set  of  ancient  bronze  bells. 

The  ceramics  collection  spans 
8,000  years.  You'll  see  everything 
from  primitive  Neolithic  pottery  to 
exquisite,  refined  china  produced  by 
the  imperial  kilns  for  emperors'  tables 
from  the  Song  to  Qing  dynasties 
(10th  to  early  20th  centuries).  The 
gallery  also  has  exhibits  showing  how 
porcelain  colors  and  technology 
changed  over  the  centuries — how 
porcelain  superseded  celadon,  for 
example. 

Don't  miss  the  Chinese  landscapes 
in  the  painting  gallery,  including  a 
15th-century  scroll  depicting 
bamboo  trees  and  mandarin  ducks. 
Or  the  jade  collection,  which  goes 
back  to  5000  B.C.  For  instance, 
you'll  see  dragon  jade  carvings 
sparkle  in  the  light. 

The  furniture  gallery  has  fine  Ming 
(1368-1644)  pieces.  My  favorite  is  a 
simple  calligraphy  desk,  shown  in  a 
studio-like  setting  complete  with 
brushes,  tray,  footrest  and  curved 
armchair. 

I  enjoy  museums  but  generally 
can't  take  more  than  an  hour  or  two 
at  a  time.  Yet  it  was  four  hours  before 
I  tore  myself  away  from  my  visit  to 
the  Shanghai  Museum — and  it  won't 
be  my  last. 

I  didn't  overlook  the  gift  shop, 
where  you  can  pick  up  good-quality 
replicas  of  ancient  bronzes,  ceramics, 
paintings,  calligraphy  and  jade,  from 
about  $50  to  $500. 

Back  in  Hong  Kong,  I  compared 
notes  with  a  friend  who  had  visited 
Shanghai  Museum  recently.  "I 
thought  it  was  one  of  the  best 
museum  experiences  I've  ever  had," 
said  Joan  Whelan,  marketing  director 
for  global  consumer  finance  for  GE 
Capital  Asia  Pacific.  "I  left  feeling 
exhilarated.  I  learned  a  lot  about  Chi- 
nese history." 

Don't  even  think  of  visiting  China 
without  seeing  it.  ■ 
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"It's  found  moneys 

Finally,  there's  an  easy  way  to  cash  in  all  that  extra  change. 


By  William  G.  Flanagan  and  Alexandra  Alger 


Shopper  turns  coins  into  dollars  at  a  Ralphs  supermarket  in  Marina  del  Rey,  Calif. 
Americans  have  about  $8  billion  stashed  in  jars  and  dresser  drawers. 


Wash.,  who,  as  a  Stanford  Business 
School  student,  came  up  with  the  idea 
in  1989.  For  months  he  and  a  friend 
stood  outside  Bay  Area  grocery  stores 
with  clipboards  and  asked  people  what 
they  did  with  their  change.  "We  talked 
to  1,500  people,  and  it  turned  out 
that  three  out  of  four  had  coins  at 
home,  with  an  average  of  about  $30  at 
any  one  time." 

Molbak  estimates  that,  nationally, 
there's  about  $8  billion  worth  of 
change  sitting  around  in  jars  and 
dresser  drawers.  Let's  see:  a  7.5%  vig- 
orish  on  that  is  $600  million — one 
heck  of  a  business.  Surely  people 
would  part  with  that  fee  to  get  what 
amounts  to  found  money. 

It  took  Molbak  a  few  years  to  raise 
capital  for  his  private  company  and  to 
perfect  his  Coinstar  machine.  It  had 
to  be  a  heavy-duty  coin-sorter  that 
was  fast  and  accurate  and  wouldn't 
jam  or  break,  the  way  so  many  of 


The  smartly  dressed  woman  in  her 
early  50s  hefted  a  shopping  bag 
through  the  doors  of  a  King  Kullen 
supermarket  in  Hampton  Bays,  N.Y. 
It  was  beginning  to  rip  apart  under 
the  weight  of  a  half-dozen  old  may- 
onnaise jars  filled  with  coins. 

She  made  a  beeline  for  the  Coinstar 
machine  and  began  a  happy  ritual 
which  soon  will  be  shared  by  millions 
of  supermarket  and  bank  customers — 
recycling  small  change  into  dollars. 

As  she  emptied  the  coins — mainly 
pennies — into  the  sorting  machine,  a 
computer  screen  registered  the  tally 
almost  as  fast  as  the  coins  clinked  into 
the  hopper.  She  got  back  a  receipt  for 
$60.12  and  handed  it  in  for  credit  at 
the  checkout  counter.  "It's  like  found 
money,"  she  said. 

It's  coming  soon,  to  a  supermarket 
or  bank  near  you.  (Call  1-800-928- 
CASH  for  Coinstar  locations.) 

Coinstar  is  the  brainchild  of  34- 
year-old  Jens  Molbak  of  Seattle, 


The  penny's 

one-way 

trip 


Mint-fresh  pennies 
Who  needs  'em? 


For  almost  two-thirds 
of  the  10  billion  to  14  bil- 
lion pennies  produced 
annually,  the  trip  from  the 
mint  to  the  Federal 
Reserve  to  the  commercial 
banks  and  finally  to  your 
pocket  is  a  one-way  trip. 
Most  of  the  coins  are  then 
stashed  at  home;  some  are 


simply  thrown  away. 
William  Rathje,  coauthor 
of  Rubbish:  The  Archaeolo- 
gy of  Garbage  (Harper- 
Perennial,  $13),  estimates 
that  a  million  people  in 
southeastern  Massachu- 
setts throw  out  $8,000 
worth  of  change  a  day, 
mostly  in  pennies. 

Yet  in  a  recent  GAO 
consumer  survey,  59% 
said  the  penny  was  useful; 
only  35%  thought  the 
penny  should  go.  So  the 
mints  in  Denver  and 
Philadelphia  keep  stamp- 
ing them  out  by  the  bil- 
lion— and  at  a  profit.  A 
post- 1982  penny  (which 
is  97.5%  zinc  and  2.5% 
copper)  is  worth  less 
than  half  a  cent. 

-W.G.F.  and  A.A.  m 
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The  Connaught  will  always  extend  the  warmest  of  welcomes. 
But  will  we  ever  welcome  mobile  phones  in  public  areas? 


After  years  of  learning  your  craft,  you  sense  the  subtlest 
nuances  of  what  is  appropriate  in  a  great  hotel. 

There  are  many  precious  and  beautiful  things  at 
The  Connaught,  with  peace  and  quiet  among  the  most  striking. 

So  we  will  always  politely  discourage  mobile  phones  in 
public  areas. 

And  perhaps  what's  really  special  is  something  else  that 
you  cannot  see. 

It's  the  kind  of  highly  individual  but  completely  effortless 
service  you  thought  had  disappeared  forever. 


The  Connaught 

M  AY  FAIR,  LONDON 
AND  NOWHERE  ELSE  IN  THE  WORLD. 


Guests  return  year  after  year  to  find  the  hotel's  atmosphere 
proudly  intact,  and  the  same  personal  welcome  from  the  staff. 

The  Connaught  is  more  like  a  traditional  English  country 
house  than  a  London  hotel.  Oak  and  mahogany  predominate. 
Even  the  corridors  are  lined  with  works  of  art.  And  it's  home  to 
two  of  the  world's  great  restaurants. 

A  world  away  from  processed  international  5-star  luxury, 
The  Connaught  remains  a  unique  experience. 

Make  a  reservation  next  time  you  visit  London. 
Even  from  a  mobile  phone. 


For  reservations,  coll  800-63  SAVOY, 
800-223-6800,  or  your  travel  agent 


THE  SAVOY  GROUP 
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COLLECTORS 

One-fifth 
of  a  Gauguin 

If  you're  thinking  of  giving  away  an  art  collection, 
it  makes  sense  to  donate  it  in  parts. 


By  Doris  Athineos 


Paul  Gauguin's  "Still  Life  with  Hope" 

Its  owner  donated  20%  to  the  Metropolitan  Museum  of  Art. 


those  cheap  coin -sorters  made  for 
home  use  often  do.  He  discovered 
that  a  Swedish  company,  Scan  Coin, 
already  had  an  electronic  coin 
counter;  Molbak  added  proprietary 
refinements. 

By  1995  he  was  ready  to  roll. 
There  are  now  1,500  Coinstar 
machines  in  23  markets.  Thirty-five 
national  supermarket  chains  are 
already  signed  up,  including  Kroger, 
Pathmark,  Shop  Rite,  A&P,  Raley's, 
Ralphs  Grocery,  Lucky  Stores  and 
Grand  Union. 

The  stores  receive  only  small  quar- 
terly payments  for  providing  space  for 
the  machines,  which  Coinstar  oper- 
ates and  services.  "Anything  that  gets 
people  in  the  stores  is  good,"  says 
Thomas  Cullen,  a  vice  president  at 
King  Kullen,  a  Long  Island,  N.Y. 
supermarket  chain. 

The  average  machine,  which  can 
sort  and  count  600  coins  a  minute, 
eventually  takes  in  about  $5,000  in 
change  and  dispenses  $4,625  in  cash 
vouchers  per  week — much  of  which  is 
immediately  spent  in  the  store. 
Forbes  figures  that  Coinstar's  gross 
from  its  1,500  machines  could  total 
about  $29  million  next  year. 

Competitors  are  popping  up.  Con- 
tinental Coin  Processors,  based  in 
Buffalo,  N.Y.,  has  similar  coin -sorters 
in  31  Tops  Markets  stores  in  the  Buf- 
falo and  Rochester  areas.  In  Los 
Angeles  CoinBank  Automated  Sys- 
tems Inc.  is  installing  coin-counting 
machines,  called  CoinBanks,  in  bank 
branches.  A  half-dozen  California 
banks  and  s&Ls  have  signed  on, 
including  Home  Savings  of  America 
and  Union  Bank  of  California.  More 
CoinBanks  are  due  soon  in  New 
York,  Chicago,  Detroit  and  Dallas. 

The  average  shopper  dumps  in  $30 
to  $50  worth  of  coins;  a  few,  much 
more.  The  current  Coinstar  record:  A 
Hughes  Supermarket  shopper  in  Bur- 
bank,  Calif,  last  year  carted  in  22,500 
coins,  worth  $4,612. 

Eventually,  Coinstar  plans  to  enable 
its  machines,  which  are  linked  via 
modem  to  Coinstar  headquarters  in 
Bellevue,  Wash.,  to  sell  things  like 
stamps  and  airline  tickets.  "One  day 
you  might  be  able  to  dump  your 
coins  in  and  have  that  money  added 
to  your  electronic  cash  card,"  says 
Molbak.  BBf 


Fish  decoys — used  many  years  ago 
by  spearfishermen — have  given 
Steven  Michaan  a  lot  of  pleasure. 
Michaan,  48,  started  collecting 
decoys  a  little  over  a  decade  ago,  and 
assembled  300  hand-carved  bass, 
trout  and  perch.  The  collection's 
value  has  surfed  the  top  of  the  folk- 
art  wave.  A  private  investor  in  subur- 
ban New  York,  Michaan  paid  a  paltry 
$20  for  his  first  decoy  in  1985.  No 
one  then  recognized  200-year-old 
painted  fish  as  folk  art.  But  by  1990 
Michaan  discovered  that  a  1920 
glass-eyed  trout  had  been  hammered 
down  for  $18,700  at  Sotheby's 
Americana  auction  in  New  York. 
Michaan  had  a  trunk  full  of  similar 


decoys,  now  worth  about  $2  million. 

Word  of  his  collection  got  out.  The 
Museum  of  American  Folk  Art  in 
Manhattan  borrowed  225  of 
Michaan's  decoys  for  a  major  exhib- 
it. The  show  ratcheted  up  the  value 
of  the  collection  another  notch. 

Michaan  didn't  have  time  to 
manage  (or  dust)  the  collection  and 
he  decided  he  would  rather  have  the 
cash.  But  like  the  rest  of  us  he  didn't 
relish  handing  almost  a  third  of  the 
gain  to  the  Internal  Revenue  Service. 
Or  surrendering  even  more  of  its 
value  in  estate  taxes. 

Michaan  decided  he  was  better  off 
giving  the  collection  away.  That  way 
he  could  generate  a  big  charitable 


216 


Forbes  ■  February  10,  1997 


deduction.  But  giving  away  a  big  col- 
lection isn't  so  easy.  The  law  lets  you 
take  charitable  deductions  equal  to 
only  30%  of  your  adjusted  gross 
income  in  a  year.  If  the  value  of  the 
gift  exceeds  that  30%,  you  can  roll 
over  the  remainder  for  a  maximum  of 
five  more  years.  If  you  cannot  use  up 
its  value  in  deductions  by  then,  tough 
luck,  buster. 

Michaan's  collection  was  worth 
seven  figures.  If  he  were  to  maximize 
the  value  of  the  gift  in  deductions,  he 
would  have  to  generate  an  annual 
income  of  about  $1  million  a  year. 
He  earns  far  less  than  that,  so  most  of 
the  deduction  would  be  lost. 

Michaan  hit  upon  a  strategy  that 
can  work  for  anyone  else  in  the 
same  lucky  boat.  He  decided  to  give 
away  the  collection  in  parts.  Last  year 
he  gave  some  of  his  fish  to  the  South 
Street  Seaport  Museum  in  Manhattan 
and  the  Shelburne  Museum  in  Ver- 
mont. 

The  portion  he  gave  away  was 
appraised  at  $200,000.  When  he  uses 
up  that  amount  in  tax  deductions, 
he'll  give  away  another  chunk  to  the 
same  museums.  Good  thing  Michaan 
is  only  48.  It  will  take  him  a  number 
of  years  to  deduct  the  full  value  of  his 
collection  by  giving  it  away  in  parts. 
Meanwhile,  he  enjoys  looking  at  what 


Fish  decoys  from 
Steven  Michaan's 
collection, 
now  worth 
over  $2  million 
The  best  way  to 
cash  in  was 
to  give  it  away — 
in  chunks. 


Untitled  work  by 
Willem  de  Kooning, 
worth  $900,000 
Discount  broker 
Charles  Schwab 
is  giving  it  away 
in  fractions  to 
the  San  Francisco 
Museum  of 
Modern  Art. 


he  still  owns. 

But  what  if  you  own  only  one 
extremely  valuable  work  of  art  that 
has  appreciated  greatly?  You  cannot 
cut  it  up  in  pieces  and  make  partial 
donations  every  year.  Or  can  you? 

On  paper  you  certainly  can,  and 
such  partial  giving  is  becoming  more 
and  more  popular.  There  are  now 
experts  to  help  you  set  up  the  proce- 
dure and  even  find  you  a  worthy 
recipient  of  your  gift. 

Discount  broker  Charles  Schwab  is 
one  partial  giver.  He  shares  owner- 
ship of  an  abstract  painting  by  Willem 
de  Kooning  with  the  San  Francisco 
Museum  of  Modern  Art.  It's  worth 
about  $900,000.  So  far,  the  museum 
owns  10%  of  the  painting,  which 
means  that  Schwab  can  keep  the 


painting  at  his  own  home  90%  of  the 
time,  since  that  is  the  proportion  he 
still  owns. 

Museums  generally  love  the  idea. 
The  Metropolitan  in  New  York,  the 
Museum  of  Fine  Arts  in  Boston  and 
the  Art  Institute  of  Chicago  have  full- 
time  staffers  who  figure  out  how  to 
make  your  giving  pay  off.  "Fraction- 
al interest  gifts  are  a  very  useful  tool 
for  using  charitable  deductions  more 
intelligently,"  notes  Ashton  Hawkins, 
the  Met's  counsel  to  the  trustees. 

Another  advantage  to  a  partial  gift: 
It  gets  reappraised  every  time  you 
give  away  another  portion.  If  its  value 
goes  up,  so  does  the  amount  you  can 
deduct.  To  be  crass  about  it,  the 
appearance  in  a  museum  and  the 
resulting  publicity  probably  increase 
the  value  of  the  remainder. 

But  don't  count  on  squirming  out 
of  the  deal  down  the  road.  Most 
museums  no  longer  accept  a  partial 
interest  unless  you  will  them  the 
remainder  when  you  die.  The  Met 
learned  its  lesson  last  year.  It  owned 
only  one-fifth  of  Paul  Gauguin's 
"Still  Life  with  Hope"  when  collec- 
tor Joanne  Toor  Cummings  died  in 
1995.  The  Met  wanted  the  picture 
to  stay  where  it  had  hung  for  six 
summers  and  was  willing  to  buy  the 
80%  it  didn't  own,  but  Cummings' 
will  stipulated  it  be  sold  at  auction 
with  the  proceeds  to  go  to  her 
estate.  It  sold  for  about  $5  million. 
The  Met  lost  a  painting  (but  got 
20%  of  the  sale  price). 

How  do  you  find  a  museum  to 
take  your  art,  especially  if  it's  offbeat? 
Big-city  curators  may  be  hard  to 
impress,  but  there  are  plenty  of  muse- 
ums out  there.  "The  tax  benefit  does 
not  change  if  it's  a  museum  in  Kansas 
City  or  Manhattan,"  says  lawyer 
Anne  Carley,  owner  of  Silent  Partner 
Consulting,  an  arts  management  firm 
in  Manhattan. 

Three  Manhattan  consultants  who 
specialize  in  finding  suitable  muse- 
ums for  collections  and  in  advising  on 
related  tax  matters  are  CM  Briddge 
(212-759-6300);  Silent  Partner  Con- 
sulting (212-334-7993);  and  lawyer 
Ralph  Lerner  (212-906-2000),  coau- 
thor of  the  industry  bible,  Art  Law: 
the  Guide  for  Collectors,  Investors, 
Dealers  and  Artists  (Practising  Law 
Institute,  $125).  ■ 
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HOW  TO  DISSECT  AN  ENGINE. 


Frogs    everywhere  breathe 

A  SIGH   OF  RELIEF. 


Students  at  Automotive  High  School  in  Brooklyn,  Netv  York  learn  auto-engineering  skills  through  the  Toyota  Technical  Education  Network. 


EVERY  YEAR,  Toyota  donates  vehicles,  equipment 
and  training  to  schools  and  colleges  across  America, 
helping  students  with  an  interest  in  automotive 
careers  get  a  head  start  in  the  job  world.  But  our 
commitment  to  education  doesn't  end  with  cars. 
Over  the  last  four  years  Toyota  invested  more  than 


$50  million  in  worthwhile  educational  organizations 
like  National  Center  for  Family  Literacy,  United 
Negro  College  Fund  and  hundreds  of  other  projects 
across  America.  As  America's  fourth-largest  manufac- 
turer of  vehic  les,  it's  only  natural  that  we  should  be 
helping  to  prepare  students  for  the  long  road  ahead. 


Investing    in    the    things    we    all    care  about. 


TOYOTA 


For  more  information  about  Toyota  in  Amenta  write  Toyota  Motor  Corporate  Services,  9  West  57th  Street,  Suite  4900-P2,  New  York,  NY  10019 
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Hazardous  to  your 
financial  health 

What's  AN  independent  broker? 
It's  a  mutual  fund  salesman  who  is 
his  (or  sometimes  her)  own  boss, 
sets  his  own  rules  and  sells  whatev- 
er he  wants — including  shamelessly 
overpriced  annuities  and  mutual 
fund  "timing  services." 

You  may  never  have  encountered 
one  of  these  characters,  but  you 
probably  will  someday — there  are    Tom  Easton  and 
50,000  of  them  out  there,  and  they    Julie  Androshick 
are  one  of  the  fastest-growing  parts  ^BI^B 
of  the  investment  business.  They're 

not  all  bad,  of  course,  but  enough  of  them  are  that  for  the  sake  of 
your  financial  health  you'll  want  to  read  Julie  Androshick's  and 
Tom  Easton's  "Beware  the  scalpers,"  starting  on  page  164. 

The  human  touch 

THE  unfolding  SCANDAL  at  used-car  lender  Mercury  Finance  Co. 
reminds  us — or  should  remind  us — of  the  limitations  inherent  in 
computer-generated  lists  of  attractive  companies.  Mercury 
appeared  on  our  200  Best  Small  Companies  list  from  1992  to 
1994,  based  on  its  CPA-certified  numbers.  Fortunately,  a  real  per- 
son, Forbes'  Matthew  Schifrin,  took  a  skeptical  look  at  Mercury 
and  the  other  then-high-flying  "sub-prime"  auto  loan  companies 
last  summer.  "What's  riskier  than  buying  a  used  car?"  Schifrin's 
article  asked,  and  answered:  "Buying  stock  in  the  companies  that 
finance  them"  (Forbes,  July  1,  1996).  In  the  past  several  days 
Mercury's  stock  has  plunged  from  to  a  recent  I  X  as  news  of 
its  accounting  shenanigans  has  come  out.  Take  a  bow,  Matt.  No 
danger  that  you'll  be  replaced  by  a  computer. 

A  sleazy  side  of  The  Street 

Gretchen  Morclnson's  articles  "The  hanky-panky  behind 
Nasdaq  volatility  "  (Forbes,  Aug.  16,  1993)  and  "Taking  Investors 
for  a  Ride"  (July  29,  1996)  helped  the  Securities  &  Exchange 
Commission  crack  down  on  the  brokers  pocketing  huge  spreads 
on  o-t-c  stocks.  In  this  issue  Morgenson  looks  at  another  seamy 
side  of  Wall  Street:  the  curious  relationship  between  highly 
regarded  Bear,  Stearns  &  Co.  and  over  a  dozen  sleazy  bucket 
shops  and  bucket-shops-in-training.  Bear,  Stearns  clears  these 
firms'  trades,  makes  good  money  off  them  and  gives  them  instant 
respectability  in  return. 

"What  really  got  me  interested  in  this  story  was  the  fact  that  a 
firm  of  Bear,  Stearns'  stature  would  be  involved  in  clearing  trades 
for  operations  like  A.R.  Baron,"  says  Morgenson.  "If  Bear  helped 
keep  Baron  alive,  you  have  to  wonder  if  Bear  isn't  partly  respon- 
sible for  the  Baron  customer  losses  of  S22  million."  Why  does 
Bear,  Stearns  risk  its  good  name  by  clearing  for  the  likes  of  A.R. 
Baron?  "Sleazy  doings  on  Wall  Street"  starts  on  page  114. 

Managing  Editor 
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For  under  $2,000, 
you  could  have  a 
Compaq  or  a  Toshiba. 


You  could  also 
have  a  TliinlcPad. 

No  reason  to  let  a  little  thing  like 
money  stand  between  you  and  a 
ThinkPad.  Because  now,  for  less 
than  $2,000,  you  can  have  one  of 
your  own— with  Pentium®  processor 
power,  integrated  TrackPoint  III, 
award-winning  design  and  that 
unmatched  ThinkPad  "■feel.'"  Just 
call  1  800  426-7255;  ext.  5011,  for 
more  details  and  to  find  out  where 
you  can  buy  one.  Or  come  visit 
us  at  www.pc.ibm.com/thinkpad. 

A  better  place  to  think. 


ThinkPad 


Think 


::::::  1  I  l  t  I 
v  .1  f.  (. !.  r  i 

-  ■  •  •  •  f  •  i  i.  r.  t  i 
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ThinkPad  365XD 
120MHz  'processor,  8MB  memory;  1.08GB' 
hard  disk.  1 1.3-inch  screen.  TrackPoint  III. 
4X  CD-ROM,  Lotus  SmartSuite,'  $1,899: 


Solutions  for  a  small  planet 
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Bollenbach  versus 
Araskog 

That  Hilton  Hotels  Corp.'s  chief 
executive,  Stephen  Bollenbach,  has 
made  a  hostile  $10.5  billion  bid 
(including  assumed  debt)  for  Rand 
Araskog's  ITT  Corp.  should  come  as 
no  surprise  to  Forbes  readers. 

In  a  cover  story  last  spring  entided 
"Has  ITT  snowed  Wall  Street?"  we 
said  Araskog  had  paid  too  much  for 
assets  and  wasn't  managing  them 
very  well  (Mar.  25,  1996).  And  in 
"Man  in  a  hurry,"  a  profile  of  Bollen- 
bach a  few  months  later,  we  charac- 
terized the  former  Disney  chief  finan- 
cial officer  as  a  decisive  man  with 
grand  ambitions.  "He  figures  out 
what  needs  doing  and  does  it  quick- 
ly, with  no  agonizing,"  we  wrote 
(Aug.  26,  1996). 

Wall  Street's  doubts  that  it  had 
been  snowed  by  Araskog  were  put  to 
rest  when  ITT  reported  lower-than- 
expected  earnings  for  last  year's  third 
quarter.  The  stock,  which  had  been 
trading  in  the  60s  in  the  spring  and 
early  summer,  plunged  to  the  low 
40s  by  September.  Suddenly,  ITT  and 
its  Sheraton  hotels,  Madison  Square 
Garden  and  gaming  assets  were  vul- 
nerable. Bollenbach,  who  has  been 
on  the  prowl  for  hotels  to  buy, 
pounced  with  a  $55-a-share  cash 
offer  for  50.1%  of  ITT. 

To  finance  the  back  end  of  the 
deal,  Bollenbach  will  offer  Hilton 
stock.  This  would  be  an  attractive 
way  to  finance  the  acquisition  of  a 


much  larger  company,  and  it  would 
be  a  good  deal  for  most  sharehold- 
ers. According  to  Lehman  Brothers 
tax  expert  Robert  Willens,  most  of 
ITT's  stock  is  currently  held  by  indi- 
viduals and  institutions  that  would 
be  liable  for  big  capital  gains  taxes  on 
every  share  they  exchanged  for  cash. 
To  defer  taxes  on  their  gains,  espe- 
cially at  a  time  when  Washington 
may  finally  reduce  the  capital  gains 
tax,  these  investors  would  prefer  to 
trade  some  or  all  their  ITT  paper  for 
Hilton  paper.  This  assumes,  of 
course,  that  Hilton's  taxmen  can 
structure  the  deal  properly. 

Dilution?  Wall  Street  doesn't 
appear  worried.  Since  the  play  for 
ITT  was  announced  on  Jan.  27, 
Hilton's  stock  has  climbed  10%,  to  a 
recent  28 54.  Although  ITT's  sales  and 
earnings  are  more  than  three  times 
Hilton's,  Hilton's  market  cap,  at 
$7.1  billion,  is  greater  than  itt's  at 
$6.6  billion.  Not  a  good  augury  for 
ITT's  effort  to  fend  off  Hilton. 

Bessie's  burden 

When  we  last  wrote  about 
Bethlehem  Steel,  the  proud  old 
company  from  Bethlehem,  Pa.  was 
closing  plants  and  cutting  capacity, 
but  it  still  couldn't  stem  the  loss  of 
market  share  to  lower-cost  nonunion 
minimills  (Mar.  16,  1992).  Now  the 
nation's  second-largest  steelmaker  is 
restructuring  again,  in  a  big  way. 

The  $4.7  billion  (sales)  company 
announced  last  month  that  it  would 
shutter  its  structural  products  mill  in 
Bethlehem  and  slash  900  jobs.  That 
closure,  along  with  the  hoped-for 
sale  of  three  other  moneylosing 
units,  nicked  earnings  to  the  tune  of 
a  $370  million  aftertax  charge  in  the 
fourth  quarter.  For  the  year, 
Bethlehem  reported  net  income  of 
$73  million  (excluding  restructuring 
charges),  compared  with  $180  mil- 
lion in  1995. 

Now  nearly  3  million  tons  of  new 
flat-rolled  steel  capacity  are  coming 
to  market.  In  the  Southeast  better- 
located  mills  like  Nucor's  South 
Carolina  plant  and  Trico  Steel's  new 
Alabama  production  unit  will  give 
Bethlehem's  Maryland  mill  stiff 
competition.  Its  Indiana  facility  will 
likely  lose  some  market  share  to 
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So  how's  your  audit  going? 


Real  audit  performance  focuses 


on  risks,  opportunities  and 


j 


issues  -  and  ensures  that  your 


>  217 

...»  I   •  industry-specific  best  practices 
in  our  Global  Benchmarking  for  Excellence1 
database. 


11  322 

L  _L  »      _       audit  engagements 
re-engineered  to  add  value  using  Global 
Total  Engagement  Quality. 


service  expectations  are  being  met. 


[,017,108  hours  of  non- 
value-adding  time  eliminated  from  audit 
engagements. 


How  real  is  yours? 


Coopers  &  Lybrand  L.L.P. 


MOO  326 

JylXJ  \J^J      \J  audit  work  papers  now 
computerized  via  our  leading-edge,  Lotus 
Notes- based,  paperless  audit  technology. 


)bffl 


ions 


in  reputational  value 


protected  for  our  clients. 


Not  Just  Knowledge.  Know  How.8 


An  audit  is  only  as  useful  as  the  information  it 
uncovers.  So  at  Coopers  &  Lybrand,  we've  created 
a  comprehensive  audit  process  designed  to  find 
what  others  can't.  Our  audits  examine  the  very 
core  of  your  organization,  and  then  channel  the 
findings  into  intelligent  solutions  and  ideas.  Real 
audit  performance.  One  more  reason  it's  never 
been  a  better  time  to  call  Coopers  &  Lybrand.  For 
more  information,  call  1-800-660-8027,  ext.  1013, 
or  visit  us  on  the  Internet  at  www.colybrand.com. 


COOperS  Coopers  &  Lybrand  L.L.R 

&L.ybr'3nCl  a  professional  services  firm 


THE  OLD  WAY 
TO  TRADE 

Using  the  Telephone 
Expensive  Commissions 
Delayed  Quotes 
Trade  through  a  Middleman 
Slow  Executions 
Delayed  Confirmations 


0  1996  Datek  Securities  Corp. 


[psco's  operation  in  Iowa. 

Sighs  Chairman  Curtis  Barnette: 
"1996  was  a  very  difficult  year."  This 
year  won't  be  much  easier. 

-Shailaja  Neelakantan 

What  exploitation? 

Two  years  ago  Forbes  doubted 
highly  publicized  claims  that  U.S. 
employers  were  exploiting  35  mil- 
lion "contingent  workers" — people 
who  lack  the  stability  of  traditional 
full-time,  year-round  jobs  (Aug.  15, 
1994).  We  pointed  out  that  the  35 
million  figure  included  17  million 
voluntary  part-timers  and  1 1  million 
self-employed  people,  including 
doctors,  lawyers  and  writers. 

The  Bureau  of  Labor  Statistics  has 
now  confirmed  our  skepticism.  In  its 
first  detailed  study  of  the  issue,  BLS 
estimates  that  onlv  2.7  million  to  6 


million  workers  are  truly  contingent. 
Based  on  answers  to  a  1995  survey, 
BLS  figures  that  at  most  11%  of  part- 
timers  and  4%  of  independent  con- 
tractors are  contingent.  That's 
because  most  part-timers  and  inde- 
pendent contractors  have  stable 
work  arrangements  and  don't  want 
regular  9-to-5  jobs.  They  like  the 
flexibility  and  independence — appar- 
entiv  more  than  the  health  insurance 
plan  or  other  benefits  they  might  get 
as  traditional  employees. 

Yes,  some  contingent  workers 
would  prefer  regular  jobs,  but  BLS 
concludes:  "Although  the  burden  of 
being  involuntarily  directed  by  labor 
market  conditions  into  a  contingent 
or  an  alternative  arrangement  may 
fall  disproportionately  on  some  seg- 
ments of  the  population,  the  magni- 
tude of  the  problem  does  not  seem 
large."  -Janet  Novack  wm 
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*«T0 
YOUR 
KIDS. 

NO 
FAIR! 

Effective  estate  tax 
cost  discounting  and 
asset  optimizing  are 
essential  elements  of 
nvestment  portfolios  for 

the  new  century 
By  Arlene  Davidson 


It  already  costs  as  much  as  $10,000 
a  year  to  send  a  three  year  old  to  pre- 
school! 

Barry  Kaye,  well-known  expert 
on  estate  tax  cost  discounting,  has 
developed  a  new  concept  that  makes 
it  possible  to  give  Uncle  Sam  55% 
and  still  transfer  the  full  value  of  your 
estate  to  those  you  love.  It's  called 


ranted  we  all  have  to  pay  taxes, 
I  but  why  should  our  heirs  pay 
cle  Sam  estate  taxes  amounting 
lp  to  55%  on  every  dollar  of  their 
acy?  The  way  the  cost  of  living 
ttinues  to  skyrocket,  our  kids  are 
rig  to  need  all  the  help  they  can  get. 


Die  Investment  Alternative,  and  it 
only  works  for  those  worth  $3  mil- 
lion or  more.  Kaye,  known  as  "savvy, 
creative,  an  Investment  Alternative 
Guru  and  a  marketing  phenomenon," 
has  also  been  called  a  "high-powered 
insurance  man."  "Nothing  wrong 
with  that,"  says  Kaye.  "My  new  use 
of  insurance  as  a  strategic  leverage 
tool  can  create  wealth  as  absolutely 
nothing  else  can!"  Using  his  tecliniques, 
he  can  effectively  reduce  estate  tax 
costs  up  to  90%,  sell  an  appreciated 
property  or  business  with  no  capital 
gains  tax,  and  leverage  IRA  or  pen- 
sions 10-20  times.  If  you  own  a  business 
worth  $5  million  or  more,  he  can 
optimize  its  value  far  in  excess  of  the 
actual  sale  price.  Kaye,  whose  methods 
can  turn  any  tax  into  an  asset,  says  if 
you  have  "junk  money,"  money  you 
will  not  use  during  your  lifetime,  he 
can  show  you  how  to  provide  previ- 
ously unheard  of  amounts  to  your 
favorite  charities  and  still  leave  your 
heirs  the  full  value  of  your  estate. 
What's  more,  in  addition  to  his  55%, 
Uncle  Sam  also  receives  income  taxes 
on  the  extra  money  you  create  for 
your  family  --in  perpetuity. 

Using  your  one-time  $600,000 
exemptions  now,  Kaye  can  effectively 
increase  the  value  of  those  exemptions 
to  as  much  as  *$12  million,  in  effect 
making  your  entire  estate  tax  free. 
While  Tire  Investment  Alternative  may 
sound  too  good  to  be  true,  if  I  had 
$3  million,  I'd  call  right  now  and  ask 
Kaye  to  prove  it! 

True,  his  plans  have  been  challenged. 
A  respected  Midwest  insurance  agent, 
consultant  and  attorney  recently 
studied  Kaye's  plan  for  one  of  his 
clients.  Convinced  the  cash  value  of 
the  policy  would  not  be  sufficient  to 
support  the  insurance,  he  recom- 
mended that  his  clients  buy  the  policy, 
but  pay  $290,000  a  year  in  premiums, 
not  $184,000  as  outlined  by  Kaye. 


A  man  who  believes  in  obtaining  the 
maximum  amount  of  insurance  for 

"While  The  Investment 
Alternative  may  sound 
too  good  to  be  true,  if  I 
had  $3  million,  Yd  call 
right  now  and  ask 
Kaye  to  prove  it!  " 

the  least  amount  of  money,  Kaye  claims 
this  was  $106,000  more  yearly  than 
was  needed.  He  jokingly  said  he  plans 
to  send  this  particular  consultant  as 
many  of  his  future  clients  as  he  can. 
"The  man  didn't  tell  them  my  plan 
doesn't  work,"  said  Kaye.  "He  told 
them  to  buy  a  more  expensive  policy!" 

Barry  Kaye, 
"Investment 
Alternative 
Guru,"  has 
saved  fortunes 
for  America's 
wealthiest 
families. 

If  you  want  to  learn  more  about 
The  Investment  Alternative,  watch  for 
Barry  Kaye's  Wealth  Creation,  Preserva- 
tion and  Optimization  Seminars  and 
TV  appearances.  Since  private  con- 
sultations, either  on  the  phone  or  in 
person,  are  really  free,  I  recommend 
calling  1-800-DIE  RICH.  Ask  for 
Kaye's  very  helpful  free  literature. 
Especially  his  latest  report,  *Hoiv  To 
Increase  Your  Exemptions  From 
$600,000  To  $143  Million.  When  you 
call,  ask  about  his  books,  Save  A 
Fortune  On  Your  Estate  Taxes,  Die 
Rich  And  Tax  Free!  and  Live  Rich. 
Best-sellers  in  the  financial  category 
are  unheard  of,  but  he's  already  got 
two!  The  Investment  Alternative, 
soon  to  be  published,  will  undoubtedly 
change  the  position  of  insurance  in 
America! 

Kaye  may  be  reached  at  Barry 
Kaye  Associates,  1901  Avenue  of  the 
Stars,  Los  Angeles,  CA  90067.  Call  him 
at  (800)  343-7424,  Fax  (310)  282-0775. 
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in-industrial  leaders 


By  Carleen  Hawn 

When  John  Walter  was  named  president 
of  AT&T,  and  Robert  Allen's  presumed 
heir  for  the  company's  top  job,  AT&T's 
stock  plunged  $10  billion  in  value.  Wall 
Street  worried  that  Walter,  who  had  spent 
most  of  his  career  at  printer  R.R.  Donnel- 
ley, knew  very  little  about  the  telecommu- 
nications business.  By  all  accounts  a  very 
bright  and  perceptive  man,  Walter  is  the 
first  to  agree  that  he  has  a  lot  to  learn. 
"This  is  like  taking  a  drink  of  water  from  a 
firehose,"  he  says.  "I  went  through  an 


entire  meeting  discussing 
RBOCs  [regional  Bell  oper-  ^  it 
ating  companies],  referring  QBJM~" 

to  them  as  'Reeboks.'"  1  *y- 

But  companies  in  trouble  often  reach 
outside  for  help.  Is  deep  knowledge  of  an 
industry  important  for  a  chief  executive? 
Or  can  good  managers  move  between 
industries  and  get  the  job  done?  Forbes 
put  the  question  to  seven  well-known 
executives  who  have  left  one  business  to 
run  another  of  a  very  different  kind. 


''Even  if  you 
wore  sandals 
and  came 
from 

Bethlehem, 
you'd  be 
criticized." 


Al  Dunlap, 
chief  executive, 
Sunbeam 


Gary  DiCamillo 

Chief  Executive 
Polaroid 

Formerly  at  Black  &  Decker 

Polaroid  had  been  run  by  several  gener- 
ations of  technical  geniuses.  But  now 
Polaroid's  markets  are  mature.  Today 
it's  a  game  of  globalization,  customer 
service,  marketing.  The  skills  required  to 
lead  the  company  have  changed.  You  don't 
need  a  technical  genius,  you  need  a  market- 
ing-strategist type  of  leader,  like  me. 

Once  you  understand  the  different  needs 
of  a  company  with  a  mature  market,  you 
won't  ask:  "What  does  Black  &  Decker  have 
to  do  with  Polaroid?" 

Peter  Larson 

Chief  Executive 

Brunswick  Corp.  (a  boat  manufacturer) 
Formerly  at  Johnson  &  Johnson 

More  important  than  the  specifics  of  the 
industry  is  your  approach  to  leadership.  I 
learned  it  in  the  Navy,  on  a  nuclear  subma- 
rine. As  hokey  as  this  is  going  to  sound,  lead- 
ership in  the  military  means  that  you  get  your 
people  food  and  a  place  to  sleep  before  your- 
self, that  you  really  have  to  earn  the  right  to 
leadership  every  day.  I  always  tell  people  who 
want  to  be  business  executives  that  they 
should  join  the  military  for  a  couple  of  years. 
They  always  laugh,  but  I  mean  it. 


Albert  Dunlap 

Chief  Executive 
Sunbeam 

Formerly  at  Scott  Paper 

I  don't  believe  in  doing  a  lot  of  due  dili- 
gence. For  a  chief  executive  that  is  not 
important.  My  job  is  to  go  out  and  rescue 
companies.  The  key  is  in  your  leadership 
ability.  There  are  four  things  you  must  do 
in  every  company,  and  I  believe  this  like  a 
religion: 

Bring  in  some  key  people  who  have  helped 
you  before.  I'm  very  strong-willed,  so  I  need 
people  who  can  say  to  me  "Hey  Al,  that's  a 
dumb  idea"  to  protect  me  from  myself. 

Get  the  cost  structure  under  control, 
whether  that  means  [getting  rid  of]  facilities, 
products  or  people. 

Ask  yourself:  "What  business  am  I  in?"  and 
sell  all  the  other  businesses,  because  they  are 
dilutive  and  distracting. 

Lay  out  a  real  vision. 

Be  decisive.  If  you  can't  do  it  in  the  first 
year,  you  are  incapable  of  doing  it  at  all. 
Look  at  Apple,  for  God  sakes,  they're  looking 
at  their  fifth  restructuring  in  three  years. 

Too  many  people  are  so  busy  striving  to 
be  liked  that  they  sacrifice  doing  the  right 
thing.  But  even  if  you  wore  sandals  and 
came  from  Bethlehem,  you'd  be  criticized.  I 
hate  and  loathe  that  damn  "Chainsaw" 
[nickname].  But  I  say  the  price  of  leader- 
ship is  criticism. 


IS 
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The  first  cabin  of  your  very  own. 


fl y in%  he il 


Introducing  the  worlds  first  private  cabin  in  the  air.  It's  furnished 
with  a  big  comfy  armchair  that  transforms  into  a  luxurious, 
perfectly  flat,  6'  (>"  bed.  And  there's  a  table  and  visitors  seat,  so 
you  can  even  invite  a  friend  over  for  a  first  class  dinner. 


FIRST 

British  Airways 


visitors  seat 


Being  introduced  throughout  the-  year  British  Airways  Vic 
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elders'  gain 
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Firestone 
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Polaroid 


Prices  as  originally  reported,  adjusted  for  splits  and  distributions 
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Sunbeam 

Source:  Bloomberg  LP. 


iel  learned 
my  manage- 
rial skills 
clear  back 
when  I  was 
12,  selling 

home  appli- 


es 


ances. 


Stanley  Gault, 
retired  chief 
executive, 
Goodyear 
Tire  &  Rubber 


John  Dasburg 

Chief  Executive 
Northwest  Airlines 
Formerly  at  Marriott 

Institutional  cultures  are  no  different  from 
country  cultures.  You  cannot  come  in  to  a 
new  company  and  change  its  culture  without 
destroying  the  underlying  civilization. 

If  you  have  new  goals,  then  change  the 
behavior  of  the  company  to  achieve  them. 
For  example,  we  used  to  be  dead  last  in  on- 
time  performance,  so  we  tied  bonuses  to  on- 
time  performance. 

Northwest  has  always  been  tribal  in  nature; 
inward-looking  and  self-reliant.  (Airlines,  in 
general,  are  that  way.  It  is  why  they  are  so  dif- 
ficult to  merge.)  Our  mechanics  design  their 
own  tools.  I  wouldn't  change  something  like 
that.  I  wouldn't  go  to  France  and  expect  peo- 
ple to  start  speaking  English. 

George  Fisher 

Chief  Executive 
Eastman  Kodak 
Formerly  at  Motorola 

I  think  it's  always  helpful  to  know  the  industry  if 
you  have  that  luxury,  but  it's  one  factor  of  many. 
The  biggest  disadvantage  for  any  of  us  has  to  do 
with  the  fact  that  you  become  immediately  dis- 
connected from  the  network  of  people  you've 
grown  up  with.  No  matter  how  good  you  are,  at 
the  end  of  the  day  you  are  dependent  on  other 
people's  input  and  judgments.  You've  got  to 
know  who  to  trust. 

There  are  days  when  you  feel  lonely. 
Leaving  Motorola  was  like  leaving  my 
family — I  spent  18  years  there. 

But  I  have  moved  many,  many 
times  in  my  career,  so  I'm  used  to  it. 
You  know  the  comic-strip  character 
Mr.  Magoor  He's  a  nearsighted  old 


guy  who  bungles  his  way  through  life,  just 
bouncing  from  one  wall  to  another.  In  a  way 
my  whole  life  has  been  like  that. 

John  Nevin 

Retired  Chief  Executive 

Firestone  (since  sold  to  Bridgestone) 

Formerly  at  Zenith 

You  can't  judge  a  book  by  its  cover.  By  the 
time  you  go  to  a  new  company,  you  have 
probably  learned  more  of  the  bad  things  than 
you  need  to  know.  Don't  accept  them  as 
gospel  before  you  have  tested  the  waters. 

When  I  got  to  Firestone,  not  only  was  the 
company  losing  money  but  it  had  been 
dragged  to  the  bar  of  justice  kicking  and 
screaming:  The  former  vice  president  of 
finance  was  in  federal  prison,  convicted  of 
embezzlement,  and  the  company  was  recall- 
ing deadly  tires.  So  my  first  external  reaction 
was,  "Boy,  these  people  must  be  living  on  a 
different  ethical  standard." 

Around  that  time  I  told  a  Forbes  reporter 
that  'T  was  surrounded  by  a  bunch  of 
clowns."  He  printed  it.  But  I  soon  realized 
that  that  wasn't  the  case.  The  ethical  situation 
at  Firestone  was  the  result  of  a  series  of  hap- 
penstances  by  a  few  individuals.  Overall,  these 
were  dedicated,  honorable  people. 

Stanley  Gault 

Retired  Chief  Executive 
Goodyear  Tire  &  Rubber 
Formerly  at  Rubbermaid 

It's  not  about  [the]  industry.  It  is  about  rela- 
tionships with  people.  I  am  a  geologist  by 
training  even  though  I  headed  two  very  tech- 
nical companies.  My  greatest  managerial 
strength  has  always  been  my  ability  to  commu- 
nicate and  to  iead  by  example.  I  learned  that 
clear  back  when  I  was  12,  selling  home  appli- 
ances. At  a  very  young  age  I  needed  to  get  to 
know  people  and  learn  how  to  work  with  peo- 
ple. It  has  taught  me  that  no  one  person  can 
do  the  job  by  himself.  It  helps  me  keep  up  the 
morale  of  the  people  during  the  restructuring 
of  the  company.  H 


What's  on  your  mind.5 

If  you  are  a  business  executive,  whether  with 
a  big  company  or  a  small  one,  we'd  like  to 
know  what's  bothering  you  these  days,  and 
what  you  are  doing  about  it. 
Tell  us  about  it  at:  mind@forbes.com. 
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We'll  deliver  your 

package 

ASAP.  Unless, 

of  course, 

that's  too  soon. 


What  does  "urgent"  mean  to  you?  Does  it  mean  just 
getting  there  the  next  day?  Or  does  it  mean  getting 
there  on  the  next  flight?  At  UPS  we  understand  that 
different  people  have  different  definitions  of  the  word 
"urgent."  Which  is  why  we  have  an  array  of  express 
delivery  options.  All  guaranteed.*  Across  the  U.S.  And 
with  UPS,  you  only  pay  for  the  distance  your  package 
actually  travels.  We  even  provide  immediate  tracking 
and  delivery  confirmation.  So  give  us  a  call 
at  1-800-PICK-UPS  or  access  us  on  the 
Internet  at  www.ups.com.  We'll  get  right  on  it, 


93r 


ups 


MOVING  at  the  SPEED  of  BUSINESS. 


Guaranteed  overnight  delivery 
by  3:00  P.M.  A  new  service  for 
your  demanding  deadlines. 


Guaranteed  overnight  delivery 
by  10:30  A.M.  For  your 
very  demanding  deadlines. 


8 


Guaranteed  overnight  delivery 

by  8:00  A.M.  For  your 
extremely  demanding  deadlines. 


pay 


For  the  fastest  possible  delivery 
we'll  put  your  package  on  the 

next  flight  out  For  your 
downright  ridiculous  deadlines. 


•Call  fpr  guarantee  details.  ©1997  United  Parcel  Service  of  America.  Inc. 


readers@fofbes.com 


Microsoft's  strongman 

Sir:  Re  "The  George  S.  Pattern  of 
software"  (Jan.  27).  Thanks  for 
.ng  the  real  face  of  Microsoft. 
My  young  daughter  cried  when  she 
saw  Steve  Ballmer's  picture  on  the 
cover.  I  followed  suit  when  I  read 
the  story  and  realized  how  good  he 
is  at  selling  bloated,  buggy, 
overengineered  software. 
-Thomas  Seibold 
Overland  Park,  Kans. 


Microsoft's  number  two,  Steven  Ballmer 

Strikes  fear  into 

a  thousand  competitors. 

Sir:  Ballmer's  assertion  that 
"nobody  has  a  better  idea  of  what 
customers  want  than  we  do"  seems 
rather  presumptuous.  If  Microsoft 
really  knew  the  customer,  it  wouldn't 
need  to  field  "75,000  calls  a  day" 
from  people  who  find  its  interfaces 
unintuitive  and  difficult  to  navigate. 
Microsoft  should  devote  more  ener- 
gy to  discovering  how  people  work 
with  its  tools  than  to  cramming  in 
new  features  few  people  will  ever  dis- 
cover, and  even  fewer  will  use. 
-Jason  Hardy 
Kanata,  Ont.,  Canada 

Sir:  You  captured  the  key  success 
factor  behind  a  wildly  successful 
company.  Steve  Ballmer  has  plugged 
more  holes  than  Lawrence  Taylor! 
He  has  the  wisdom  of  Churchill  and 
the  enthusiasm  of  a  wired  24-vear- 
old  nerd! 

-Thomas  G.  Stemberg 
Chairman 
Staples,  Inc. 
Westboroujjh,  Mass. 


I'm  no  nerd 

Sir:  I  am  surprised  to  find  so  many 
references  to  computer  science  pro- 
fessionals as  geeks  or  nerds  in  a  mag- 
azine that  frequently  highlights  the 
importance  of  high-tech  firms  to  the 
nation's  economy.  At  least  provide 
balance  by  referring  to  all  lawyers  as 
thieves  and  all  politicians  as  crooks. 
Broad  brushstrokes  for  everyone! 
-Keith  Hawkins 
Colts  Neck,  N.J. 


Sir:  Re  "Get  off  Steve's  case"  (Jan. 
27).  Guy  Kawasaki  makes  good 
points  but  misses  the  key  point. 
America  Online  is  alienating  cus- 
tomers and  appears  adept  at  contin- 
uing to  do  so.  Its  behavior  consti- 
tutes a  glide  path,  not  a  growth  path 
for  the  future. 
-Mitchell  Gooze 
Santa  Clara,  Calif. 

Sir:  After  two  years  of  using  aol,  I 
downloaded  version  3.0  for  Mac.  It 
immediately  crashed,  aol  techni- 
cians tried  hard  but  could  never  get 
it  to  work.  I  went  for  unlimited  ser- 
vice on  AT&T  WorldNet.  Busy  sig- 
nals are  almost  unheard  of.  It  was 
simple  to  download,  even  for  an 
Internet  novice  like  me. 

Kawasaki's  attempt  to  scare  people 
away  from  pure  Internet  service 
providers  is  a  litrie  like  Slick  Willie 
scaring  the  old  folks  about  Social 
Security  and  Medicare. 
-Elbert  W.  Smith  Jr. 
Spring,  Tex. 

A  right  to  die 

Sir:  Re  "Don't  deal  us  a  deadly  deci- 
sion" (Fact  and  Comment,  Feb.  10). 


Mr.  Forbes  leads  us  down  a  long, 
slippery  slope  in  which  informed, 
consenting  assisted  suicide  for  those 
in  dire  pain  leads  to  euthanasia  for 
the  poor,  weak  and  depressed. 
Nothing  could  be  further  from  the 
truth.  Laws  requiring  informed  con- 
sent protect  against  such  abuse  by 
physicians.  Assisted  suicide  doesn't 
threaten  society's  compassion  for  its 
less  fortunate  members.  It  exempli- 
fies compassion  by  ensuring  that 
those  stricken  not  suffer  needlessly. 
-Seth  Resnik 
Philadelphia,  Pa. 

Learning  your  ABCs 

Sir:  "Overhead  can  kill  you"  (Feb. 
10)  left  the  impression  that  compa- 
nies can  purchase  ABC  software  and 
they're  off  to  the  races.  Activity 
Based  Costing  requires  a  radical  shift 
in  the  way  a  company  thinks  about 
costs.  I've  been  implementing  ABC 
for  years  and  found  the  hardest  ele- 
ment is  the  conceptual  sale.  The 
mechanics  are  easy,  but  if  manage- 
ment does  not  understand  the  con- 
cept, ABC  is  doomed. 
-Joseph  L.  Gartrell 
Tucson,  Ariz. 

Bang,  bang!  I've  got  you! 

Sir:  Re  "Gun  control"  (Jan.  27). 
No,  you  won't  have  to  deal  with 
your  boys  developing  an  interest  in 
the  Michigan  Militia.  Much  like  the 
gladiator  appeal  of  sports,  playing 


with  toy  guns  is  pretty  harmless 
when  you  keep  it  in  perspective.  In 
fact,  a  good  release  of  energy  is  bet- 
ter than  harmless.  Rejoice — they're 
healthy  boys! 
-Tim  Habeck 

Atlanta,  Ga.  ■ 


1  Lawyers  for  doctors 

I  =  Sir:  Re  "Rx:  radical  lawyerectomy" 

II  (Jan.  27).  Is  the  problem  really 
lawyers?  For  every  lawyer  who  repre- 
sents an  individual  who  has  been 
injured  there  is  another  lawyer  who 

I  represents  the  hospital  or  the  doctor. 
Insurance  companies  do  not  easily 
pay  up. 

-David  H.  Enzel 
Chevy  Chase,  Md. 

The  future  of  AOL 
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We  took  all  Levi  Strauss  &  Go's™  figures  and  created  a  great  fit. 

.  Levi  Strauss  &  Co.  asked  their  architect  to  create  a  workplace  as  comfortable  and  functional  as  their  jeans.  The  5^ 
Francisco  Ice  House  renovation  is  tailor-made  for  their  team-oriented  philosophy  and  cost-effective  managemer 
style.  Has  it  worked?  Since  1990,  productivity,  sales  and  profits  are  up.  And  good  design  played  an  important  part.  To  leai 
how  10  other  businesses  profited  through  their  architects,  call  500-AIA-9930.  Or  point  your  browser  at  http^/wwwaia.oii 


We  make  your  bottom  line  beautiful. 


"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


WHY  NOT  RUB  OUT  THIS  RUBE  GOLDBERGESQUE  CODE? 

The  IRS'  stunning  news  that  it  has  wasted  $4  billion  and    could  practically  be  bought  right  off  the  shelf.  The  IRS 
failed  in  its  efforts  to  develop  modern  computer  systems    has  acknowledged  that  it  will  have  to  start  all  over  again 
dramatically  underscores  the  need  for  tax  simplification.     on  its  modernization.  Why  not  go  one  better  and  start 
The  systems  needed  to  handle  a  postcard-like  flat  tax    over  again  with  the  tax  code? 


REFINDING 

Are  Congressional  Republicans  finally  going  to  pick 
up  the  ball  on  tax  reform?  While  sticking  to  their  guns  to 
reduce  the  capital  gains  levy  and  to  give  relief  to  families 
with  children,  they  have  not  been  sounding  the  tocsin 
for  junking  the  current  code  and  replacing  it  with  some 
variation  of  the  flat  tax. 

The  GOP  was  traumatized  by  the  beating  it  took  from 
labor  union/special  interest  groups  during  the  campaign  and 
by  Clinton's  public  relations  win  on  the  budget  showdown 
with  Speaker  Gingrich  a  little  over  a  year  ago.  But  such  set- 
backs and  attacks  are  no  excuse  for  timidity.  Only  by  consis- 


THEIR  VOICE 

tently  calling  for  major  reform  on  taxes  and  in  other  areas 
will  voters  make  the  GOP  truly  the  new  majority  party. 
Small,  "targeted"  reforms  will  remain  Clinton's  province. 

By  contrast,  Republican  governors  are  taking  increas- 
ingly bold  steps  to  reduce  local  tax  burdens.  Christie 
Whitman  has  done  so  in  New  Jersey.  John  Engler,  who 
didn't  let  major  setbacks  along  the  way  deter  him,  has 
done  it  in  Michigan.  New  York's  George  Pataki  is  making 
tax-cutting  progress  in  one  of  the  most  liberal  and  heavi- 
ly taxed  states  in  the  Union.  And  Terry  Branstad  is 
proposing  to  whack  Iowa's  horrific  income  tax. 


AT  LAST,  REAL  RELIEF? 


The  German  government  may  finally  make  a  major 
positive  move  on  taxes,  which  are  crushing  Germany  and 
most  of  Europe.  Bonn's  ruling  parties  are  proposing 
sharply  lower  and  simplified  income  tax  rates.  The  maxi- 
mum exaction  on  earned  income  would  be  slashed  from 
53%  to  39%.  Such  a  reduction  would  do  wonders  to 
revive  a  moribund  economy  that  a  generation  ago  was 

A  BOOK  YOU'LL 

Hamilton's  Blessing — by  John  Steele  Gordon  (Walker  and 
Company,  $21).  Lively,  lucid  history  of  America's  national 
debt.  Full  of  fascinating  insights  and  chock-a-block 
with  historic  curiosities,  such  as  the  origin  of  the 
corporate  income  tax,  this  book  is  also  timely. 

The  debt  was  not  always  the  bane  it  has  become 
today.  Alexander  Hamilton  took  the  U.S.  from 
being  a  deadbeat  borrower,  drowning  in  near- 
worthless  paper  money,  to  being  the  world's 
soundest  credit.  Through  a  series  of  reforms — 
including  a  simple,  workable  tax  system,  an  inde- 
pendent central  bank  (called  the  Bank  of  the 
United  States)  and  a  dollar  tied  to  gold — the 
national  debt  was  turned  from  a  liability  into  an  asset,  pro- 
viding liquidity  to  a  cash-starved  economy.  (Hamilton's 


generating  growth  hailed  worldwide  as  miraculous.  From 
the  late  1940s  until  the  early  1960s,  the  Federal  Republic 
reduced  taxes.  But  since  then,  the  government  has  gone 
in  the  opposite  direction,  with  all-too-predictable  results. 

Alas,  Bonn  still  may  thwart  the  good  of  this  change  by 
enacting  a  levy  on  long-term  capital  gains,  which  are  now 
largely  free  of  tax,  and  by  boosting  the  VAT.  Stay  tuned. 

BE  INDEBTED  TO 

but  also  to  "incubate"  new  industries.  All  too  predictably, 
tariffs  became  a  political  football,  an  instrument  of  protec- 
tion for  powerful  lobbies.)  Not  all  Presidents 
shared  Hamilton's  understanding.  Andrew  Jack- 
son eliminated  the  debt  and  destroyed  the  Bank  of 
the  United  States  because  he  thought  they  were 
tools  of  effete,  Eastern  financiers.  Result:  wild  land 
and  financial  speculations  (local  banks,  no  longer 
under  the  disciplinary  thumb  of  a  central  bank, 
went  on  lending  binges),  followed  by  a  bone- 
crushing,  deficit-creating  depression.  Traditional- 
ly the  debt  expanded  during  wars  and  depressions 
and  shrank  during  peacetime  and  good  times. 
(The  debt  and  our  increasingly  sophisticated  financial  insti- 
tutions were  critical  to  the  North's  winning  the  Civil  War 


only  mistake  was  in  using  the  tariff  not  just  to  raise  revenues    and  to  saving  Western  civilization  during  the  two  World 
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Wars  and  the  40-year  Cold  War. )  But  this  self-policing  pat- 
tern began  oreaking  down  with  the  Great  Depression. 
Here,  the  author  really  hits  his  already  impressive  stride,  as 
plains  why  the  Depression  spawned  the  Keynesian  eco- 
nomic theories  that  ultimately  led  to  Washington's  finances 
spinning  out  of  control.  (Gordon's  critique  of  Keynes' 
approach  is  devastating.)  It's  not  the  size  of  the  debt  that's 
dangerous  today,  but  the  trend.  If  not  reversed,  Hamilton's 
"blessing,"  which  allows  us  "to  quickly  mobilize  the  titan- 
ic economic  resources  of  the  U.S.  in  order  to  meet  any  con- 
ceivable emergency,  could  easily  become  a  curse." 

What's  to  be  done?  Start  with  "an  accounting  board 


modeled  on  the  structure  of  the  Federal  Reserve,"  there- 
by avoiding  self-serving  bookkeeping  by  politicians.  Public 
companies  must  use  outside  auditors;  why  not  Washing- 
ton? The  Balanced  Budget  Amendment  won't  do  the  job; 
there  are  numerous  loopholes.  Such  a  provision  hasn't 
saved  New  York  State  from  becoming  one  of  the  worst 
credit  risks  in  the  nation.  The  book  also  advocates  a  flat  tax. 
The  author  ends  on  a  hopeful  note  that  the  Republican 
Congressional  victory  in  1994  was  the  equivalent  of  an 
intervention  for  an  alcoholic. 

Excerpt:  Tlie  U.S.  Constitution  is,  perhaps,  the  only  work  of 
genius  ever  created  by  a  committee. 


THIS  IDEA  DOESN'T  CHECK  OUT 


The  Federal  Reserve  Board  wants 
sumer.  Batiks  must  now  credit  vour 
than  two  days  after  you  deposit  a 
check  drawn  on  a  local  bank.  But  the 
Fed  recently  recommended  to  Con- 
gress that  banks  be  allowed  to  hold 
such  deposits  an  extra  day. 

This  is  wrong.  If  anything,  ad- 
vances in  technology  should  enable 
customers  to  get  even  faster  access  to 
their  funds.  The  Fed  ostensibly  is 
making  this  recommendation  to  cut 
down  on  check  fraud.  With  the  major- 
ity of  checks,  banks  can't  get  evidence 
thev  have  cleared  within  the  two-day 


to  shaft  the  con- 
account  no  more 


With  electronic  advances,  banks  should 
soon  credit  deposits  instantly. 


period.  But  most  fraud  comes  from  forgery.  Since  most 
banks  rarely  check  signatures,  holding  depositors'  money 
another  day  won't  help  at  all.  More- 
over, the  proposed  delay  would  hurt 
lower-income  people  who  truly  need 
ready  access  to  their  deposited  funds. 

Cynics  speculate  that  our  central 
bank  made  the  proposal  to  take  pres- 
sure off  its  own  check-clearing  opera- 
tions, which  are  becoming  increasing- 
ly uncompetitive  with  private-sector 
services.  The  Fed's  comparative  slow- 
ness in  handling  checks  wouldn't  be 
so  noticeable  if  the  law  allowed  banks 
to  hold  vour  monev  an  extra  dav. 


CRASHING  THE  TRIAL  BAR'S  PARTY 


Last  year  GOP  presidential  candidate  Bob  Dole  pro- 
posed, but  never  forcefully  advocated,  a  most  heartening 
legal  reform  that  would  save  car  owners  tens  of  billions 
of  dollars,  reduce  the  number  of  lawsuits  and  curb  insur- 
ance fraud:  Give  drivers  the  choice  between  two  kinds  of 
auto  insurance  policies.  One,  personal  insurance  protec- 
tion (PIP),  would  cover  medical  expenses  and  lost  pay; 
the  other,  tort  maintenance,  would  permit  lawsuits  for 
noneconomic  damages,  particularly  pain  and  suffering. 

By  choosing  a  PIP  policy,  motorists  would  not  only 
recover  their  actual  losses  more  quickly  but  also  knock 
down  their  insurance  premiums  by  29%.  That's  over  S220 
per  car.  Low-income  drivers  would  cut  their  premiums 
even  more — 45%.  The  savings  could  go  even  higher.  Cur- 
rent auto  insurance  law  encourages  litigation — and,  in- 


evitably, fraud  and  abuse.  Millions  of  people  would  choose 
no-frills  policies,  thereby  removing  that  temptation. 

A  bipartisan  bill  enacting  this  reform  will  be  introduced 
in  Congress.  But  New  Jersey  is  not  waiting  for  Congress 
to  act.  Governor  Christie  Whitman  has  proposed  giving 
Garden  State  motorists,  who  pay  some  of  the  highest  pre- 
miums in  the  nation,  such  a  choice.  One  reason,  among 
many,  that  she  is  a  formidable  favorite  to  win  reelection 
in  November. 

Trial  lawyers  are  angrily  alarmed.  They  have  helped 
defeat  litigation  reforms  in  the  past  by  shedding  crocodile 
tears  about  consumers'  being  deprived  of  their  right  to 
sue.  But  by  giving  people  a  choice  as  to  whether  they  wish 
to  pay  the  extra  money  necessary  for  such  a  privilege,  that 
criticism  talis  bv  the  wavside. 


RESTAURANTS— GO,  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts  Jeff  Cunningham  and  Tom  Jones. 


•  Arcadia— 21  East  62nd  St.  (Tel.:  223-2900).  Contin- 
ues to  serve  up  some  of  the  most  delicious,  innovative  and 
tempting  American  fare.  Try  the  tomato  and  fig  salad  with 
goat  cheese  and  basil  appetizer,  and  the  smoked  lobster  with 
potato  cakes  and  tarragon  butter.  The  service  is  flawless. 

Bistro  du  Nord — 1312  Madison  Ave.,  at  93rd  St. 
(Tel.:  289-0997).  The  look  is  Parisian,  but  the  scale  is 
tiny,  to  the  point  of  being  cramped.  Food  is  good,  if  not 
outstanding:  Moules  marinieres  and  foie  de  veau 
(sauteed  calPs  liver  steak)  were  the  best  things  sampled; 
desserts  seemed  uninspired.  The  service  is  friendly,  but 


for  what  you  get,  the  prices  are  too  steep. 

•  Park  Avalon — 225  Park  Ave.  South  (Tel.:  533- 
2500  i.  Fun  and  funky.  Hip  atmosphere  with  good  food, 
especially  the  pasta  specials  and  grilled  chicken. 

•  Steak  Frites— 9  East  16th  St.  (Tel.:  463-7101 ).  An 
alternative  to  expensive,  stuffy  steak  houses,  with  ample 
portions,  informal  atmosphere  and  reasonable  prices.  The 
finely  cut  Black  Angus  steak  is  succulent  and  tasty;  the 
fries,  a  meal  in  themselves.  Also  try  grilled  lamb,  spit-roast- 
ed chicken  and  pan-seared  sea  scallops;  or,  on  the  lighter 
side,  the  frisee  salad  with  bacon  and  Roquefort.  H 
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Service 


Life 


Homeowners 


Auto 


At  The  Hartford  we  believe 
insurance  and  investments 
should  help  you  look  forward 
to  life,  not  just  protect  you 
from  it.  Our  products  are 
designed  to  help  you  do  just 
that.  We  offer  everything  from 
homeowners  insurance  and 
annuities  to  retirement  plans 
and  mutual  funds,  to  help 
you  plan  for  the  future.  For 
more  information,  visit  us  at 
www.thehartford.com 
on  the  world  wide  web. 


Oilier  Comments 


Point  of  Interest 

In  1916  the  richest  man  in  the 
country,  John  D.  Rockefeller,  could 
have  paid  off  the  American  national 
debt  all  by  himself.  In  1997  William 
Gates  and  Warren  Buffett  together 
could  not  pay  two  months'  interest 
on  it — about  $50  billion — without 
going  broke. 
-John  Steele  Gordon, 
Hamilton's  Blessing 

Checkmate 

If  giving  customers  more  rapid  access 
to  their  deposits  risks  greater  losses 
from  check  fraud,  die  result  should  be 
an  incentive  to  the  banks  and  die  Fed 
to  increase  their  efficiency.  By  changing 
the  rules  to  reduce  that  incentive,  as  the 
Fed  proposes,  Congress  would  further 
slow  what  is  already  by  international 
standards  a  glacial  advance  toward  elec- 
tronic payments  in  America. 
-Martin  Mayer,  The  Brookings 
Institution,  Wall  Street  Journal 

False  Sense  of  Security 

Social  Security  has  been  promoted 
through  misleading  labeling  and  decep- 
tive advertising.  Consider  [a]  paragraph 
that  appeared  until  1977  in  a  Depart- 
ment of  Health,  Education  and  Welfare 
booklet  entided  Your  Social  Security: 
"The  basic  idea  of  social  security  is  a 
simple  one:  Duiing  working  years  em- 
ployees, their  employers,  and  self-em- 
ployed people  pay  social  security  contri- 
butions which  are  pooled  into  special 
trust  funds.  When  earnings  stop  or  are 
reduced  because  the  worker  retires, 


becomes  disabled,  or  dies,  monthly 
cash  benefits  are  paid  to  replace  part  of 
the  earnings  the  family  has  lost." 

This  is  Orwellian  doublethink. 

Payroll  taxes  are  labeled  "contri- 
butions" (or,  as  the  Party  might  have 
put  it  in  the  book  Nineteen  Eighty- 
Four,  "Compulsory  is  Voluntary"). 
-Milton  &  Rose  Friedman, 
Free  to  Choose 

Scout's  Honor 

Except  for  the  Baseball  Hall  of  Fame, 
the  Boy  Scouts  is  the  only  institution  in 
America  tiiat  hasn't  been  dumbed 
down.  Merit  badges  are  often  as  de- 
manding as  college  courses.  To  earn  the 
biking  badge,  you  must  take  two  10- 
mile  rides,  two  15 -mile  rides,  two  25- 
mile  rides,  and  an  all-day  50-mile  tour. 
For  music,  you  must  sing  in  a  chorus  or 
play  in  a  band  for  six  months.  You  need 
2 1  merit  badges  to  earn  Eagle  Scout — 
plus  organizing  your  own  community- 
service  project.  My  cousin,  a  lawyer  in 
his  late  thirties,  says  his  Eagle  still  helps 
him  on  job  applications. 
-William  Tucker, 
American  Spectator 

Tax  Breaks 

Ever  since  the  IRS  instituted  with- 
holding, the  public  and  Congress 
have  called  for  tax  reform,  and  tax 
reform  we  have  had.  But  the  reforms 
that  have  made  it  through  the  legisla- 
tive morass  have  always  made  the  sys- 
tem more  complicated  and  increased 
the  cost  of  compliance.  The  complex- 
ity of  the  system  taxpayers  find  so 


objectionable  is  exactly  what  the  leg- 
islators find  so  convenient.  This  com- 
plexity allows  legislators  to  talk  about 
tax  cuts,  pass  legislation  that  purports 
to  reduce  taxes  and  always  results  in 
increased  tax  revenues.  Sounds  like 
having  your  cake  and  eating  it  too. 
-Thomas  R.  Saving,  Director, 
Private  Enterprise  Research  Center 

While  courts  have  created  new  due 
process  rights  for  welfare  recipients, 
disruptive  school  children  and  crim- 
inal defendants,  the  rights  of  farmers, 
homeowners,  parents  and  business- 
men have  been  shredded.  The  mod- 
ern idea  of  due  process  appears  to  be 
to  permit  citizens  to  exhaust  their  life 
savings  fighting  court  battles  against 
heavy-handed  government  agencies. 
-Lost  Rights,  by  James  Bovard 

Steeped  in  Mystery 

I  know  nothing  about  him.  I've  seen 
Utile  drops  of  his  past.  They  don't  jibe. 

The  tea  he  makes  for  us  is  another 
one  of  those  litde  drops  that  surprise 
me  but  that  I  don't  want  to  ask  about. 

He  boils  milk  with  fresh  ginger,  a 
quarter  of  a  vanilla  bean,  and  tea  that 
is  so  dark  and  fine -leaved  that  it  looks 
like  black  dust.  He  strains  it  and  puts 
cane  sugar  in  both  our  cups.  There's 
something  euphorically  invigorating 
and  yet  filling  about  it.  It  tastes  the 
way  I  imagine  the  Far  East  must  taste. 
-Peter  Hoeg,  Smilla's  Sense  of  Snow 

Higher  Finance 

An  electronic  alms  box  [has  been 
installed]  in  the  entrance  of  San 
Claudio's  Church  in  Leon,  Spain.  Pa- 
rishioners can  insert  a  bank  or  credit 
card,  punch  in  the  amount  they  want 
to  donate  and  walk  away  with  a  receipt 
they  can  use  to  claim  a  tax  deduction. 

"You  can  make  a  donation  to  the 
church  whenever  you  want  to,"  said 
the  Reverend  Roberto  Asenjo.  "The 
electronic  alms  box  is  one  more  way, 
an  up-to-date  method,  in  keeping 
with  the  times." 

-New  York  Times  H 


"You've  got  to  admire  their  truth-in-advertising." 
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A  Room  THAT  WORK'S*  W<Ae<A  u/lf  u  s»mw+  fools  like  eye-level  <s*<*f  fvporfs.  Business 
sewices  so  you  u>ov\'f  gef  bogged  ,^ou»n  <^oiv\g  youv  ouin  -P<nxiv\g         copying.  /\  gym  fo  get- 
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^  Harriott 


HOTELS  RESORTS  SUITES 


Snou  n  H  itn  available  equipment.  *J.D.  Fbwer  ana  Associates  I QQ6  Automotive  Performance,  Execution  and  Layout  (APEALJ  btudy."  btudy  based  on  a  total  25.402  contumer  responses  "  excludes  other  GM  tvhicies 
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THE  UNABRIDGED  VERSION 
OF  THE  SPORT  UTILITY  VEHICLE. 


^OTitk  an  unedited  interior  volume  of 
li8  cu  ft,  the  Yukon  four-door  is  a 
definitive  piece  of  wor  k.  A  nd  it  s 
already  getting  excellent  reviews. 

AN  AWARD  THAT  SPEAKS 
VOLUMES.  J.D.  Power  and 
Associates 


k  a  s 

ranked  ^lukon  the  most 
appealing  fullsize  sport 
utility,*  based  on  owner 
ratings  or  over  100 
attributes  including  style, 


H||    comfort    and  performance. 

AN  INTRIGUING  STOR 
OF  POWER.  \Titk  an  exhile 
rating  255  kp  engine,  tn 
\ukon  kas  tke  most  korsc 
power  in  tke  full  size  utilit 
class.**  And  because  safet 
matters,  every  Yuk  on  come 
air      bags*      So  brow: 


witb      standard      dual  ai 
www.yukon.gfmc.com    or  call 
toll-free    1  -  8  8  8  -  4 A-YUKON. 

And  1  earn  wbv  ^lukon  is  tke  last 
word  for  dominating  tke  road. 


YUKON 


COMFORTABLY 
IN  COMMAND" 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


NATO  ENLARGEMENT— OUR  HIGHEST  PRIORITY 


Shortly  after  the  U.S.  won  the  Cold  War,  many  of  the 
Eastern  European  nations  that  had  been  under  the  Soviets' 
heel  for  nearly  50  years  turned  to  the  West,  hoping  the 
end  of  communism  would  mean  peace  and  freedom. 

Poland,  Hungary  and  the  Czech  Republic  made  great, 
quick  strides  toward  establishing  democratic  and  compar- 
atively free-market  regimes.  All  urgently  sought — and  are 
still  seeking — membership  in  NATO.  It  is  a  natural  fit: 
NATO  is  the  quickest  and  safest  way  for  these  newly  free 
countries  to  seal  their  fledgling  friendships  with  the  U.S. 
and  the  West.  And  NATO  needs  the  additional  defensive 
strength  the  East  European  na-  (0— 
tions  would  bring  to  blocking  any 
westward  thrust  that  an  already 
unstable  Russia  might  try.  Those 
Russians  who  cannot  admit  that 
they  lost  the  Cold  War  and  that 
their  dreadful  economic  condition 
precludes  their  again  being  a 
superpower  for  years  to  come, 
object  violently  to  the  idea  of  their 
old  "colonies"  joining  NATO. 

The  Clinton  Administration, 
dominated  by  Deputy  Secretary  of 
State  Strobe  Talbott  (a  Russophile 
since  his  student  days,  during  which 

time  he  cemented  his  friendship  with  the  President),  in- 
credibly supported  Russia  and  turned  its  back  on  these 
nations.  In  January  1994  President  Clinton  described  their 
new  aspirations  as  merely  an  attempt  to  "draw  a  new  line 
through  Europe,  just  a  little  further  east."  Forgetting 
Russia's  century-old  moves  to  secure  ever-widening  "buffer 
zones"  to  protect  its  borders,  Mr.  Clinton  used  his  typical 
approach:  We  would  not  exacdy  say  no  to  the  requests  to 
join  NATO;  instead,  we  would  offer  them  a  "Partnership 
for  Peace,"  which  anyone,  including  Russia,  could  join. 

This  was  another  Clinton  charade  designed  to  remove 
a  controversy  from  the  headlines.  The  big  "prize"  of  the 
Partnership  for  Peace  was  that  the  "partners"  could 
"consult  with  NATO."  The  East  European  nations  may 
have  been  just  emerging,  but  they  were  not  stupid;  they 
renewed  their  pleas  for  full  NATO  membership. 

With  Russia  still  objecting  and  making  crude  threats, 
Talbott  insisted  that  if  NATO  enlargement  were 


Secretary  of  State  Madeleine  Albright:  Will  she 
be  able  to  correct  the  Administration's  course? 


approved  at  this  July's  summit  in  Madrid,  there  would 
still  have  to  be  a  two-year  delay  to  settle  technical  details. 
No  such  delay  was  required  when  we  begged  Spain  to 
join  NATO  in  the  1980s. 

But  far  worse  than  this  delay  are  the  ways  in  which  we 
are  still  trying  to  appease  Russia  and  buy  its  wholly 
unnecessary  support.  We  have  offered: 

■  A  charter  for  Russia  that  will  give  it  a  "real  voice"  in 
the  security  issues  NATO  acts  on.  According  to  outgo- 
ing Defense  Secretary  William  Perry,  this  goes  further — 
Russia  will  share  in  NATO  decision  making. 

■  A  possible  new  START  III  agree- 
ment, apparendy  forgetting  that 
Russia  has  not  yet  ratified  START  II. 

■  To  put  Russian  observers  in 
all  major  NATO  posts. 

■  A  promise  that  no  matter 
what  future  military  situations 
might  require,  we  will  put  neither 
military  bases  nor  nuclear  weapons 
in  any  new  NATO  nations. 

Nothing  will  change  Russia's 
opposition.  Victor  Ilyukhin,  a 
communist  member  of  the  Duma, 
has  said  that  Russia  will  deploy 
nuclear  weapons  if  NATO  en- 
largement proceeds.  The  only  way  to  satisfy  Russia  is  to 
agree  to  make  NATO  impotent — Russia's  goal  since 
1949.  But  why  do  we  have  to  satisfy  Russia? 

The  West  should  help  Russia  economically,  as  it  has. 
Unfortunately,  we  have  refused  to  link  our  aid  to,  at  the 
least,  Russia's  signing  treaties  it  has  agreed  to  and  its  not 
selling  modern  weapons  to  China  and  other  enemies  of 
die  West.  Helping  Russia  recover  from  70  years  of  com- 
munism emphatically  does  not  mean  that  we  should 
endanger  the  security  of  our  NATO  allies  or  ourselves.  As 
Henry  Kissinger  said,  "NATO's  enlargement  represents 
above  all  an  overriding  American  political  interest  [be- 
cause] our  security  is  inextricably  linked  with  Europe's," 
and  NATO  is  the  instrument  which  provides  that  security. 

If  Secretary  of  State  Albright  can  persuade  the 
President  to  abandon  allowing  Russia  to  have  a  veto  over 
our  policies  and,  instead,  to  support  alliances  with  our  real 
friends,  she  will  have  performed  an  invaluable  service.  KB 


Forbes  ■  February  24,  1997 


35 


Don't  let  this  happen  to  you. 
To  prepare  for  tomorrow,  plan  with  Alliance  todai 


A 


You  know  that  you  should  — *  Your  Financial  Adviser  should 

make  financial  preparations  for  the  be  an  integral  part  of  your  investment 

future.  And  you  might  not  have  as  planning,  providing  sound  advice  and 

much  time  or  information  as  you'd  the  necessary  link  between  you  and 

like.  Alliance  Capital. 


Investing  without  the  Mystery;" 

1-888-AC  FUNDS 

http://www.alliancecapitai.com 

Alliance  Fund  Distributors,  Inc.  is  a  member  of  the  NASD. 


/ 


/  / 


® 


— ^  Alliance  Capital  is  one 

the  world's  largest  investme: 
managers.  With  more  than  tv 
million  individuals  invested  in  o 
family  of  over  120  mutual  fund 
we  have  the  research  capabiliti 
and  performance  record  to  he 
get  you  from  where  you  are  now 
where  you  want  to  be. 


EDITED  BY  NINA  MUNK  /  "TO  SEE  A  WORLD  IN  A  GRAIN  OF  SAND  . . .' 


Prada,  Armani  and  chihuahua 


BY  KATRINA  BURGER 


What  happens 
when  trendy 
dogs  go  out  of 
fashion?  Their 
trendy  owners 
often  abandon 
them. 


Dogs  are  a  fashion  statement.  At  the  recent  tall 
fashion  shows,  the  look  was  to  have  a  chi- 
huahua peeking  out  of  a  Chanel  or  Prada  hand- 
bag. Rosie  O'Donnell  and  Madonna  have  been 
spotted  toting  the  miniature  creatures. 

In  the  1980s  wrinkly  shar-peis,  at  $5,000 
apiece,  were  all  the  rage.  In  the  early  1990s  pit 
bulls  became  popular.  Now — thanks  in  part  to 
the  Disney  flick — dalmatians  are  big.  From 
ranking  thirty-third  on  the  American  Kennel 
Club's  1985  list  of  bestselling  breeds,  dalma- 
tians have  moved  into  the  eleventh  spot. 
Another  biggie:  rottweilers,  which  came  out  of 
nowhere  to  be  named  the  nation's  second- 
most-popular  dog  after  labrador  retrievers. 

"It's  part  of  an  image,"  sighs  Martin  Kurtz, 
executive  director  of  New  York  City's  Center 
for  Animal  Care  and  Control.  "Having  the 
right  dog  is  like  wearing  an  Armani  suit." 

With  one  big  difference:  You  can't  just  toss 
out  the  chihuahua  when  it  goes  out  of  style. 
And  sometimes  you  get  more  than  you  paid 
for.  The  shar-pei's  skin  is  a  breeding  ground  for 
fungus.  Dalmatians  are  prone  to  deafness  and 
kidney  trouble.  The  now-fashionable  rottwei- 
lers have  been  known  to  attack  their  owners. 

What  happens  when  trendy  dogs  go  out  of 
fashion?  Their  trendy  owners  often  abandon 
them.  Jacque  Lynn  Schultz,  director  of  com- 


panion animal  services  at  the  American  Society 
for  the  Prevention  of  Cruelty  to  Animals,  says 
thousands  of  dogs  are  left  to  starve,  die  on  the 
highways  or  wither  away  in  the  pound.  In  1990 
Schultz  surveyed  breeds  that  ended  up  at  her 
shelter.  Number  one:  the  then-trendy  pit  bull. 
Today  shelters  are  packed  with  rottweilers  and 
chihuahuas.  In  a  couple  years  those  cute  dal- 
matians may  be  yelping  at  a  pound  near  you. 


A  young  hero  in  Harlem 


Almost  80%  of 
these  kids 
graduate  from 
high  school  in 
four  years, 
versus  18%  to 
30%  for  New 
York's  zoned 
public-school 
students. 


It  was  almost  four  years  ago 
that  my  husband  and  I  first 
met  Tovelle  South.  We  were 
introduced  in  the  library  at 
Rice  High  School  in  Harlem. 
Outside  was  a  giant  mural,  said 
to  memorialize  Big  El,  a  local 
drug  dealer  shot  dead  under 
the  Triboro  Bridge. 

Tovelle  was  then  a  freshman 
at  Rice,  a  parochial  school. 
Barely  5  feet  tall,  he  stuttered 
and  wore  thick  eyeglasses. 
Over  a  plate  of  ziti  in  the 
school  cafeteria,  Tovelle,  his 
mother  at  his  side,  explained  MHH 
why  he  had  wanted  out  of  his 
old  public  school:  "Kids  were  so  noisy,  I  could 
never  hear  what  the  teacher  was  saying." 

We  had  agreed  to  sponsor  Tovelle  through 
the  New  York  City- based  Student/Sponsor 
Partnership,  founded  by  Dillon,  Read  invest- 
ment banker  Peter  Flanigan.  The  Partnership 


Tovelle  and  his  mom,  Beverley 
Blessed  with  a  strong  family. 


places  kids  from  poor  and  often 
broken  homes  in  New  York 
City's  Catholic  schools.  It's  a 
perfect  match.  The  kids  need 
discipline.  The  schools  need 
tuition,  having  lost  many  poten- 
tial students  to  the  suburbs. 

Last  year  the  Partnership 
sponsored  1,030  students.  Our 
responsibility  was  to  pay  at  least 
$850  of  Rice's  $3,300  tuition 
(the  Partnership  covers  the  rest) 
and  to  meet  Tovelle  at  least  four 
times  a  year  for  four  years. 

At  first,  Tovelle — who  lives  in 
the  South  Bronx  with  his  moth- 
er and  a  sister — struggled  to 
overcome  his  shyness.  He  was  reluctant  to  par- 
ticipate in  class.  But  we  felt  confident  that  he 
would  make  it,  for  he  was  blessed  with  a  lov- 
ing family  and  a  strong  religious  community. 

Tovelle  eventually  overcame  his  stutter  and 
bravely  began  raising  his  hand  to  speak  out  in 
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I  nam  run  in  i  iiium-i 


class.  Now  in  his  senior  year,  he  has  received 
First  Honors.  He's  been  a  member  of  the  track 
and  bowling  teams.  Two  nights  a  week  he  vol- 
unteers at  St.  Clare's  Hospital  in  Manhattan. 
Most  every  Wednesday  after  school  he  tutors 
elementary  school  children  from  the  neigh- 
borhood. At  his  church  he  sings  in  the  choir. 

In  January  he  applied  to  five  colleges — 
Middlebury,  Howard,  Fordham,  SUNY 
Binghamton  and  the  University  of  Dayton. 
We're  all  keeping  our  fingers  crossed.  Some 
75%  of  high-school  kids  sponsored  by  the 
Partnership  graduate  in  four  years,  com- 


pared with  49%  at  New  York  City's  public 
schools.  About  90%  of  Rice  graduates  go 
on  to  college. 

Wherever  he  ends  up,  Tovelle  will  remain 
our' friend.  We've  visited  museums  and  shows 
together,  gone  to  basketball  games  and  ice- 
skated.  The  money  we've  contributed  toward 
his  education  has  given  him  the  chance  to 
prove  his  worth.  But  it  would  be  presumptu- 
ous to  say  we've  changed  his  life.  By  remind- 
ing us  that  perseverance,  family  and  faith  can 
overcome  almost  any  obstacle,  Tovelle  may 
have  taught  us  more  than  we  have  taught  him. 


Take  it  from  the  elephants 


BY  ANN  MARSH 


The  lovely 
Amarula 
may  soon  be 
available  in 
the  U.S.  But 
for  now  I'm 
getting  my 
stash  from 
Canada. 


South  Africans  make  a  cream  liqueur  called 
Amarula.  It's  made  from  the  wild  marula 
fruit — a  favorite  of  elephants  who  lumber  over 
long  distances  just  to  reach  marula  trees  in 
southern  Zimbabwe  and  northern  South 
Africa. 

It  goes  down  well  in  humans,  too.  On  a 
recent  month-long  road  trip  in  southern  Africa, 
we  packed  the  Amarula  first,  then  the  spare 
tires  and  gas  cans.  It's  best  over  ice,  but  we 
happily  swigged  it  warm  across  the  desert. 

On  our  way  back  to  the  States  we  brought 
back  as  much  as  we  could,  but  even  so,  I'm 
now  down  to  a  couple  of  inches.  Tried  a  bunch 
of  liquor  stores  in  New  York.  No  luck.  You 
can't  get  Amarula  in  the  U.S. 

So  a  couple  of  weeks  ago  I  got  up  at  4  a.m. 


to  call  Cape  Town.  I  feared  there  might  be  a 
limited  marula  supply.  But  Ansias  Londt, 
export  manager  at  Distiller's  Corp.,  assured  me 
that  a  single  "elephant  tree"  is  so  productive  it 
can  bear  up  to  a  ton  of  fruit  a  year.  Tribes  hold 
weddings  under  its  fertile  branches.  Distiller's 
Corp.  is  looking  to  import  Amarula  into  the 
U.S.  But  for  now,  advised  Londt,  if  I  wanted  to 
restock  I'd  best  call  Canada. 

Thanks  to  Agatha  Mielzynski  at  Toronto's 
Peter  Mielzynski  Agencies  (905-820-4117),  I 
can  now  pour  the  Amarula  freely.  I'd  describe 
the  taste  if  I  could.  Bailey's  is  similar,  but  more 
medicinal.  Kahlua  comes  closer,  but  is  cloying- 
ly  sweet.  Take  it  from  the  elephants:  They've 
been  known  to  knock  over  a  marula  tree  just  to 
get  to  the  crop  up-top.  Hi 


THE  FORBES  INDEX 
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The  U.S.  economy  created 
an  average  of  217,000  new 
jobs  a  month  during  1996  s 
last  quarter.  Robert  Brusca, 
chief  economist  at  Nikko 
Securities  International, 
thinks  the  trend  will  contin- 
ue through  1997;  he  pre- 
dicts unemployment  will  be 
down  from  the  current  rate 
of  5.3%  to  4.9%  of  the  U.S. 
work  force  by  year-end. 
Brusca  thinks  this  will  fright- 
en the  Federal  Reserve  into 
raising  the  Fed  funds  rate  a 
full  point,  to  6.25%,  before 
the  end  of  1997. 
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The  Forbes  Index  is  a  measure  of 
U.S.  economic  activity  composed  of  eight 
equally  weighted  elements:  the  cost  of 
services  relative  to  all  consumer  prices, 
the  level  of  new  orders  for  durable  goods 
compared  with  manufacturers'  inventories, 
total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail 
sales,  total  consumer  installment  credit. 
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Even  in  Las  Vegas  people  aren't  gambling  as  much. 
No  problem,  say  the  city's  smarter  operators. 

Where  aire  all  the  slots? 


By  Scth  Lubove 


Former  Caesars  World  chairman.  Henry  Gluck,  at  his  latest  project.  Lake  Las  Vegas 
A  casino?  You'll  have  to  hunt  for  it. 


For  a  glimpse  of  Las  Vegas'  future, 
step  into  the  faux  past  at  Circus 
Circus  Enterprises'  pyramid-shaped 
Luxor  hotel  and  casino  on  the  Strip. 
Before  a  recently  completed  S270 
million  renovation  and  expansion, 
visitors  had  to  navigate  their  way 
through  the  Luxor's  casino  to  get  to 
their  rooms,  dropping,  it  w  as  hoped, 
some  cash  at  the  tables  on  the  way. 
But  now  there's  a  gaming- free  recep- 


tion area  dominated  bv  Egvptian  stat- 
ues just  past  the  front  entrance.  You 
can  take  an  elevator  to  any  of  the 
Luxor's  4,526  rooms  without  passing 
a  single  slot  machine. 

The  renovation  at  the  Luxor 
reflects  a  big  change  in  the  econom- 
ics of  Las  Vegas  and  of  the  entire 
gambling  industry.  Record  numbers 
of  people  are  visiting  v:gas,  but  fewer 
are  gambling.  Nevada's  statewide 


gambling  revenues  declined  nearly  2% 
through  November,  compared  w  ith 
the  prior  year.  This  is  unsettling  news 
for  casino  companies  already  on  the 
defensive  from  a  nationwide  anti- 
gambling  backlash  that  has  virtually 
halted  expansion  in  new  jurisdictions, 
most  recently  New  York  State. 

The  slowdow  n  in  gambling  will 
probably  doom  Las  Vegas'  older 
casino/hotels,  places  like  Riviera 
Holdings  Corp.'s  Riviera  Hotel  & 
Casino  and  Aztar  Corp.'s  Tropicana. 
"They  can't  compete,"  says  Pruden- 
tial Securities'  senior  gaming  and 
lodging  analyst,  Joseph  Coccimiglio. 
"They  don't  have  the  nongaming 
attractions  that  appeal  to  people." 

But  forward-thinking  gaming 
entrepreneurs  like  the  Mirage's  Steve 
Wynn  and  Circus  Circus'  chairman 
and  chief  executive  officer,  Clyde 
Turner,  aren't  worried.  They're 
already  adjusting  to  the  new  trend  by 
making  money  on  things  they  used  to 
give  away  to  lure  gamblers — rooms, 
food,  booze  and  entertainment. 

Take  VYynn's  Mirage.  It  used  to 
charge  just  S3  a  head  for  the  hotel's 
dolphin  tank.  Now  it  charges  S10 — 
although  for  that  you  also  get  to  see 
the  Mirage's  tigers.  To  see  the  tigers 
perform  in  Siegfried  &  Roy's  flashy 
magic  stage  show  featuring  wild  ani- 
mals will  set  you  back  S84  a  head. 
The  Mirage  has  also  raised  rates  for 
its  3,000  rooms.  Revenues  from  its 
rooms  are  growing  almost  twice  as 
fast  as  the  take  from  its  casinos. 

Prudential  Securities'  Coccimiglio 
notes  that  over  40%  of  the  total  rev- 
enues on  the  Strip  now  come  from 
noncasino  sources — and  are  growing 
five  times  as  fast  as  the  casino  take. 
These  revenues  carry  good  margins, 
too.  Circus  Circus,  for  instance,  still 
garners  over  half  of  its  revenues  from 
its  casinos,  but  its  highest  operating 
margins  come  from  room  sales — 
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61%,  versus  55%  in  the  casino  in  the 
latest  nine  months,  down  4%  from 
the  year  before.  Kirk  Kerkorian's 
MGM  Grand  Inc.  made  a  72%  operat- 
ing margin  on  its  rooms  last  year, 
compared  with  54%  in  the  casinos. 

Says  Rodman  &  Renshaw  Inc.'s 
Daniel  Davila:  "Now  the  operators 
are  saying,  'I  can  .  .  .  reap  a  financial 
benefit  in  areas  of  my  business  where 
I  was  reaping  none  before.'  " 

Glenn  Schaeffer,  president,  chief 
financial  officer  and  treasurer  of 
Circus  Circus,  is  among  the  most 
vocal  advocates  of  the  new  casino 
economics.  He  calls  his  company's 
Las  Vegas  properties  "entertainment 
megastores."  "You  can  design  a 
whole  vacation  in  a  building," 
enthuses  the  boyish-looking  42 -year- 
old  career  casino  executive. 

As  an  example  of  a  new  source  of 
revenues,  Schaeffer  points  to  the 
microbrewery  restaurant  in  the  com- 
pany's 50%-owned  Monte  Carlo 
hotel  on  the  Strip.  He  says  the  restau- 
rant should  post  $6  million  in  prof- 
itable sales  in  its  first  year.  "People 
aren't  coming  to  Las  Vegas  to  save 
money,"  Schaeffer  says.  "They're 
coming  to  spend.  We're  indifferent  to 
which  cash  register  we  take  money 
out  of  at  the  end  of  the  day." 

Circus  Circus'  newest  project,  a 
nearly  $1  billion  tropical-themed 
Strip  development  that  includes  a 
Four  Seasons  hotel,  will  have  the 
smallest  ratio  of  casino  to  noncasino 
space  of  any  property  the  company 
had  previously  developed. 

Steve  Wynn's  latest  project,  the 
$1.35  billion  Bellagio,  now  abuilding 
on  the  Strip,  will  be  over  50%  larger 
than  his  Mirage.  But  it  will  have  only 
12%  more  slots  and  tables,  with  the 
rest  of  the  space  going  to  rooms, 
stores,  restaurants  and  showrooms. 

Isn't  Hilton  Hotels  Corp.'s  $6.5 
billion  hostile  bid  for  ITT  Corp.  a  vote 
of  confidence  in  gambling's  future? 
Not  really.  It  is  Hilton  boss  Stephen 
Bollenbach's  way  of  recognizing  that 
casinos'  internal  growth  has  slowed 
to  a  crawl.  For  Hilton,  ITT  holds  the 
keys  to  Caesars  Palace  and  the  Desert 
Inn,  which  could  likely  turn  a  health- 
ier profit  if  consolidated  by  Hilton. 

Henry  Gluck  thinks  he  can  bring 
people  to  Vegas  who  won't  gamble 
much,  if  at  all — folks  who  would 


otherwise  vacation  in  resorts  such  as 
Carlsbad,  Calif's  La  Costa  Resort  & 
Spa,  Tucson's  Canyon  Ranch  or  sim- 
ilar places  in  Palm  Springs.  The 
former  chairman  of  Caesars  World, 
Gluck,  68,  is  now  developing  a  nearly 
$5  billion,  2,245-acre  residential  and 
resort  project  around  a  man-made 
lake  in  the  desert  outside  of  Vegas. 
The  project  is  still  mostly  sand  and 


scrub,  17  miles  away  from  the  action 
on  the  Strip.  But  it  has  attracted 
financing  from  Forbes  Four  Hundred 
regulars  Sid  and  Lee  Bass,  as  well  as 
commitments  to  develop  luxury 
hotels  and  spas  from  Grand  Bay 
Hotels'  (and  Carnival  Cruise  Lines') 
Al  ison  family  and  the  Pritzkers'  Hyatt 
chain.  Another  100,000  square  feet 
of  retail  space  is  being  developed  by 
Edward  DeBartolo  Jr.  and  Sheldon 


Gordon,  developer  of  the  successful 
Forum  Shops  at  Caesars  Palace. 

A  casino?  You'll  have  to  hunt  for  it. 
Plans  call  for  building  only  a  tiny  (by 
Vegas  standards)  30,000-square-foot 
casino,  separated  from  the  hotels. 

Then  there's  Jack  Sommer,  whose 
wealthy  ($460  million)  family  owns 
Las  Vegas'  Aladdin  Hotel.  Sommer  is 
now  developing  a  640-acre  resort  in 


the  desert  1 5  miles  northwest  of  the 
Las  Vegas  Strip.  It  will  be  anchored 
by  a  526-room  Ritz-Carlton  hotel 
with  a  40,000-square-foot  casino 
adjacent  to  the  hotel.  Gaming  tables 
and  slot  machines  will  occupy  only 
20,000  square  feet  of  the  space. 

"Clearly,  the  casino  is  not  the 
engine  that  drives  this  development," 
says  Sommer.  Or,  someday,  the 
engine  that  drives  Las  Vegas.  ■ 
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The  financial  press  has  been  burying  the  cable 
television  operators  in  negative  stories  lately. 

Contrarians,  take  note. 

Hold  the 
obituaries 


By  Christopher  Palmeri  and  Jose  Aguayo 


For  three  years  the  cable  tv 
industry  has  been  in  a  slump. 
Competition  from  new  satellite 
services,  wireless  cable  and  tele- 
phone companies  has  deflated 
cable  equity  values.  Many  of  the 
cable  companies  now  trade  for 
60%  or  less  of  their  private 
market  values  as  calculated  by 
Merrill  Lynch  and  Lehman 
Brothers  researchers  (see  table,  p. 
45).  Late  last  year,  industry 
leader  Tele-Communications, 
Inc.  confirmed  the  industry's 
worst  fears  when  it  reported 
shrinking  subscriber  counts  and 
sharply  diminished  cash-flow 
margins.  In  the  last  tew  months 
the  financial  press  has  piled  on, 
with  negative  stories  running  in 
Fortune  and  on  Business  Week  s 
cover. 

Signs  are  beginning  to  appear, 
however,  that  the  tide  is  turning, 
at  least  tor  some  operators.  The 
satellite  TV  industry  has  lately 
failed  to  hit  its  own  ambitious 
growth  targets.  Bell  Atlantic, 
Xynex  and  other  telephone 
companies  that  threatened  to 
challenge  the  cable  industry  with 
wireless  cable  have  scaled  back 
their  plans  and  are  expected  to 
focus  more  on  the  long  distance 
telephone  market. 

Even  the  telephone  compa- 
nies that  are  still  committed  to 
challenging  the  cable  companies 
in  a  major  way — Ameritech  and 
GTE,  for  example — are  building 
new  systems  with  a  combination 
of  fiber  optic  lines  and  coaxial 
cable  identical  to  what  upgraded 


cable  systems  look  like.  "It's 
the  best  technology  that  exists 
today,"  says  Rick  Wilson,  the 
president  of  gte's  Media  Ven- 
tures unit. 

The  question,  in  short,  is 
not  whether  cable  will  survive, 
but  whether  the  cable  compa- 
nies as  structured  have  the 
financial  strength  to  make  the 
necessary  upgrades  in  their 
systems.  Hughes  Electronics' 
DirecTV  and  the  other  satel- 
lite TV  companies  deliv- 
ered a  better  product 
with   more  channels, 
better  picture  and  other 
^    attractive  features.  The 
cable  industry  was  slow- 
to  respond.  Now  it  is 
responding. 

In  the  Glendale-Burbank, 
Calif,  market,  privately  held 
Marcus  Cable,  the  nation's 
ninth-largest  cable  operator,  is 
paying  S16  million,  or  SI 80 
per  subscriber,  to  upgrade  its 
svstems  to  a  new  750  MHz 
standard.     The  upgrade 
includes  new  fiber  optics  and 
amplifiers  that  will  expand  the 
number  of  channels  offered, 
from  44  to  82.  With  the 
additional  movie  chan- 
nels and  pay-per-\iew 
offerings,  Marcus 
Cable  expects  its 
average  revenue- 
per-customer  to 
jump  about  S6,  to 
around     S40  a 
month. 

"We're  looking 
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What's  wrong  with  this  picture? 


Company 

Number  of  homes 

 Price  

Stork  markpl 

1997  est 

Price/ 

Long-term 

Total 

 EBITDA*  

(in  millions) 

52-week 

recent 

value 

private  market  private  market  debt  capitalization 

est  1996 

est  1997 

passed 

subscribers 

high 

($mil) 

value/share 

value 

($mil) 

($mil) 

($mil) 

($mil) 

Cablevision  Systems 

4.4 

2.8 

60K 

31K 

$785 

$110.00 

0.29 

$3,117 

$3,902 

$546 

$597 

Comcast 

6.9 

4.3 

21K 

18K 

5,997 

37.00 

0.50 

7,120 

13,117 

1,207 

1,465 

Cox  Communications 

5.0 

3.2 

WA 

21'A 

5,946 

36.25 

0.60 

2,763 

8,709 

556 

606 

Jones  Intertable 

2.3 

1.0 

15 

259 

27.40 

0.35 

783 

1,042 

137 

147 

TCA  Cable  TV 

0.9 

0.7 

35 

30X 

756 

39.50 

0.76 

311 

1,067 

115t 

130 

Tele-Communications 

23.0 

13.9 

20X 

13Ks 

7,967 

28.40 

0.47 

15,014 

22,981 

2,257 

2,785 

Time  Warner 

NA 

12.1 

45tf 

38H 

14,868 

63.00 

0.61 

12,690 

27,558 

2,330 

2,655 

US  West  Media  Group 

8.2 

4.7 

23 

18X 

11,361 

36.00 

0.52 

7,690 

19,051 

1,694 

1,956 

'Earnings  before  interest,  taxes,  depreciation  and  amortization. tActual.  NA:  Not  available. 

Sources:  Market  Guide  via  OneSource  Information  Services:  Merrill  Lynch;  Lehman  Brothers;  Standard  &  Poor's. 


According  to  analysts  at  Merrill  Lynch  and  Lehman  Brothers,  cash  flows  at  the  nation's  largest  cable  television  companies 
should  increase  substantially  this  year  (see  last  columns  at  right).  Yet  the  companies  are  selling  at  sharp  discounts  from 
their  private  market  values.  Are  the  analysts  wrong?  Or  is  the  stock  market? 


at  a  less-than-five-year  payback,"  beams 
Marcus  Cable  founder  Jeffrey  Marcus. 
"It's  sunny  again." 

Philadelphia-based  Comcast  Corpo- 
ration, the  country's  fourth -largest 
cable  company,  has  doubled  its  capital 
spending  budget  to  $885  million  for 
this  year.  Comcast  Chief  Executive 
Brian  Roberts  says  he'll  invest  $300  per 
subscriber  to  upgrade  his  systems  with 
fiber.  Once  the  bandwidth  of  the  cable 
network  is  expanded,  Comcast  will  be 
able  to  market  new  services  incremen- 
tally: more  video  channels,  computer 
modems  for  Internet  access  and  tele- 
phone service.  Cox  Communications, 
Continental  Cablevision  (a  division  of 
US  West  Media  Group)  and  others  are 
following  a  similar  strategy. 

"We're  not  dead,"  says  Comcast's 
Roberts.  "We're  gonna  catch  up.  If 
you're  thinking  of  buying  a  satellite 
dish,  don't." 

Roberts  and  his  counterparts  have 
very  high  hopes  for  cable  modems, 
gizmos  that  promise  to  offer  high- 
speed Internet  access.  Yes,  major  ques- 
tions remain  as  to  whether  the  cable 
connection  can  maintain  its  speed 
advantage  as  more  users  are  added  to 
a  system.  And  the  telephone  compa- 
nies are  offering  their  own  competing 
access  products. 

But  the  doubts  have  probably  been 
largely  discounted  in  the  cable  compa- 
nies' equity  valuations.  A  successful 
wide-scale  launch  this  year  of  Internet 
access  services  could  provide  some  very 
pleasant  surprises  on  the  upside.  Straw 


in  the  wind:  Just  four  months  after 
rolling  out  the  service  in  suburban 
Boston  and  Jacksonville,  Fla.,  Conti- 
nental Cablevision  reports  more  than 
2,000  paying  customers  at  around 
$600  per  customer  per  year.  Cable 
companies  across  the  country  will  be 
following  Continental's  lead  over  the 
next  two  years. 

The  cable  companies  are  moving  on 
other  fronts,  too.  Lulled  by  years  of 

"It's  as  fast  as  taking  a  book 
off  of  the  shelf,"  says  soft- 
ware designer  Dan  Bricklin 
of  the  Internet  access  pro- 
vided by  his  cable  company. 

monopoly  franchises  into  treating  their 
customers  with  uncommon  arrogance, 
the  cable  guys  are  finally  trying  to 
improve  their  public  images.  The 
National  Cable  Television  Association 
has  asked  its  members  to  offer  free 
installation  if  appointments  are  missed. 
The  association  has  also  been  trotting 
more  cable  industry  leaders  around 
Capitol  Hill,  presenting  a  human  face  to 
politicians  like  Al  Gore. 

Where  in  all  of  this  is  John  Malone? 
The  Tele-Communications,  Inc.  chief  is 
marching  to  a  different  drummer.  To 
maintain  his  credit  rating  (Forbes,  May 
6,  1996),  Malone  is  boosting  tci's  free 
cash  flow  by  negotiating  better  deals 
with  programmers  and  cutting  the 


company's  capital  spending  in  half,  to 
around  $700  million  this  year.  Rather 
than  upgrade  TCl's  wire  infrastructure, 
Malone  will  invest  in  a  new  generation 
of  digital  set-top  boxes  that  should 
enable  his  customers  to  receive  a  service 
comparable  to  what  is  currently  offered 
by  the  satellite  companies.  But  by  cut- 
ting back  on  spending  on  fiber  for  his 
systems,  Malone  is  downplaying  the 
potential  of  cable  modems  and  tele- 
phones to  enhance  tci's  cash  flows. 

Unless  Malone  is  preparing  TCI  for 
sale,  not  investing  in  more  bandwidth 
may  prove  shortsighted.  Last  year  Dan 
Bricklin,  a  software  designer  living  in 
suburban  Boston,  signed  up  for  a  new 
high-speed  Internet  access  service 
offered  by  his  local  cable  television 
company,  US  West's  Continental 
Cablevision.  Bricklin  says  the  higher- 
bandwidth  coaxial  cable  retrieves  infor- 
mation much  faster  than  his  old  tele- 
phone line.  What's  even  more  enticing 
is  a  concept  called  "constant  connec- 
tivity," whereby  Bricklin's  computer 
stays  actively  linked  to  the  Internet  all 
of  the  time.  This  spares  him  the  trou- 
ble of  dialing  up  another  provider  to 
search  for  information  or  to  check  his 
electronic  mail. 

"It's  as  fast  as  taking  a  book  off  of  the 
shelf,"  Bricklin  says  of  the  new  service, 
for  which  he  pays  Continental  $50  per 
month.  "My  neighbors  in  communities 
that  don't  have  it  are  jealous.  It's  raised 
property  values."  As  Marcus  Cable's  Jeff 
Marcus  said,  the  clouds  over  cable 
appear  to  be  lifting.  Wh 
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Don't  scrap  your  burglar  alarm.  The  recent  decline  in  the  crime  rate  may 
not  last. 

The  wild  ones 
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By  Peter  Brimelow 

It  must  be  true  because  President  Bill  Clinton  and 
New  York  City  Mayor  Rudolph  Giuliani  both  say  so 
Crime  is  down,  thanks  to  them. 

Federal  Bureau  of  Investigation  figures  suggest 
that  reported  serious  crime  was  down  3%  in  the 
first  six  months  of  1996.  About  one  percentage 
point  of  that  decline  was  due  to  New  York 
City  alone. 

At  least,  that's  the  way  it  looks.  But 
criminologists  say  that  the  government's 
crime  statistics  are  no  more  reliable 
than  its  inflation  numbers.  Some 
recent  revisions  suggest  that  the 
crime  rate  might  be  a  quarter  to  a 

half  as  much  again  above  previ-  enough  to  swamp  the  current  decline, 

ously  reported  levels —  That  decline  is  put  into  depressing  perspec- 

more  than  tive,  moreover,  by  Forbes'  chart  (see  opposite). 

Sure,  the  crime  rate  is  down — but  only  from  the 
extraordinary  peaks  reached  in  the  early  1990s.  It's 
still  strikingly  far  above  the  rates  that  prevailed  as  recently 
as  1960. 

And  a  rather  similar  decline  in  the  crime  rate  occurred  in  the 
1980s,  during  the  first  Reagan  Administration.  Does  anyone  remember 
hearing  about  that? 

The  curious  thing  about  the  current  optimism,  however,  is  that  it  comes  at  a  time 
when  criminologists  of  all  political  stripes  are  happily  getting  ready  for  a  boom  in  their 
chosen  field. 

Reason:  "America  is  a  ticking  crime  bomb,"  as  William  J.  Bennett,  John  J.  Dilulio 
and  John  P.  Walters  put  it  in  their  recent  book  Body  Count:  Moral  Poverty  . . .  And  How 
To  Win  America's  War  Against  Crime  and  Drugs  (Simon  &  Schuster,  $24). 

You  can  hear  the  ticking  already  (see  inset  chart  opposite).  Serious  crime  is  basically  a 
young  man's  occupation.  For  example,  young  men  age  14  to  24  made  up  7.4%  of  the 
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Research:  Edwin  S.  Rubenstein, 
Right  Data  Associates. 
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Crime  index 

Crime  index  offenses, 
rate  per  100,000  inhabitants 


5,897.8 

1991 


Crime  is  down— again.  But  by  historic 
standards  it's  very  high.  And,  looked 
at  in  detail,  there  are  ominous  signs. 


139.6 

Murders  by 
14-17-year-old 
black  males 
in  1994 
(per  100,000 
in  population) 


Murders  by  14-17-year-olds  (per  100,000  in  population) 
20 


15.6 

Murders  by 
14-17-year-old 
white  males 
in  1994 
(per  100,000 
in  population) 
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Source:  James  Alan  Fox.  "Trends  in  Juvenile  Violence,"  U.S.  Department  of  Justice.  1996. 


Violent  crime 

Rate  per  100,000  inhabitants 


758.1 

1991 


684.6 

1995 


79 


'80       '81       '82       '83       '84       '85       '86  '87 


'88  '89 


'90 


'91 
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Source:  "Uniform  Crime  Reports. "  FBI.  (Data  came  from  law  enforcement  agencies  that  voluntarily  report  on  seven  "index  crimes":  murder,  forcible  rape, 
robbery,  aggravated  assault,  burglary,  motor  vehicle  theft  and  larceny  theft.  Violent  crimes  include  murder,  forcible  rape,  robbery  and  aggravated  assault.) 
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Source:  "Current  Population  Reports. "  U.S.  Bureau  of  the  Census  (Non-Hispanic,  black  and  white  populations!. 


population  in  1991  to  1994  and  committed  47.6%  of 
the  homicides;  young  women  age  14  to  24  made  up 
7.2%  of  the  population  but  committed  only  3.2%  of  the 
homicides.  And  the  rate  of  serious  crime  among  the 
bellwether  male  14-  to  17-year-old  subgroup  has  been 
showing  an  almost  unbroken  rise. 

Even  apart  from  the  rate  at  which  young  men  commit 
crimes,  there's  the  question  of  how  many  young  men 
there  are.  The  proportion  of  young  men  in  the  popula- 
tion has  been  falling  since  1980  as  the  1946-to-1960 
baby  boom  has  aged.  It's  currently  at  its  lowest  point 
since  1980 — which  all  by  itself  explains  much  of  the 
current  crime  lull  (sorry,  Bill). 

Now,  however,  the  proportion  of  young  men  in  the 
population  is  going  to  increase,  reflecting  babies  already 
born  (see  above). 

And  this  increase  contains  a  further  change.  The 
racial  balance  of  the  population  is  shifting  because  of 


differing  birthrates  and  the  cumulative  effects  of  immi- 
gration. The  shifting  balance  could  be  important 
because  crime  rates  vary  with  race.  From  1991  to  1994, 
some  54%  of  homicides  were  committed  by  the  9.1%  of 
the  population  that  was  black  ages  14  and  older.  The 
FBI  does  not  track  Hispanics — they  are  mostly  just 
lumped  in  with  whites — but  it  is  agreed  that  their  crime 
rates  are  significantly  above  average. 

Demography  is  not  destiny — necessarily,  says  Body 
Count  coauthor  John  Dilulio  of  Princeton  University 
and  New  York's  Manhattan  Institute.  Dilulio  was 
among  the  first  to  realize  in  the  late  1980s  that  the 
crack  epidemic  was  delaying  the  calming  effects  of 
having  fewer  young  men  around.  Conversely,  he 
believes  that  recent  changes  in  police  tactics  have  helped 
New  York  City  significantly. 

But  demography  matters.  Tune  in  during  the  next 
presidential  election.  M 


48 


Forbes  ■  February  24,  1997 


When  We  Looked  At  The  Future  Of  Transportation, 


We  Knew  Exactly  Which  Way  To  Go. 


►  Markets  and  supply  chains  are 
global.  Distribution  centers  are  closer 
to  the  point  of  sale.  Time-to-market 
is  a  critical  competitive  strategy.  And 
technology  that  delivers  information 
about  freight  is  as  important  as  the 
freight  itself.  These  are  a  few  of  the 
forces  driving  transportation  on  the  eve 
of  a  new  century.  They  also  provide 
our  direction  at  CNF  Transportation. 
We're  a  group  of  market-leading  busi- 
nesses that  deliver  solutions  in  a  "need- 
it-now"  world.  Global  and  domestic 
logistics,  air  freight,  ocean  services, 
customs  brokerage,  less-than-truckload  and  full  truckload  delivery,  nationally  and  regionally.  Collectively, 
we're  a  $4  billion  company  operating  worldwide,  with  22,000  people,  25,000  pieces  of  equipment,  100  jet 
freighters  and  the  industry's  most  advanced  information  systems.  But  the  real  strength  we  bring  to  customers 
is  a  healthy  exchange  of  ideas  -  starting  with  a  clear  idea  of  where  transportation  is  going. 


cnp 

TRANSPORTATION 


Where  ideas  carry  weight 

Emery  Worldwide    »    Con-Way  Transportation  Services    ♦    Menlo  Logistics  http://www.cnf.com 


At  90,  James  Edwards  is  king  of  the  southern  California  movie  theater  business. 

Push  him  and  he  pushes  right  back. 

My  megaplex  is 
bigger  than 
your  megaplex 


By  Robert  La  Franco 

In  the  movie  business  James 
Edwards  Sr.,  who  turned  90  last 
November,  has  pretty  much  seen  it 
all.  He  bought  his  first  theater  in 
1930  for  $1,000  and  was  an  early 
exhibitor  of  Howard  Hughes'  talkie 
version  of  Hell's  Anjjels,  starring  Jean 
Harlow.  Edwards  later  became  one  of 
Hughes'  poker-playing  pals. 

Edwards  claims  he  created  the  first 
movie  multiplex  in  1939  when  he 
gutted  the  grocery  store  next  to  his 
theater  in  Alhambra,  Calif.,  and  put 


up  a  second  screen,  amc  Entertain- 
ment Chairman  Stanley  Durwood, 
now  76,  disputes  that  claim.  Dur- 
wood says  he  invented  the  multiplex 
in  1963  when  he  opened  the  first 
multiple-screen  theater  in  a  mall  in 
Kansas  City,  Mo. 

"Stan  Durwood  is  an  even  bigger 
prevaricator  than  I  am,"  rasps  Ed- 
wards as  he  slurps  the  dregs  of  his 
jumbo  Coke  through  a  straw. 

But  there's  no  arguing  about 
Edwards'  shrewdness  and  toughness. 


Today  Edwards,  his  wife  and  three 
children  run  privately  held  Edwards 
Theatres  Circuit,  Inc.,  based  in  New- 
port Beach,  Calif.  The  company  has 
500  screens,  all  of  them  in  California 
and  most  of  them  in  the  southern 
part  of  the  state.  Last  year  the  debt- 
free  company  netted  $18  million  after 
taxes  on  revenues  of  $170  million, 
making  Edwards  Theatres  one  of  the 
country's  most  profitable  theater 
chains. 

Having  survived  both  TV  and  the 


VCR,  the  movie-house  business  is  still 
going  strong.  Already  the  country's 
most  heavily  screened  region,  south- 
ern California  will  get  at  least  150 
more  screens,  net,  this  year  alone — an 
11%  jump  from  last  year.  All  the  big 
circuits  are  closing  in — Stan  Dur- 
wood's  amc,  Knoxville,  Tenn. -based 
Regal  Cinemas,  Encino,  Calif.-based 
Mann  Theaters,  and  more. 

In  the  last  year  theater  owners 
increased  their  screen  count  national- 
ly by  7%  (up  about  1,900)  to  29,731 
screens.  "It's  never  been  as  wild  as 
this,"  says  John  Krier,  president  of 
the  Exhibitor  Relations  Board,  a  box 
office  research  and  tracking  firm.  "At 
some  point  the  [expansion]  madness 
has  to  stop." 

James  Edwards  is  not  going  to  be 
the  first  to  stop.  Over  the  next  two 
years  he  plans  to  spend  $200  mil- 
lion— $140  million  more  than  his 
expected  cash  flow  during  the 
period — to  erect  some  500  screens. 
The  expansion  will  add  more  than 
$100  million  in  long-term  debt  to 
Edwards  Theatres'  hitherto  spotless 
balance  sheet. 

Why  is  cagey  old  Edwards  joining 
the  frenzy — and  borrowing  money 


AMC  and  Edwards  cinemas  in  Ontario,  Calif. 
Regarding  questions  of  overbuilding, 
Edwards  insists  he  won't  stop  first. 


mm  mm  cm 

Every  once  in  a 
blue  moon,  something  new 
comes  along  that 
scrambles  your 
preconceptions 
and  turns  out  to  be 
a  whole  new  omelet. 

Like,  whoever  thought 

you  could  say 
"luxury  car"  and  "fun" 
in  the  same  sentence? 

WE  DID! 


In  fact,  we  said  it  in 
just  one  word; — 
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James  Edwards  Sr. 
Californians 
demand  the  latest 
and  trendiest  of 
cinemas,  and 
some  of  the 
Edwards  circuit's 
sites  are  old.  "If 
you  want  to  sell 
it,  they've  got  to 
stumble  over  it," 
says  Edwards, 
explaining  why 
the  company  is 
borrowing  money 
for  the  first  time 
to  build. 


for  the  first  time  in  his  long  career? 
Simple  self-defense,  he  replies. 

Take  Ontario,  Calif,  an  hour  east 
of  Los  Angeles.  The  local  population 
is  growing  fast  and  Edwards  already 
has  57  screens  there.  But  Californians 
demand  the  latest  and  trendiest,  and 
some  of  Edwards'  sites  are  fairly  old. 
Old  rival  Stan  Durwood  has  just 
moved  into  Ontario  with  a  30-screen 
megaplex. 

To  compete,  Edwards  is  building  a 
22-screen  complex  situated  just  900 
feet  from  Durwood's  complex;  it  is 
due  to  open  this  month. 

Both  Durwood  and  Edwards  are 
going  for  luxury  and  glitz.  Softer 
seats.  More  leg  room.  Steeply  slop- 
ing, stadium-style  seating.  Larger 


screens.  Fresh-made  pizza.  Flavored 
coffees.  Candy  by  the  pound.  And 
above  all,  powerful  digital  sound  sys- 
tems. These  are  things  you  can't 
easily  enjoy  in  your  living  room.  So 
you  might  be  willing  to  spend  $6  or 
$7  to  see  the  special-effects-and- 
action  blockbusters  like  Twister  and 
Terminator. 

Ontario  is  just  one  battle  zone.  Par- 
rying the  thrusts  into  southern  Cali- 
fornia from  out-of-staters  like  Regal, 
AMC  and  others,  Edwards  is  expand- 
ing beyond  California,  pushing  into 
enemy  territory  for  the  first  time.  He 
has  under  construction  a  21 -screen 
megaplex  in  Boise,  Idaho  and  has 
blueprints  for  others  in  at  least  two 
other  states.  "We  have  to  go  out  and 


eat  somebody  else,"  says  Edwards. 

Does  California — does  America — 
really  need  all  these  new  movie 
palaces?  One  unsettling  omen  comes 
from  Atlanta.  There,  a  thriving  three- 
year-old  Regal  10-plex  became  a  dis- 
count cinema  less  than  one  year  after 
AMC  opened  up  a  16-plex  3  miles 
away.  Another:  amc's  stock  has  fallen 
from  3 3 %  in  May,  1996,  to  a  recent 
16'/2  in  the  midst  of  an  aggressive 
expansion  program  (Forbes,  Aug. 
12,  1996). 

James  Edwards'  reply  to  questions 
about  over  saturation  is:  "Edwards 
Theatres  is  not  going  to  get  out  of 
the  way."  It's  his  way  of  saying:  "I 
may  be  old — but  you  can't  push  me 
around."  WM 


Lights!  Camera!  Screens! 


Company 

Screens 

Revenues 
($mil) 

EBITDA 

($mil) 

Long-term  debt 
($mil) 

Income 
per  share 

Recent 
price 

Market  cap 
($mil) 

New  screens 
in  1997 

Carmike  Cinemas 

2,518 

$415 

$80 

$259 

$1.76 

23M 

$265 

300 

AMC  Entertainment* 

1,936 

658 

112 

188 

1.21 

16K 

273 

600 

Cineplex  Odeon 

1,551 

513 

55 

325 

-.25 

VA 

242 

290 

Regal  Cinemas 

1,287 

203 

47 

23 

.65 

24% 

816 

300 

GC  Cos* 

1,159 

446 

40 

3.5 

2.20 

37J4 

291 

77t 

'Fiscal  year  1996  numbers;  all  others,  trailing  12-month  numbers.  tNumber  of  signed  commitments  only. 
Sources:  Standard  &  Poor  's;  company  reports 


Megaplex 
theaters  are 
drawing  in  audi- 
ences, but  are 
cinema  owners 
building  them- 
selves into  a 
corner? 
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For  the  authorized  Catera  dealer  nearest  you, 
call  I-800-333-4CAD  or  visit  us  at  www.catera.com. 


C  AD  I  LLAC 


Mways  wear  safety  belts,  even  with  air  bags. 
5  1996  GM  Corp.  All  rights  reserved. 


THE  CADDY  THAT  ZIGS. 

Starting  at  $29,995* 


$31,190  MSRP  FOR  CATERA  AS  SHOWN.  EXCLUDING  DESTINATION  CHARGE 

Tax,  license  and  optional  equipment  extra. 


With  c  alf-dozen  startups  already  notched  up,  Shelby 
Bryan  is  eager  to  take  on  the  telephone  behemoths. 

Artful  dodger 


By  John  K  Hayes 


Losses  at  icg  Communications 
exceed  its  total  revenues,  yet  its 
market  capitalization  stands  at  S530 
million.  Another  overhyped  concept 
stock  in  a  bull  market? 

In  this  case,  maybe  not.  Standing 
in  the  middle  of  a  battle  between 
huge  local  phone  companies  and 
even  larger  long  distance  firms,  like  a 
David  between  Goliaths,  is  a  tall 
Texan,  Shelby  Bryan,  chief  executive 


of  ICG  Communications.  This  small- 
ish outfit  had  1996  sales  of  $169  mil- 
lion in  a  business  dominated  by 
multibillion-dollar  players.  "We  are  a 
minute  player  at  the  moment," 
drawls  Bryan,  "but  if  we're  successful 
we're  going  to  be  a  significant 
player." 

icg,  based  in  Englewood,  Colo., 
sells  local  telephone  service  mainly  in 
Texas,  California,  Ohio  and  Col- 


orado.  Unlike  most  of  the  tiny  phone 
companies  offering  low-price  tele- 
phone services  today,  ICG  does  not 
buy  time  at  wholesale  prices  from 
other  phone  companies  to  resell 
under  its  own  name.  ICG  is  building 
its  own  local  and  regional  networks; 
it  expects  to  have  3,500  miles  of 
fiber-optic  lines  and  dozens  of  switch- 
es by  the  end  of  1997. 

By  wiring  buildings  directly  to  its 
own  network,  icg  can  complete  a  call 
from  one  customer  in  San  Francisco 
to  another  in  San  Diego  without 
having  to  turn  to  anyone  else's  phone 
networks.  That  capability  produces 
higher  margins  than  either  buying- 
and-reselling  or  passing  a  call  along 
to  another  company  for  completion. 
It  puts  ICG  into  direct  competition 
with  giants  like  Pacific  Telesis, 
Ameritech,  U  S  West  and  Southwest- 
ern Bell. 

Where's  icg's  edge?  It  is  a  natural 
ally  of  long  distance  carriers  like  AT&T 
and  MCI.  As  the  local  companies  move 
into  long  distance,  the  long  distance 
companies  will  go  local.  It  makes 
more  sense  for  long  distance  compa- 
nies to  buy  local  connection  service 
from  companies  like  ICG  than  from 
the  big  local  companies  that  will  soon 
be  their  competitors.  "To  paraphrase 
Tennessee  Williams,"  says  Bryan, 
"you  may  not  want  to  rely  on  the 
kindness  of  strangers,  but  you  cer- 
tainly don't  want  to  have  to  rely  on 
the  kindness  of  your  competitors." 

Bryan,  50,  is  perhaps  the  only  chief 
executive  in  America  whose  resume 
includes  experience  on  a  state  Golden 
Gloves  boxing  team  and  a  sailing 
medal  from  the  Newport-Bermuda 
Regatta.  He  joined  Morgan  Stanley's 
mergers  and  acquisitions  group  after 
earning  an  M.B.A.  and  a  law  degree. 

The  man  is  a  real  achiever.  In  1977 
he  and  a  colleague,  Jan  Stenbeck, 
bought  a  computer  printer  business 
out  of  bankruptcy  and  turned  it  into 
Miltope,  now  a  $60  million  supplier 
to  the  military.  In  1979  they 
cofounded  Millicom,  an  internation- 
al cellular  phone  company  that  Bryan 
headed  from  1985  to  1994. 

Shelby  Bryan,  boss  of  ICG  Communications 
Huge  losses  and  even  larger  capital 
needs,  but  his  allies  are  formidable. 


Bryan  has  also  founded  or 
cofounded  an  oil  and  gas  company,  a 
Texas  bank  and  two  European  invest- 
ment companies.  Achievement  runs 
in  the  family.  His  brother,  J. P.  Bryan, 
is  chief  executive  of  Gulf  Canada 
Resources  (Forbes,  Aug.  28,  1995). 

In  1995  Bryan  was  recruited  out  of 
early  retirement  to  run  ICG.  "I  like  to 
compete  against  monopolies,"  he 
says.  "They  have  all  the  business,  and 

tfWe're  minute,  but  if  we're 
successful,  we're  going 
to  be  a  significant  player.' 


you  can  take  it  away  from  them." 

Bryan  quickly  changed  strategies 
from  trying  to  be  a  major  player  in  a 
lot  of  markets  to  concentrating  in 
regional  clusters.  Then  he  began  dra- 
matically expanding  the  network 
within  each  region. 

But  he  didn't  spend  huge  sums  to 
dig  trenches  and  lay  cable.  Instead, 
he  is  leasing  capacity  from  electric 
utilities,  which  have  been  laying  fiber- 
optic cable  to  meet  their  own  needs 
for  years.  Among  the  utilities  with 
which  he  has  rights:  Southern  Cali- 
fornia Edison,  Los  Angeles  Depart- 
ment of  Water  &  Power  and  Central 
and  South  West  Corp.  in  Texas. 

ICG  should  get  an  even  higher  yield 
on  its  plant  and  equipment  invest- 
ments because  it  wires  only  large 
office  buildings,  not  individual 
homes.  That  lets  it  pick  off  the  cream 
of  the  business. 

The  catch  is  that  little  icg  is  a  vora- 
cious consumer  of  capital.  Capital 
expenditures  still  run  $250  million  a 
year,  and  last  fall  Bryan  signed  a  $1 
billion,  seven-year  contract  to  buy 
switches  from  Lucent  Technologies. 
As  a  consequence,  even  though  he 
expects  revenue  to  grow  rapidly  by 
boosting  his  salesforce  from  40  to 
240  in  a  year,  Bryan  doesn't  expect  a 
positive  cash  flow  until  1998.  He 
insists  this  doesn't  worry  him.  "We're 
not  at  the  end — we  are  in  the  middle 
of  a  real  communications  explosion," 
says  he.  "People  just  want  more  and 
more  telecommunications  services." 

Then  he  thinks  of  the  competition 
and  smiles.  "They  tend  not  to  be 
artful  dodgers,"  he  says.  W'. 
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You'd  give  your  life  for  them. 
But  that's  not  what  they  want. 

They  just  want  you 
to  stay  healthy. 


The  fact  is,  you  could  be 
at  risk  of  having  a  first  heart  attack, 
if  you  have  high  cholesterol. 

PRAVACHOL  is  proven  to  help 
prevent  a  first  heart  attack. 


PRAVACHOL  is  the  only 
cholesterol-lowering  drug 
of  its  kind  proven  to  help 
prevent  a  first  heart  attack. 
\nd  the  grim  fact  of  the 
matter  is,  up  to  33%  of 
people  do  not  survive  their 
first  heart  attack. 
Improving  your  diet 
and  exercise  is  important, 
but  may  not  be  enough. 
So,  ask  your  doctor  about 
Pravachol.  It  may  help  you 
live  a  longer,  healthier  life. 


Pravachol,  when  used  with 
diet,  is  proven  to  reduce  the  risk 
of  a  first  heart  attack,  lower  the 
risk  of  death  from  heart  disease, 
and  lessen  the  risk  of  heart 
surgery,  based  on  a  new  landmark 
five-year  study  including  over 
6,500  males  with  high  cholesterol 
and  no  evidence  of  heart  disease. 
Pravachol  is  a  prescription  drug, 
so  you  should  ask  your  doctor 
or  healthcare  professional  if 
Pravachol  is  right  for  you.  Some 
side  effects,  such  as  slight  rash 
or  mild  stomach  upset,  occur 
in  about  2-4%  of  patients. 
Pravachol  should  not  be  taken 
by  women  who  are  pregnant  or 
nursing,  people  who  are  allergic 


to  any  of  its  ingredients  or  by 
anyone  with  liver  disease.  Your 
doctor  may  perform  blood  tests 
to  check  your  liver  function 
before  and  during  treatment. 
Tell  your  doctor  right  away  if  you 
experience  any  muscle  pain  or 
weakness,  as  it  may  be  a  sign  of 
a  rare,  but  serious  side  effect.  Be 
sure  to  mention  any  medications 
you  are  taking  so  any  possible 
serious  drug  interactions  can  be 
avoided.  Please  see  important 
information  on  the  next  page. 


PR^VCHOt 

pravastatin  sodium  tablefs 


Visit  our  Web  site  at  www.pravachol.com 


Ask  your  doctor 
if  Pravachol  is  right  for  you  or  call 

1-800-PREVENT 


PRAVACHOL  helps  prevent  first  heart  attacks. 

©1996  Bristol-Myers  Squibb  Co. 


Pravastatin  Sodium  Tablets 

CONTRAINDICATIONS:  Hypersensitivity  to  any  component  ot  this  medication.  Active  liver  disease  or 
unexplained.  persi:".:'1  r  i.:vabons  in  liver  function  tests  (see  WARNINGS)  Pregnancy  and  lactation 
Atherosclerosis  is  a  sfironlc  process  and  discontinuation  of  lipid-lowering  drugs  during  pregnancy  should 
have  little  impact  on  the  outcome  of  long-term  therapy  of  primary  hypercholesterolemia  Cholesterol  and 
other  product's  of  cholesterol  biosynthesis  are  essential  components  for  fetal  development  (including 
synthesis  of  steroids  and  cell  membranes).  Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol 
Ibly  the  synthesis  of  other  biologically  active  substances  derived  from  cholesterol,  they 
may  cause  fetal  harm  when  administered  to  pregnant  women.  Therefore.  HMG-CoA  reductase  inhibitors  are 
contraindicateei  during  pregnancy  and  in  nursing  mothers  Pravastatin  should  be  administered  to  women 
of  childbearing  age  only  when  such  patients  are  highly  unlikely  to  conceive  and  have  been  informed 
(.1  the  potential  hazards.  If  the  patient  becomes  pregnant  while  taking  this  class  of  drug,  therapy  should  be 
discontinued  and  the  patient  apprised  of  the  potential  hazard  to  the  fetus  WARNINGS:  Liver  Enzymes  — 
HMG-CoA  reductase  inhibitors,  like  some  other  lipid-lowering  therapies,  have  been  associated  with 
biochemical  abnormalities  of  liver  function.  Increases  of  serum  transaminase  (ALT.  AST)  values  to  more  than 
3  times  the  upper  limit  of  normal  occurring  on  2  or  more  (not  necessarily  sequential)  occasions  have  been 
reported  in  1 .3%  of  patients  treated  with  pravastatin  in  the  US  over  an  average  period  of  18  months.  These 
abnormalities  were  not  associated  with  cholestasis  and  did  not  appear  to  be  related  to  treatment  duration. 
In  those  patients  in  whom  these  abnormalities  were  believed  to  be  related  to  pravastatin  and  who  were 
discontinued  from  therapy,  the  transaminase  levels  usually  fell  slowly  to  pretreatment  levels.  These 
biochemical  findings  are  usually  asymptomatic  although  worldwide  experience  indicates  that  anorexia, 
weakness,  and/or  abdominal  pain  may  also  be  present  in  rare  patients.  It  is  recommended  that  liver 
function  tests  be  performed  before  the  initiation  of  treatment,  at  6  and  12  weeks  after  initiation  of 
therapy  or  elevation  in  dose,  and  periodically  thereafter  (e.g.,  semiannually).  Patients  who  develop 
increased  transaminase  levels  should  be  monitored  with  a  second  liver  function  evaluation  to  confirm  the 
finding  and  be  followed  thereafter  with  frequent  liver  function  tests  until  the  abnormality(ies)  return  to  normal. 
Should  an  increase  in  AST  or  ALT  of  three  times  the  upper  limit  of  normal  or  greater  persist,  withdrawal  of 
pravastatin  therapy  is  recommended.  Active  liver  disease  or  unexplained  transaminase  elevations  are 
contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONS).  Caution  should  be  exercised  when 
pravastatin  is  administered  to  patients  with  a  history  of  liver  disease  or  heavy  alcohol  ingestion  (see 
CLINICAL  PHARMACOLOGY:  Pharmacokinetics/Metabolism)  Such  patients  should  be  closely  monitored, 
started  at  the  lower  end  of  the  recommended  dosing  range,  and  titrated  to  the  desired  therapeutic  effect 
Skeletal  Muscle  —  Rare  cases  of  rhabdomyolysis  with  acute  renal  failure  secondary  to 
myoglobinuria  have  been  reported  with  pravastatin  and  other  drugs  in  this  class.  Uncomplicated 
myalgia  has  also  been  reported  in  pravastatin-treated  patients  (see  ADVERSE  REACTIONS)  Myopathy, 
defined  as  muscle  aching  or  muscle  weakness  in  conjunction  with  increases  in  creatine  phosphokinase  (CPK) 
values  to  greater  than  10  times  the  upper  normal  limit,  was  rare  (<  0.1%)  in  pravastatin  clinical  trials. 
Myopathy  should  be  considered  in  any  pabent  with  diffuse  myalgias,  muscle  tenderness  or  weakness,  and/or 
marked  elevation  of  CPK  Patients  should  be  advised  to  report  promptly  unexplained  muscle  pain,  tenderness 
or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued 
if  markedly  elevated  CPK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  Pravastatin  therapy 
should  also  be  temporarily  withheld  in  any  patient  experiencing  an  acute  or  serious  condition 
predisposing  to  the  development  of  renal  failure  secondary  to  rhabdomyolysis,  e.g.,  sepsis; 
hypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte  disorders;  or 
uncontrolled  epilepsy.  The  risk  of  myopathy  during  treatment  with  another  HMG-CoA  reductase  inhibitor  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cyclosporine.  niacin,  or  fibrates.  However,  neither 
myopathy  nor  significant  increases  in  CPK  levels  have  been  observed  in  three  reports  involving  a  total  of  100 
post-transplant  patients  (24  renal  and  76  cardiac)  treated  foi  up  to  two  years  concurrently  with  pravastatin 
10-40  mg  and  cyclosporine  Some  of  these  patients  also  received  other  concomitant  immunosuppressive 
therapies.  In  one  single-dose  study,  pravastatin  levels  were  found  to  be  increased  in  cardiac  transplant 
patients  receiving  cyclosporine.  Further,  in  clinical  trials  involving  small  numbers  of  patients  who  were  treated 
concurrently  with  pravastatin  and  niacin,  there  were  no  reports  of  myopathy  Also,  myopathy  was  not  reported 
in  a  trial  of  combination  pravastatin  (40  mg/day)  and  gemfibrozil  (1200  mg/day),  although  4  of  75  patients 
on  the  combination  showed  marked  CPK  elevations  versus  one  of  73  patents  receiving  placebo.  There  was 
a  trend  toward  more  frequent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  in 
the  group  receiving  combined  treatment  as  compared  with  the  groups  receiving  placebo,  gemfibrozil,  or 
pravastatin  monotherapy  Isee  PRECAUTIONS:  Drug  Interactions)  The  use  of  fibrates  alone  may 
occasionally  be  associated  with  myopathy.  The  combined  use  of  pravastatin  and  fibrates  should  be 
avoided  unless  the  benefit  of  further  alterations  in  lipid  levels  is  likely  to  outweigh  the  increased  risk 
of  this  drug  combination.  PRECAUTIONS:  General  —  Pravastatin  may  elevate  creatinine  phosphokinase 
and  transaminase  levels  (see  ADVERSE  REACTIONS)  This  should  be  considered  in  the  differential  diagnosis 
of  chest  pain  in  a  patient  on  therapy  with  pravastatin.  Homozygous  Familial  Hypercholesterolemia. 
Pravastatin  has  not  been  evaluated  in  patients  with  rare  homozygous  familial  hypercholesterolemia  In  this 
group  of  patients,  it  has  been  reported  that  HMG-CoA  reductase  inhibitors  are  less  effective  because  the 
patients  lack  functional  LDL  receptors.  Renal  Insufficiency  A  single  20  mg  oral  dose  of  pravastatin  was 
administered  to  24  patients  with  varying  degrees  of  renal  impairment  (as  determined  by  creatinine 
clearance)  No  effect  was  observed  on  the  pharmacokinetics  of  pravastatin  or  its  3a-hydroxy  isomeric 
metabolite  (SQ  31,906).  A  small  increase  was  seen  in  mean  AUC  values  and  half-life  (tVz)  for  the  macbve 
enzymatic  ring  hydroxylation  metabolite  (SQ  31 ,945)  Given  this  small  sample  size,  the  dosage  administered, 
and  the  degree  of  individual  variability  patients  with  renal  impairment  who  are  receiving  pravastatin  should 
be  closely  monitored.  Information  for  Patients  —  Patients  should  be  advised  to  report  promptly 
unexplained  muscle  pain,  tenderness  or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Drug 
Interactions  —  Immunosuppressive  Drugs.  Gemfibrozil,  Niacin  (Nicotinic  Acid),  Erythromycin  See 
WARNINGS:  Skeletal  Muscle  Antipyrme  Since  concomitant  administration  of  pravastatin  had  no  effect  on 
the  clearance  of  antipyrine,  interactions  with  other  drugs  metabolized  via  the  same  hepatic  cytochrome 
isozymes  are  not  expected.  Cholestyramine/Colestipol:  Concomitant  administration  resulted  in  an 
approximately  40  to  50%  decrease  in  the  mean  AUC  of  pravastatin.  However,  when  pravastatin  was 
administered  1  hour  before  or  4  hours  after  cholestyramine  or  1  hour  Defore  colestipol  and  a  standard  meal, 
there  was  no  clinically  significant  decrease  in  bioavailability  or  therapeutic  effect.  (See  DOSAGE  AND 
ADMINISTRATION:  Concomitant  Therapy )  Warfarin:  In  a  study  involving  10  healthy  male  subjects  given 
pravastatin  and  warfarin  concomitantly  for  6  days,  bioavailability  parameters  at  steady  state  for  pravastafin 
(parent  compound)  were  not  altered  Pravastatin  did  not  alter  the  plasma  protein-binding  of  warfarin 
Concomitant  dosing  did  increase  the  AUC  and  Cmax  of  warfarin  but  did  not  produce  any  changes  in  its 
anticoagulant  action  (i.e.,  no  increase  was  seen  in  mean  prothrombin  time  after  6  days  of  concomitant 
therapy)  However,  bleeding  and  extreme  prolongation  of  prothrombin  time  has  been  reported  with  another 
drug  in  this  class.  Patients  receiving  warfarm-fype  anticoagulants  should  have  their  prothrombin  times 
closely  monitored  when  pravastatin  is  initiated  or  trie  dosage  of  pravastatin  is  changed  Cimetidme:  The  AUC» 
'2 »  for  pravastatin  when  given  with  cimetidine  was  not  significantly  different  from  the  AUC  for  pravastatin 
when  given  alone.  A  significant  difference  was  observed  between  the  AUC's  for  pravastatin  when  given  with 
cimetidine  compared  to  when  administered  with  antacid  Digoxm  In  a  crossover  trial  involving  18  healthy 
male  subiects  given  pravastatin  and  digoxm  concurrently  for  9  days,  the  bioavailability  parameters  of  digoxm 
were  not  affected  The  AUC  of  pravastatin  tended  to  increase,  but  the  overall  bioavailability  of  pravastabn  plus 
its  metabolites  SQ  31 ,906  and  SQ  31 ,945  was  not  altered  Cyclosporine:  Some  investigators  have  measured 
cyclosporine  levels  in  patients  on  pravastabn,  and  to  date,  these  results  indicate  no  clinically  meaningful 
elevabons  in  cyclosporine  levels.  In  one  single-dose  study,  pravastatin  levels  were  found  to  be  increased  in 
cardiac  transplant  patients  receiving  cyclosporine.  Gemfibrozil:  In  a  crossover  study  in  20  healthy  male 
volunteers  given  concomitant  single  doses  of  pravastatin  and  gemfibrozil,  there  was  a  significant  decrease 
in  urinary  excretion  and  protein  binding  of  pravastatin.  In  addition,  there  was  a  significant  increase  in  AUC. 
Cmax,  and  Tmax  for  the  pravastabn  metabolite  SQ  31,906  Combinabon  therapy  with  pravastatin  and 
gemfibrozil  is  generally  not  recommended.  In  interaction  stuoies  with  aspirin,  antacids  (1  hour  prior  to 
PRAVACHOL),  cimetidine,  nicotinic  acid,  or  probucol,  no  statistically  significant  differences  in  bioavailability 
were  seen  when  PRAVACHOL  (pravastatin  sodium)  was  administered  Other  Drugs:  During  clinical  trials,  no 
noticeable  drug  interactions  were  reported  when  PRAVACHOL  was  added  to:  diurebcs,  antihypertensives, 
digitalis,  ACE  inhibitors,  calcium  channel  blockers,  beta-blockers,  or  nitroglycerin  Endocrine  Function  — 
HMG-CoA  reductase  inhibitors  interfere  with  cholesterol  synthesis  and  lower  circulating  cholesterol  levels 
and,  as  such,  might  theoretically  blunt  adrenal  or  gonadal  steroid  hormone  production.  Results  of  clinical 
trials  with  pravastatin  in  males  and  post-menopausal  females  were  inconsistent  with  regard  to  possible 
effects  of  the  drug  on  basal  steroid  hormune  levels.  In  a  study  of  21  males,  the  mean  testosterone  response 
to  human  chorionic  gonadotropin  was  signi.  cantly  reduced  (p<  0.004)  after  16  weeks  of  treatment  with  40 
mg  of  pravastatin  However,  the  percentage  of  pabents  showing  a  >  50%  rise  in  plasma  testosterone  after 
human  chorionic  gonadotropin  stimulation  dio  not  change  significantly  after  therapy  in  these  patients.  The 
effects  of  HMG-CoA  reductase  inhibitors  on  spermatogenesis  and  fertility  have  not  been  studied  in  adequate 
numbers  of  pabents.  The  efects.  if  any.  of  pravastatin  on  the  pituitary-gonadal  axis  in  pre-menopausal 
females  are  unknown  Patients  treated  with  pravastabn  who  display  clinical  evidence  of  endocrine 
dysfunction  should  be  evaluated  appropriately.  Caubon  should  also  be  exercised  if  an  HMG-CoA  reductase 
inhibitor  or  other  agent  used  to  lower  cholesterol  levels  is  administered  to  pabents  also  receiving  other  drugs 
(e.a.  ketoconazole,  spironolactone  cimehdine)  that  may  dimmish  the  levels  or  activity  of  steroid  hormones. 
CNS  Toxicity  —  CNS  vascular  lesions,  characterized  by  perivascular  hemorrhage  and  edema  and 
mononuclear  cell  infiltration  of  Derivasculai  -.paces,  were  seen  in  dogs  treated  with  pravastabn  at  a  dose  of 
25  mg/kg/day,  a  dose  that  produced  a  plasma  drug  level  about  50  times  higher  than  the  mean  drug  level  in 
humans  taking  40  mg/day.  Similar  CNS  vascular  lesions  have  been  observed  with  several  other  drugs  in  this 
class.  A  chemically  similar  drug  in  this  class  produced  opbc  nerve  degeneration  (Wallerian  degeneration  of 
retinogeniculate  fibers)  in  clinically  normal  dogs  in  a  dose-dependent  fashion  starting  at  60  mg/kg/day.  a 
dose  that  produced  mean  plasma  drug  levels  about  30  times  higher  than  the  mean  drug  level  in  humans 
taking  the  highest  recommended  dose  (as  measured  by  total  enzyme  inhibitory  activity).  This  same  drug  also 
produced  vestibulocochlear  Wallerian-like  degeneration  and  retinal  ganglion  cell  chromatolysis  in  dogs 
treated  for  14  weeks  at  180  mg/kg/day.  a  dose  which  resulted  in  a  mean  plasma  drug  level  similar  to  that 


ot  hepatocellular  carcinomas  in  males  at  the  highest  dose  (p  <  0  01)  Although  rats  were  given  up  to  125 
times  the  human  dose  (HD)  on  a  mg/kg  body  weight  basis,  serum  drug  levels  were  only  6  to  10  bmes  higher 
than  those  measured  in  humans  given  40  mg  pravastatin  as  measured  by  AUC  The  oral  administration  of  10, 
30,  or  100  mg/kg  (producing  plasma  drug  levels  approximately  0  5  to  5  0  times  the  human  drug  levels  at  40 
mgi  of  pravastatin  to  mice  for  22  months  resulted  in  a  statistically  significant  increase  in  the  incidence  of 
malignant  lymphomas  in  treated  females  when  all  treatment  groups  were  pooled  and  compared  to  controls 
(p  <  0.05)  The  incidence  was  not  dose-related  and  male  mice  were  not  affected  A  chemically  similar  drug 
in  this  class  was  administered  to  mice  for  72  weeks  at  25, 100,  and  400  mg/kg  body  weight,  which  resulted 
in  mean  serum  drug  levels  approximately  3.  15,  and  33  times  higher  than  the  mean  human  serum  drug 
concentration  (as  total  inhibitory  activity)  after  a  40  mg  oral  dose  Uver  carcinomas  were  significantly 
increased  in  high-dose  females  and  mid-  and  high-dose  males,  with  a  maximum  incidence  of  90  percent  in 
males  The  incidence  of  adenomas  of  the  liver  was  significantly  increased  in  mid-  and  high-dose  females. 
Drug  treatment  also  significantly  increased  the  incidence  of  lung  adenomas  in  mid-  and  high-dose  males  and 
females  Adenomas  or  the  eye  Harderian  gland  (a  gland  of  the  eye  of  rodents)  were  significantly  higher  in 
high-dose  mice  than  in  controls  No  evidence  of  mutagenicity  was  observed  in  vitro,  with  or  without  rat-liver 
metabolic  activabon,  in  the  following  studies:  microbial  mutagen  tests,  using  mutant  strains  of  Salmonella 
typhimunum  or  Escherichia  coir,  a  forward  mutation  assay  in  L51 78Y  TK  +/-  mouse  lymphoma  cells,  a 
chromosomal  aberration  test  in  hamster  cells:  and  a  gene  conversion  assay  using  Saccharomyces  cerevisiae. 
In  addition,  there  was  no  evidence  of  mutagenicity  in  either  a  dominant  lethal  test  in  mice  or  a  micronucleus 
test  in  mice  In  a  study  in  rats,  with  daily  doses  up  to  500  mg/kg,  pravastatin  did  not  produce  any  adverse 
effects  on  fertility  or  general  reproductive  performance  However,  in  a  study  with  another  HMG-CoA  reductase 
inhibitor,  there  was  decreased  fertility  in  male  rats  treated  for  34  weeks  at  25  mg/kg  body  weight  although 
this  effect  was  not  observed  in  a  subsequent  fertility  study  when  this  same  dose  was  administered  for  11 
weeks  (the  entire  cycle  of  spermatogenesis,  including  epididymal  maturation).  In  rats  treated  with  this  same 
reductase  inhibitor  at  180  mg/kg/day,  seminiferous  tubule  degeneration  (necrosis  and  loss  of  spermatogenic 
epithelium)  was  observed.  Although  not  seen  with  pravastabn.  two  similar  drugs  in  this  class  caused  drug- 
related  tesbcular  atrophy,  decreased  spermatogenesis,  spermatocyte  degeneration,  and  giant  cell  formation 
in  dogs.  The  clinical  significance  of  these  findings  is  unclear  Pregnancy:  Pregnancy  Category  X.  —  See 
CONTRAINDICATIONS  Safety  in  pregnant  women  has  not  been  established  Pravastatin  was  not  teratogenic 
in  rats  at  doses  up  to  1 000  mg/kg  daily  or  in  rabbits  at  doses  of  up  to  50  mg/kg  daily.  These  doses  resulted 
in  20x  (rabbit)  or  240x  (rat)  the  human  exposure  based  on  surface  area  Img/meter7)  However,  in  studies  with 
another  HMG-CoA  reductase  inhibitor,  skeletal  malformations  were  observed  in  rats  and  mice.  There  has 
been  one  report  of  severe  congenital  bony  deformity,  tracheo-esophageal  fistula,  and  anal  atresia  Water 
association)  in  a  baby  born  to  a  woman  who  took  another  HMG-CoA  reductase  inhibitor  with 
dextroamphetamine  sulfate  during  the  first  trimester  of  pregnancy  PRAVACHOL  (pravastatin  sodium)  should 
be  administered  to  women  of  child-bearing  potential  only  when  such  patients  are  highly  unlikely  to  conceive 
and  have  been  informed  of  the  potenbal  hazards.  If  the  woman  becomes  pregnant  while  taking  PRAVACHOL 
(pravastabn  sodium),  it  should  be  disconbnued  and  the  patient  advised  again  as  to  the  potential  hazards  to 
the  fetus  Nursing  Mothers  —  A  small  amount  of  pravastatin  is  excreted  in  human  breast  milk  Because  of 
the  potential  for  serious  adverse  reactions  in  nursing  infants,  women  taking  PRAVACHOL  should  not  nurse 
Isee  CONTRAINDICATIONS)  Pediatric  Use  —  Safety  and  effectiveness  in  individuals  less  than  1 8  years  old 
have  not  been  established  Hence,  treatment  in  patients  less  than  18  years  old  is  not  recommended  at  this 
time.  ADVERSE  REACTIONS:  Pravastatin  is  generally  well  tolerated;  adverse  reactions  have  usually  been 
mild  and  transient.  In  4-month  long  placebo-controlled  trials.  1.7%  of  pravastatin-treated  patients  and  1  2% 
of  placebo-treated  patients  were  discontinued  from  treatment  because  of  adverse  experiences  attributed  to 
study  drug  therapy;  this  difference  was  not  statistically  significant.  In  long-term  studies,  the  most  common 
reasons  for  discontinuation  were  asymptomatic  serum  transaminase  increases  and  mild,  non-specific 
gastrointestinal  complaints  During  clinical  tnals  the  overall  incidence  of  adverse  events  in  the  elderly  was 
not  different  from  the  incidence  observed  in  younger  patients  Adverse  Clinical  Events  —  All  adverse 
clinical  events  (regardless  of  attribution)  reported  in  more  than  2%  of  pravastatin-treated  patients  in  the 
placebo-controlled  trials  are  idenbfied  in  the  table  below,  also  shown  are  the  percentages  of  patients  in 
whom  these  medical  events  were  believed  to  be  related  or  possibly  related  to  the  drug: 


All  Events 


Events  Attributed 
to  Study  Drug 


Body  System/Event 

Pravastatin 

Placebo 

Pravastatin 

Placebo 

(N  z  900) 

(N  =  411) 

(N  =  900) 

(N  =  411) 

% 

% 

% 

% 

Cardiovascular 

Cardiac  Chest  Pain 

4.0 

3.4 

0.1 

0.0 

Dermatologic  Rash 

4.0* 

1.1 

1.3 

0.9 

Gastrointestinal 

NauseaA/omiting 

7.3 

7.1 

29 

3.4 

Diarrhea 

6.2 

5.6 

2.0 

1.9 

Abdominal  Pain 

5.4 

6.9 

2.0 

3.9 

Constipation 

4.0 

7.1 

2.4 

5.1 

Flatulence 

3.3 

3.6 

2.7 

3.4 

Heartburn 

2.9 

19 

2.0 

0.7 

General 

Fabgue 

3.8 

3.4 

1.9 

1.0 

Chest  Pain 

3.7 

1.9 

0.3 

0.2 

Influenza 

2.4' 

0.7 

00 

0.0 

Musculoskeletal 

Localized  Pain 

10.0 

9.0 

1.4 

1.5 

Myalgia 

2.7 

1.0 

0.6 

00 

Nervous  System 

Headache 

6.2 

3.9 

1.7* 

0.2 

Dizziness 

3.3 

3.2 

10 

0.5 

Renal/Genitourinary 

0.7 

Urinary  Abnormality 

2.4 

2.9 

1.2 

Respiratory 

0.0 

0.0 

Common  Cold 

7.0 

6.3 

Rhinitis 

4.0 

4.1 

0.1 

00 

Cough 

2.6 

1.7 

0.1 

0.0 

"Statistically  significantly  different  from  placebo. 

In  the  Pravastatin  Primary  Prevention  Study  (West  of  Scotland  Coronary  Prevention  Study!  (see  CLINICAL 
PHARMACOLOGY:  Clinical  Studiesl  involving  6595  patients  treated  with  PRAVACHOL  (pravastatin  sodium) 
(N  =  3302)  or  placebo  (n  =  3293)  the  adverse  event  profile  in  the  pravastatin  group  was  comparable  to  that 
of  the  placebo  group  over  the  median  4.8  years  of  the  study.  The  following  effects  have  been  reported  with 
drugs  in  this  class;  not  all  the  effects  listed  below  have  necessarily  been  associated  with  pravastabn  therapy: 
Skeletal,  myopathy,  rhabdomyolysis,  arthralgia.  Neurological  dysfunction  of  certain  cranial  nerves  (including 
alteration  of  taste,  impairment  of  extra-ocular  movement,  facial  paresis),  tremor,  vertigo,  memory  loss, 
paresthesia,  peripheral  neuropathy,  peripheral  nerve  palsy,  anxiety,  insomnia,  depression  Hypersensitivity 
Reactions:  An  apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one  or  more 
of  the  following  features:  anaphylaxis,  angioedema,  lupus  erythematous-like  syndrome,  polymyalgia 
rheumatica,  dermatomyositis,  vasculitis,  purpura,  thrombocytopenia,  leukopenia,  hemolytic  anemia,  posibve 
ANA,  ESR  increase,  eosinophils,  arthritis,  arthralgia,  urticaria,  asthenia,  photosensitivity,  fever,  chills,  flushing, 
malaise,  dyspnea,  toxic  epidermal  necrolysis,  erythema  multiforme,  including  Stevens-Johnson  syndrome. 
Gastrointestinal  pancreatitis,  hepatitis,  including  chronic  active  hepatitis,  cholestatic  |aundice.  fatty  change 
in  liver,  and,  rarely,  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma;  anorexia,  vomiting.  Skin:  alopecia, 
pruritus.  A  variety  of  skin  changes  (e.g..  nodules,  discoloration,  dryness  of  skin/mucous  membranes,  changes 
to  hair/nails)  have  been  reported.  Reproductive:  gynecomasba,  loss  of  libido,  erectile  dysfuncbon.  Eye 
progression  of  cataracts  (lens  opacities),  ophthalmoplegia.  Laboratory  Abnormalities  elevated 
transaminases,  alkaline  phosphatase,  and  -bilirubin,  thyroid  function  abnormalities  Laboratory  Test 
Abnormalities  —  Increases  in  serum  transaminase  (ALT  AST)  values  and  CPK  have  been  observed  (see 
WARNINGS)  Transient,  asymptomatic  eosinophilia  has  been  reported.  Eosinophil  counts  usually  returned  to 
normal  despite  continued  therapy  Anemia,  thrombocytopenia,  and  leukopenia  nave  been  reported  with  HMG- 
CoA  reductase  inhibitors  Concomitant  Therapy  —  Pravastabn  has  been  administered  concurrently  with 
cholestyramine,  colestipol,  nicotinic  acid,  probucol  and  gemfibrozil  Preliminary  data  suggest  that  the  addition 
of  either  probucol  or  gemfibrozil  to  therapy  with  lovastatin  or  pravastatin  is  not  associated  with  greater 
reduction  in  LDL-cholesterol  than  that  achieved  with  lovastatin  or  pravastatin  alone.  No  adverse  reactions 
unique  to  the  combination  or  in  addition  to  those  previously  reported  for  each  drug  alone  have  been  reported 
Myopathy  and  rhabdomyolysis  (with  or  without  acute  renal  failure)  have  been  reported  when  another  HMG- 
CoA  reductase  inhibitor  was  used  in  combination  with  immunosuppressive  drugs,  gemfibrozil,  erythromycin, 
or  lipid-lowenng  doses  of  nicotinic  acid  Concomitant  therapy  with  HMG-CoA  reductase  inhibitors  and  these 
agents  is  generally  not  recommended  (See  WARNINGS:  Skeletal  Muscle  and  PRECAUTIONS:  Drug 
Interactions  I  OVERDOSAGE:  To  date,  there  are  two  reported  cases  of  overdosage  with  pravastabn,  both  of 
which  were  asymptomatic  and  not  associated  with  clinical  laboratory  abnormalities.  If  an  overdose  occurs,  it 
should  be  treated  symptomatically  and  supportive  measures  should  be  insbtuted  as  required. 
CAUTION:  Federal  (USA)  law  prohibits  dispensing  without  prescription. 
Consult  package  insert  before  prescribing  PRAVACHOL*  (pravastatin  sodium). 
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Glimpses 
of  academe 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is 
an  economist  and  a 
senior  fellow  at  the 
Hoover  Institution  in 
Stanford,  Calif. 


The  Chronicle  of  Higher  Education's 
annual  opinion  survey  gives  us  a  glimpse  into 
the  minds  of  college  professors.  Perhaps  the 
most  salient  item,  for  parents  preparing  to 
send  their  children  off  to  college,  was  the 
professors'  response  to  the  statement,  "The 
faculty  are  rewarded  for  good  teaching." 
Only  13  percent  agreed  with  that  statement. 
There  was  no  "gender  gap";  it  was  13  per- 
cent for  both  male  and  female  professors. 

The  professors  surveyed  were  not  just  from 
big-name  research  universities.  Research  has 
become  the  golden  idol  across  most  of  the 
academic  spectrum.  On  many  campuses, 
bringing  in  research  money  is  a  precondition 
for  getting  tenure.  It  is  not  just  research  but 
research  money  that  talks,  especially  to  the 
academic  administration,  which  gets  its  cut. 

Although  fewer  professors  declared  that 
their  own  primary  interest  was  in  research,  as 
compared  to  teaching,  they  also  know  which 
side  their  bread  is  buttered  on,  so  most  have 
published  in  academic  journals  more  than 
once  and  16  percent  have  published  20  or 
more  times  in  such  journals,  not  counting 
their  books  and  monographs. 

The  Chronicle  of  Higher  Education's  survey 
dici  not  get  into  the  quality  or  relevance  of 
what  is  published,  but  editors  of  leading 
scholarly  journals  in  various  fields  have  said 
that  much  of  the  research  that  is  done  is  a 
waste  of  time.  However,  the  money  received 
to  finance  time-wasting  research  is  just  as 
valuable  to  a  college  or  university  as  money 
received  to  find  a  cure  for  fatal  diseases. 

About  two-thirds  of  all  professors  spend  no 
more  than  12  hours  per  week  in  the  class- 
room. This  includes  35  percent  who  spend 
no  more  than  9  hours  per  week  in  the  class- 
room. A  roughly  comparable  amount  of 
time  is  spent  preparing  for  classes,  but 
these  two  activities  put  together  add  up  to 
what  most  people  would  consider  to  be  a 
part-time  job. 

Not  all  the  other  time  is  spent  in  research. 
There  are  also  committee  meetings  and  work 
for  clients,  for  those  who  are  consultants. 
About  40  percent  of  the  women  and  48  per- 
cent of  the  men  worked  as  paid  consultants. 


Then  there  are  off-campus  meetings  at  vari- 
ous watering  holes  under  the  general  heading 
of  "professional  activities." 

A  recent  supplement  to  The  Chronicle  of 
Higher  Education  listed  conventions,  symposia 
and  conferences  for  academics  for  the  coming 
year.  This  supplement  was  about  the  size  of  a 
tabloid  newspaper,  but  with  much  smaller  type, 
so  that  most  of  its  40  pages  had  5  columns  of 
listings  of  these  academic  get-togethers. 

Most  were  in  places  like  the  Caribbean  or 
Hawaii  and  the  hotels  were  typically  Hiltons, 
Sheratons  or  Hyatts.  I  did  not  notice  any 
meetings  being  held  in  Gary,  Indiana  or 
Newark,  New  Jersey,  nor  any  meetings  in  the 
Motel  6  chain. 

College  professors  consider  their 
students  ill-prepared  even  by 
the  lax  standards  of  recent  times. 


As  for  the  quality  of  students  the  colleges 
are  getting  these  days,  only  24  percent  of  pro- 
fessors agreed  with  the  statement,  "Faculty  feel 
that  most  students  are  well-prepared  academi- 
cally" and  only  12  percent  agreed  that  most  of 
the  students  are  "very  bright." 

These  professors  were  by  no  means  all  old 
timers,  nostalgic  for  a  different  world.  Fewer 
than  10  percent  of  these  faculty  members 
received  their  highest  ciegree  before  the  1960s. 
Most  received  their  highest  degree  within  the 
past  20  years.  In  other  words,  the  professors 
consider  the  students  ill-prepared  even  by  the 
more  lax  standards  of  recent  times. 

The  least  surprising  finding  from  this  sur- 
vey is  that  liberalism  reigns  supreme  in  aca- 
deme. Three-quarters  of  the  professors  are  for 
a  "national  health  care  plan"  to  "cover  every- 
body's medical  costs."  However,  a  statement 
that  the  undergraduate  curriculum  should  be 
based  on  Western  civilization  gets  only  a  53 
percent  agreement. 

Only  28  percent  thought  it  essential  or 
very  important  to  teach  students  the  classic 
works  of  Western  civilization,  while  80  per- 
cent thought  that  colleges  should  encourage 
students  to  get  involved  in  "community  ser- 
vice" activities  and  nearly  a  third  thought  that 
this  should  be  a  requirement  for  graduation. 

In  other  words,  Plato  and  Shakespeare 
should  be  optional,  but  such  things  as  work- 
ing in  a  homeless  shelter  should  be  pushed  or 
compelled. 

Perhaps  the  most  encouraging  statistic  is 
that  31  percent  of  these  professors  are  consid- 
ering early  retirement.  On  the  other  hand,  it 
is  by  no  means  clear  that  their  replacements 
will  be  any  better.  MB 
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Do  you  use  independent  contractors?  Be  careful. 

The  litigators  are  stalking  you. 

Gotcha,  gotcha! 


By  Janet  Novack 

Last  October  the  9th  Circuit  U.S. 
Court  of  Appeals  ruled  that  hundreds 
of  "independent  contractors"  who 
had  worked  for  Microsoft  were  eligi- 
ble, retroactively,  for  its  employee 
401'  k  i  and  stock  option  plans. 

Microsoft  is  fighting  the  deci- 
sion, which  could  cost  it  tens  of  ~ 
millions.  That's  a  pittance  to  the 
SI 0.1  billion  <  sales)  software 
giant,  but  in  a  way,  Microsoft  is 
fighting  every  business'  battle. 
"Over  the  last  few  years  there 
has  been  a  mini-avalanche"  of 
such  actions,  says  David 
Gordon,  a  Los  Angeles  partner 
at  the  distinguished  law  firm 
O'Melveny  &  Myers. 

Egged  on  by  trial  lawyers  and 
the  Internal  Revenue  Service, 
thousands  of  independent  con- 
tractors are  claiming  that  no 
matter  what  they  initially  agreed 
to,  they're  really  common-law 
employees.  Meaning  they're 
entitled  to  pensions,  unemploy- 
ment and  health  insurance, 
workers'  compensation  and 
overtime  pay,  as  well  as  the  right 
to  sue  for  age,  race  and  sex  dis- 
crimination. Temps  and  leased 
employees — who  work  at  one 
firm  while  being  on  the  payroll 
of  another — are  also  suing. 

Some  companies  are  vielding 
to  the  blackmail.  "Where  the 
facts  are  bad  for  the  employers, 
they've  been  settling,"  claims  Shel- 
don Weinhaus,  a  St.  Louis  lawver 
who  represents  three  "independent 
contractors"  suing  Southwestern  Bell 
for  pension  benefits. 

Consider  the  case  of  ERM  Enviro- 
clean,  an  Exton,  Pa. -based  environ- 
mental cleanup  firm  that  hired  run- 
time workers  as  "temporaries.''  Based 
partly  on  the  "temps'"  performance 
and  attitude,  the  company  decided 
whether  and  when  to  grant  them 


"hill-time''  status,  with  benefits. 

Charles  Epright  took  a  "tempo- 
rarv"  job  with  Enviroclean  in 
November  1992.  In  July  1993  he 
was  told  he'd  be  made  "full  time" 
and  should  report  to  personnel  on 


Monday,  Aug.  2.  1993,  to  sign  up  for 
the  companv's  health  plan. 

On  July  31,  1993,  before  he  could 
report,  Epright  was  paralyzed  in  a 
swimming  pool  accident.  Enviroclean 
insisted  his  medical  bills  weren't  cov- 
ered because  he  wasn't  slated  to  be  a 
"nill-time"  worker  with  health  insur- 
ance until  August. 

Last  year  the  3rd  Circuit  U.S. 
Court  of  Appeals,  urged  on  by  the 
U.S.  Department  of  Labor,  conclud- 
ed that  Epright  was  eligible  for  health 


benefits  after  his  first  60  days  as  a 
"temp" — regardless  of  what  he  was 
told  at  the  time  he  accepted  the  job. 
Why?  The  company's  health  care  plan 
didn't  specifically  exclude  "temps." 
Clever  lawyers  can  read  ambiguity 
into  even  well-drafted  benefits 
~~  plans.  Though  it  sounds  like  a 
simple  concept,  determining 
who  is  an  employee  is  compli- 
cated— and  different  laws 
govern  different  benefits.  If  an 
"independent  contractor"  is 
closely  supervised  by  the 
employer,  is  paid  a  set  amount 

Iper  hour  and  uses  the  employ- 
er's "tools"  exclusively,  he's 
likely  a  common-law  employ- 
ee. But  if  he  has  discretion 
over  how  he  does  his  work  and 
has  a  significant  investment  in 
his  own  tools,  probably  not. 

"What  an  employer  calls 
someone  is  just  one  considera- 
tion," says  Seattle  attorney 
Stephen  K.  Strong,  who  repre- 
sents the  Microsoft  workers. 

Alert  to  the  potential  black- 
mail, smart  employers  are 
reviewing  their  employment 
practices.  Some  advice  from 
lawyers: 

■  Make  it  clear  in  your  bene- 
fits plans  that  independent 
contractors  and  leased 
employees  aren't  covered  even 
if  they're  later  found  to  be  common- 
law  employees.  For  a  belt-and-sus- 
penders  approach,  you  can  also 
require  independent  contractors  to 
waive  any  benefits  claims.  Note:  This 
should  work  for  most  pensions.  But 
the  tax  law  requires  the  sort  of  stock 
option  plan  Microsoft  offered  to 
cover  all  full-time  workers  with  at 
least  two  years  tenure. 
■  Look  before  you  leap  from  the  IRS 
faying  pan  into  the  trial  lawyers'  fire. 
Last  year  the  IRS  began  offering  a 
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PERFORMANCE 
PROFITS. 

Teamwork  increases  productivity. 


90%  of  American  workers  spend  at  least  part  of  their  day  in  a  team  situation, 
yet  only  about  half  received  any  formal  teamwork  training* 


In  the  past,  people  only  used  Dale  Carnegie  Training® 
for  public  speaking  or  sales  training.  That  was  then.  Today, 
our  proven  processes  develop  more  than  just  people,  they 
advance  companies. 

Our  training  improves  company  profitability  by 
strengthening  teamwork  to  increase  employee  productivity. 
We  instill  the  confidence  and  self-esteem  that  enables 
individuals  to  build  trust  in  themselves  for  enhanced 
leadership,  selling  and  interpersonal  skills. 

Because  the  motivation  is  intrinsic,  teams  turn  ideas  into 
actions,  productivity  rises  and  achievement  is  continuous. 
Everyone  wins...  your  employees  achieve  their  professional 
and  personal  best,  your  customers  get  better  service  and  your 
company  keeps  growing  stronger. 


Come  visit  our  Web  site  at  http://www.dale-carnegie.com 

'Based  on  national  surveys  conducted  by  Dale  Carnegie  Training. 
Copyright©  1996  Dale  Carnegie  &  Associates,  Inc.  All  rights  reserved. 


30  proven  ways  to  increase  employee  performance. 

Our  practical  skills  development  elicits  quantifiable  results,  like: 

♦  Mutual  respect  to  enhance  teamwork 

♦  Selling  Skills  to  build  relationships 

♦  Leadership  Skills  to  promote  accountability 

♦  Time  Management  to  increase  productivity 

♦  Effective  Communication  for  improved  relations 

With  Dale  Carnegie  Training,  there  is  nothing  between 
your  company  and  success.  Call  1-800-231-5800  ext.  202 

today  for  more  information. 


nr  Dale  Carnegie 
Training 

People.  Performance.  Profits. 


AT        RIDGC'S,  YOU'LL  HND  TH€  ^JGRY  LATCH  INFORMATION  TGCHNOLOGY 
(AMD  A  SIXTY  YGAR  OLD  UGRSION  Of  WINDOWS). 


A 


great  hotel  is  constantly  evolving.  As 
Claridge's  once  embraced  Victorian  grandeur 
and  Art  Deco  minimalism,  it  now  embraces 
the  digital  age. 

Although  the  windows  and  furnishings 
may  evoke  a  classic  splendour,  you'll  find  all 
the  technology  you  need  to  do  business  in 
today's  London,  from  personal  fax  machines 
to  ISDN  modem  terminals. 

And  while  the  brand  new  health  and  fitness 
suite  has  overtones  of  Twenties  style,  its  holistic 
approach  to  Mind,  Body  and  Spirit  is  utterly 
Nineties.  As  well  as  a  full  array  of  machines  and 
free  weights,  there  are  revitalizing  therapies 
from  Jetlag  Treatment  to  Aromatherapy. 

Located  in  the  heart  of  Mayfair,  the 
meticulously  restored  Claridge's  maintains  a 
unique  place  at  the  very  center  of  sophisti- 
cated London  life. 

With  a  version  of  windows  like  this,  surely 
Claridge's  must  be  considered  the  world's 
most  civilized  operating  environment. 


IK 

MMjf 


MAYFAIR,  LONDON 
AND  NOWHERE  ELSE  IN  THE  WORLD. 


THE  SAVOY 


THE  LYGON  ARMS 


Members  of 

cIh^JeadinfHotels  of tMWorld 


For  reservations,  coll  800-63-SAVOY,  800-223-6800 
or  your  travel  agent. 


Home  Depot  wants  to  dominate  the  Midwest  market. 
John  Menard  isn't  rolling  over. 

Tough  guy 
billionaire 


seemingly  sw  eet  deal  to  companies  it 
claims  have  wrongly  classified  work- 
ers aS  independent  contractors: 
Reclassify  them  now  and  pay  no 
penalties.  The  IRS  doesn't  like  inde- 
pendent contractors  because  they 
don't  have  taxes  withheld  and 
allegedly  cheat  more  on  their  taxes. 

"Settling  with  the  IRS  can  come 
around  and  bite  you,"  warns  Fred 
Oliphant,  a  benefits  expert  in  the 
Washington,  D.C.  office  of  Miller  & 
Chevalier.  An  IRS  settlement  doesn't 
prove  contractors  were  really 
common-law  employees.  But  it  can 
be  a  red  flag  to  hungry  lawyers.  An 
IRS  settlement  triggered  the  Microsoft 
case  seeking  retroactive  benefits. 

■  Don't  assume  "employee  leasing" 
or  "payrolling"  will  protect  you. 
After  the  IRS  challenged  Microsoft's 
use  of  "independent  contractors," 

Look  before  you  leap  from 
the  IRS  frying  pan  into  the 
trial  lawyers'  fire.  An  IRS 
settlement  can  be  a  red  flag 
to  hungry  lawyers. 

the  company  began  paying  some  of 
those  workers  through  outside 
agents — an  increasingly  common 
practice. 

But  last  year  a  federal  judge  in  Col- 
orado ruled  that  "leased"  employees 
at  U  S  West  can't  be  excluded  from 
its  pension  plan  if  they're  found  to  be 
its  common-law  emplovees,  no 
matter  what  the  U  S  West  plan  says. 
Corporate  lawyers  insist  that  the  deci- 
sion is  w  rong  and  will  be  overturned. 
But  for  now  it  can't  be  ignored. 

■  Never  underestimate  the  creativity 
of  the  trial  lawyers.  Gerald  Marks,  a 
Red  Bank,  N.J.  attorney,  has  been  fil- 
ing claims  on  behalf  of  salesmen  who 
buy  products  from  a  manufacturer  and 
then  distribute  them.  Marks  claims 
these  sales  reps  are  employees  due 
pension  benefits.  He  further  claims 
they  are  franchisees  due  damages.  On 
what  grounds?  The  "franchisor"  com- 
pany didn't  make  the  legallv  required 
disclosures.  Marks  savs  he's  alreadv 
extracted  some  settlements. 

"Heads  I  win,  tails  you  lose," 
chuckles  Marks.  On  what  grounds?  H 


By  James  Samuelson 

On  weekends  John  Menard  races  his 
studded-tire  1989  Mercury  Capri 
across  frozen  Wisconsin  lakes.  He 
says  that  as  the  speedometer 
approaches  110,  he  often  fantasizes 
about  running  down  Arthur  Blank 
and  Bernard  Marcus,  cofounders  of 
the  Home  Depot  building  supplies 
chain.  Menard  says  he  has  never  met 
Blank  or  Marcus,  but  in  language 


unsuited  to  a  family  magazine  he  tells 
Home  Depot  where  it  can  go,  and 
the  founders  what  they  can  do  to 
themselves. 

Is  John  Menard  paranoid?  Perhaps, 
but  that  doesn't  mean  Blank  and 
Marcus  aren't  out  to  get  him. 

Menard,  57,  is  founder  and  sole 
owner  of  S3.1  billion  (estimated 
sales)  Menard  Inc.,  a  chain  of  128 
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"You  get  a  luxury  look 
in  an  affordable  carl' 

Sue  Whitt 

Loyal  Ford  Owner 


"I'm  getting  a  lot  more  car  than 

what  I'm  writing  a  check  for. " 

Steve  Schlief 
Former  Acura  Owner 


"/ feel  like  I'm  getting  a 
safe,  solid,  valuable  ride." 

Dennis  Bryant 
Former  Import  Owner 


TALK  ABOUT 
HIGH  STANDARDS. 


STARTING  AT 

$18,545 


THE  BEST-SELLING  CAR  IN  AMERICA. 

FORD  TAURUS 


MORE  OF  WHAT  YOU  WANT 

»  STANDARD  V-6  ENGINE  •  STANDARD  AIR  CONDITIONING  •  STANDARD  AUTOMATIC 
rRANSMISSION  •  STANDARD  DUAL  AIR  BAGS"  •  STANDARD  POWER  WINDOWS  & 
vlIRRORS  •  SIX-PASSENGER  SEATING  •  www.ford.com       -97 Taurus gmsrp;LX shown w/pep2ioamsrp $23,870 

Tax,  title  extra.  "Always  wear  your  safety  belt. 


Ford 
Credit 


HAVE  YOU  DRIVEN  A  FORD  LATELY? 


home  improvement  stores  scattered 
around  9  Midwest  states.  Since  1995 
tty  Home  Depot  (estimated 
sales:  $19.4  billion)  has  been  steam- 
rolling  across  the  Midwest,  where  it 
has  opened  44  of  its  100,000-square- 
foot  superstores. 

The  casualties  are  piling  up.  Weeks 
after  Home  Depot  entered  the  Min- 
neapolis market  last  spring,  Kmart's 
Builders  Square  chain  closed  all  five 
of  its  Minneapolis  area  stores.  Chica- 
go-based Handy  Andy  liquidated  all 
74  of  its  Midwest  outlets  when 
Home  Depot  came  to  the  region. 
Small  hardware  stores  have  been 
dropping  like  flies. 

John  Menard  is  surviv- 
ing, and  thriving.  Home 
Depot  has  opened  outlets 
directly  across  the  street 
from  Menards  stores  in 
places  like  Coon  Rapids, 
Minn,  and  Tinley  Park,  111. 
But  despite  such  stiff  com- 
petition, Menard  has 
opened  35  new  stores 
since  the  Home  Depot 
onslaught  began.  Eau 
Claire,  Wis. -based  Menard 
Inc.'s  aftertax  profits 
climbed  15%  last  year,  to 
$93  million. 

John  Menard  started 
the  debt-free  chain  in 
1972,  at  the  onset  of  the 
do-it-yourself  boom,  and 
owns  it  outright.  He's 
worth  more  than  $1  bil- 
lion and  intends  to  stay 
that  way.  MM 

Menard  thinks  he  has 
found  a  weakness  in  Home  Depot's 
armor:  the  sheer  size  of  its  stores.  He 
believes  that  many  do-it-yourselfers, 
especially  the  weekenders,  feel 
pressed  for  time  and  are  put  off  by 
Home  Depot's  cavernous,  cement- 
floored  superstores,  where  the  mer- 
chandise is  stacked  high  in  the  air. 

By  contrast,  Menard  builds  his 
stores  to  feel  more  like  supermarkets. 
They  feature  shiny,  tiled  floors  and 
wide  aisles  with  all  the  goods  within 
easy  reach. 

But  while  Menard  makes  his  stores 
less  forbidding,  he  carries  the  same 
breadth  and  depth  of  merchandise  as 
Home  Depot,  some  50,000  products 
on  average  per  store.  He  manages 


this  trick  by  building  much  more 
warehousing  and  stockroom  space 
behind  each  Menards.  By  quickly 
restocking  items  as  they  are  sold, 
Menard  says  he  can  generate  impres- 
sive sales-per-square-foot  figures  with 
relatively  less  retail  shelf  space  than 
the  typical  Home  Depot  store. 

The  figures  seem  to  back  him  up. 
Despite  the  Home  Depot  onslaught, 
Menards'  sales  have  grown  to  $360 
per  square  foot.  At  Home  Depot's 
new  Midwest  stores,  sales  are  averag- 
ing around  $290  per  square  foot, 
15%  below  Home  Depot's  national 
average,  according  to  estimates  by 


A  supermarket-size  Menards  store  in  Eau  Claire,  Wis. 
Just  as  much  stuff  as  Home  Depot — and  cheaper. 


Jack  Seibald,  managing  director  of 
Blackford  Securities  Corp. 

While  giving  his  stores  a  softer  feel, 
Menard  undercuts  Home  Depot  on 
price.  It  may  only  be  by  a  penny  or 
two — $9.39  for  a  Kidde  fire  extin- 
guisher, say,  versus  $9.44  at  Home 
Depot — but  Menard  is  broadcasting 
the  message  that  he  will  not  be 
undersold.  lohn  Cashmore,  a  Min- 
neapolis-based marketing  consultant 
at  Market  Research  Associates, 
reports  that,  based  on  a  100-item 
basket  of  big-selling  goods  like  roof- 
ing shingles,  Menards  is  consistently 
cheaper  than  Home  Depot. 

Menards  is  barely  one-fifth  Home 
Depot's  size,  so  it  does  not  enjoy  the 


purchasing  discounts  its  Atlanta- 
based  rival  gets.  But  Menard  has 
managed  to  offset  this  disadvantage 
in  part  by  investing  $45  million  in  a 
state-of-the-art  manufacturing  facili- 
ty- in  Eau  Claire. 

Stuffed  with  computerized  cutting 
and  gluing  tools,  the  shop  produces 
Menards'  own  lines  of  steel  doors, 
Formica  countertops,  dog  houses  and 
picnic  tables  and  other  manufactured 
items  that  now  make  up  a  healthy 
portion  of  the  chain's  sales  and  prof- 
its. Example:  A  5 -foot  Formica  coun- 
tertop  that  costs  Menard  $30  to 
make  retails  for  $132.  This  in-house 
production  cuts  an  estimat- 
ed 10%  off  the  cost  of  going 
through  a  supplier. 

Home  Depot  promotes 
its  stores  with  fliers  and 
glitzy  television  ads. 
Menards  runs  TV  ads,  too, 
but  they're  folksy,  low- 
budget  commercials  filmed 
right  in  Menards'  flagship 
Eau  Claire  store.  The  spots 
feature  a  70-year-old  Ray 
Szmanda,  a  longtime 
Menards  employee  from 
Eau  Claire  who  simply  goes 
on  the  air  to  point  out 
Menards'  low  prices  on 
hammers  and  shower  cur- 
tains and  other  household 
gear  that  appeals  to  local 
do-it-yourselfers. 

The  subtle  message  here: 
Those  sharp  Home  Depot 
fellows  hail  from  far  away, 
whereas  John  Menard  is  a 
son  of  the  Midwest  and 
deserves  the  favor  of  the  Midwest's 
custom. 

Since  Home  Depot  first  entered 
the  Midwest  three  years  ago,  Menard 
has  opened  35  stores.  The  chain  now 
trails  only  Home  Depot  and  $7  bil- 
lion revenue  Lowe's  in  the  $140  bil- 
lion (retail  sales)  home  improvement 
industry.  John  Menard  doesn't  think 
he'll  close  the  gap  with  either  Home 
Depot  or  Lowe's,  but  he  says  he'll  be 
damned  if  he'll  give  Home  Depot — 
or  any  other  interloper— any  Midwest 
ground. 

"Their  [Home  Depot's]  success 
has  been  where  there's  no  real  com- 
petition," says  Menard,  assuring  this 
reporter  that  he  is  the  real  thing.  Bl 
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Marisol  Ferrer.  Your  R&D  superstar.  Truly  innovative.  Took  concept 
to  prototype  overnight.  Customers  wanted  it  months  ago. 


reathe." 


Your  brightest  and 
best  can't  perform  well  working 
alone  in  a  vacuum.  On  the  other  hand,  a  multi- 
functional team  approach  to  product  development 
may  not  be  enough  to  get  the  goods  out  to  your 
customers  -  when  they  need  them. 

So  how  do  you  breathe  new  life  into  new  prod- 
uct development?  With  Arthur  Andersen. 

No  other  business  advisors  have  greater  experi- 
ence or  savvy  with  the  industry's  trailblazing  tool:  the 
Global  Best  Practices1*1  knowledge  base.  Nothing  else 
comes  close.  Using  it,  Arthur  Andersen  professionals 
will  help  your  people  develop  insights  into  ways  to 
improve  their  processes. 


Arthur  Andersen  can  help  them 
break  out  of  the  old  traps  and  develop 
more  confidence,  greater  creative  freedom,  superstar 
performances  -  and  super  product  introductions. 
Find  out  more.  Call  1-800-640-8914  or  visit  our  Web 
site  at  http://www.arthurandersen.com/gbp. 

Global  Best  Practices5"1 

Putting  Insight  Into  Practice™ 


.Arthur 
Andersen 


©1996  Arthur  Andersen,  Andersen  Worldwide  SC.  All  rights  reserved. 


Announcing  Vision  Suite;  the  first  software  designed  to  replicate  your  AS/400'  data  to  mu 


Business 
Partner 

1 

tiple  sites  in  real  time.  With  Vision  Suite,  you  have  instantaneous  information  availat 
wherever  you  need  it,  for  up-to-the-second  data  and  high  systems  availability.  Yoi 


can  also  use  it  for  workload  balancing  and  unlimited  horizontal  growth,  linking  up  to  10,0( 


i 


f  X 


in  nature, 
perfect  replication 
is  extremely  rare. 

In  business  today, 
it's  essential. 


In  fact,  Vision  Suite  has  already  been  up  and  running  at  complex  sites  in  Fortune  500  companies 
nd  the  globe.  Most  important,  it's  from  the  world  leader  in  data  replication  and  propagation, 
M  premier  business  partner.  To  learn  more  about  how  perfect  replication  can  help  your 
less,  call  Philip  Marlowe  at  (800)  683-4667  or  e-mail  at  info@visionsolutions.com. 


VISION 


SOLUTIONS 


"1997  Vision  Solutions.  Inc  Vision  Suite  is  a  trademark  of  Vision  Solutions,  Inc  All  other  trademarks  are  the  properties  of  their  respective  owners. 


What's      igian  company  doing  generating 
elec       in  Vermont  by  burning  wood?  Reacting 
j  coming  deregulation  in  its  home  market. 

Counterattack 


By  Howard  Banks 

FOLLOWING  the  U.S.  lead,  the  Euro- 
peans are  about  to  subject  their  elec- 
tric and  natural  gas  monopolies  to 
competition.  The  British  are  in  the 
vanguard  and — no  surprise — the 
French  are  resisting.  But  by  2006,  at 
the  latest,  the  European  Union  will 
probably  have  deregulated  continen- 
tal energy  markets. 

Baron  Philippe  Bodson  is  vulnera- 
ble. He's  chief  executive  of  $11.2  bil- 
lion   (estimated    1996  revenues) 


Tractebel.  This  Brussels-based  utility 
produces  88%  of  Belgium's  electricity 
and  distributes  89%  of  its  natural  gas. 

Like  many  governments,  Belgium 
uses  Tractebel  as  a  tax  collector.  The 
company's  tax  burden  is  one  of  the 
highest  of  all  European  utilities.  Nev- 
ertheless, the  privately  owned 
Tractebel's  electricity  rates  for  indus- 
trial users  are  below  the  European 
average,  and  all  rates  have  risen  by 
less  than  inflation  for  years. 


Bodson's  concern  is  that,  come 
deregulation,  Tractebel  will  inevitably 
lose  at  least  some  home  market  share 
to  cheap  electricity  wheeled  in  from 
France  and  other  neighboring  coun- 
tries, which  have  surpluses.  Says 
Bodson:  "We  are  working  to  lose  as 
little  as  possible." 

How?  By  transforming  Tractebel 
back  into  the  global  company  it  once 
was.  From  the  1860s  until  the  early 
1900s,  Tractebel  built  streetcar  lines 
all  over  the  world.  Hence  its  name: 
"Tracte"  from  traction,  "bel"  from 
Belgium.  Bodson  isn't  getting  back 
into  streetcars,  but  he  is  acquiring 
and  building  lots  of  power  plants  out- 
side Belgium. 

Since  taking  Tractebel's  helm  in 
1989,  Bodson  has  acquired  or  built 
utilities  in  15  countries — Kazakhstan, 
Argentina,  Thailand,  Chile  and  the 
U.S.,  among  others.  This  has  added 
close  to  9,400  megawatts  of  generat- 
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SAVIN'S  GOING  TO  WIN  YOU  OVER 
ONE  DOCUMENT  AT  A  TIME. 


Business 
'documents  that  look 
like  you  mean  business.  Memos 
with  clear,  crisp  text.  Color  charts 
that  jump  off  the  page. 

At  Savin,  we  have  the  technology 
and  document  handling  solutions 
to  fit  your  needs.  Smart  solutions 
that  can  make  your  office  more 
efficient  and  make  your  documents 
stand  out  in  any  boardroom. 

Our  incredible  product  line 
is  one  of  the  most  complete  in  the 
industry.  From  our  high  speed, 
high  volume  copiers  that  deliver 
clear,  crisp  copies.  To  digital  multi- 
functional systems  that  enhance 
productivity.  To  digital  full  color 
imaging  systems  that  edit  and  print 
your  documents  from  hard  copy  or 
from  images  and  text  sent  directly 
from  your  PC.  And 
with  our 

superior  imaging  technology,  the  high  resolution  color  prints  are 
almost  indistinguishable  from  the  originals. 

To  get  the  kind  of  document  solutions  you  need,  backed  by 
the  kind  of  people  and  service  you  deserve,  choose  Savin. 

After  all,  we're  going  to  win  you  over.  No  matter  how 
many  memos,  charts  or  documents  it  takes. 


savin 

WE'RE  GOING  TO  WIN  YOU  OVER 


Westin 

HOTELS  8.  RESORTS' 

EIGHTEEN     WOR  L  O  VC  L  ASS     HOLES.     A     LESSON     WITH     THE     PRO.     NINE  MOR 
|       HOLES.      A      RELAXI  N  G      MASSAGE.      A      GOURMET      DINNER.      AND      A  MEETIN 
I  TH     A     FEATHER     P  11  LOW.     HE     OBVIOUSLY     DIED     AND     WENT     TO  WESTIN 


US  MAINLAND/ALASKA 

THE  WESTIN  ALYESKA  PRINCE,  ALASKA 
THE  BILTMORE  HOTEL,  CORAL  GABLES 
THE  WESTIN  RESORT. 
HILTON  HEAD  ISLAND 
WALT  DISNEY  WORLD  SWAN  &  DOLPHIN 
THE  WESTIN  MISSION  HILLS  RESORT, 
RANCHO  MIRAGE 
THE  WESTIN  LA  PALOMA,  TUCSON 
THE  WESTIN  RESORT,  MIAMI  BEACH 

HAWAII 

HAPUNA  BEACH  PRINCE  HOTEL 
MAUNAKEA  BEACH  HOTEL 
THE  WESTIN  MAUI 
MAUI  PRINCE  HOTEL  -  MAKENA  RESORT 
HAWAII  PRINCE  HOTEL  WAIKIKI 

THE  CARIBBEAN 

THE  WESTIN  CARAMBOLA 
BEACH  RESORT,  ST.  CROIX 
THE  WESTIN  RIO  MAR 
BEACH  RESORT,  PUERTO  RICO 
THE  WESTIN  CASUARINA  RESORT, 
GRAND  CAYMAN 
THE  WESTIN  RESORT,  ST.- JOHN 
(OPENING  FALL  1997) 

MEXICO  AND  CENTRAL  AMERICA 

LAS  BRISAS,  ACAPULCO 
THE  WESTIN  REGINA  RESORT,  CANCUN 
THE  WESTIN  BRISAS  RESORT,  IXTAPA 
THE  WESTIN  REGINA  RESORT. 

LOS  CABOS 
THE  WESTIN  REGINA  RESORT, 
PUERTO  VALLARTA 
CAESAR  PARK  BEACH  &  GOLF  RESORT, 
CANCUN 
CAMINO  REAL,  TIKAL 

ASIA  PACIFIC 

THE  WESTIN  RESORT,  MACAU 
CAESAR  PARK  HOTEL,  KENTING,  TAIWAN 
THE  WESTIN  CHOSUN  BEACH,  PUSAN 
THE  WESTIN  RESORT,  GUAM 

EUROPE  AND  AFRICA 

THE  WESTIN  DRAGONARA  RESORT, 
MALTA 
(OPEN  APRIL  1997) 
CAESAR  PARK  PENHA  LONGA 
GOLF  &  RESORT,  SINTRA,  PORTUGAL 


WESTIN 

HOTELS  &  RESORTS* 

Call  your  Travel  Agent  or 

1-800-WESTIN-1 

www.westin.com 


CHOOSE 
YOUR  TRAVEL 
PARTNER  WISELY.3" 


Tractebel's  new  Rosen  cogeneration  project  in  Northern  Italy 

The  limit  to  overseas  expansion  is  finding  more  top  project  managers. 


ing  capacity  outside  Belgium  to 
Tractebel's  13,200-megawatt  capaci- 
ty at  home.  "It's  a  matter  of  expand- 
ing as  much  as  we  can  abroad  to 
more  than  compensate  for  what  we 
might  lose  in  Belgium,"  Bodson 
explains.  Tractebel  is  a  tough  com- 
petitor for  Enron  Corp.  and  other 
U.S.  firms  that  are  busily  buying  and 
building  power  generating  assets 
around  the  globe.  Bodson  says  he'd 
expand  faster  overseas  if  he  could  find 
the  right  people  to  run  the  projects. 

At  least  one  of  Bodson's  foreign 
moves  was  inspired  by  game  theory. 
Last  year,  for  example,  Tractebel  paid 
$141  million  for  49%  of  Hungary's 
2,000-megawatt  Dunamenti  power 
station.  Bodson  figured  that  if  French 
utilities  threatened  to  dump  cheap 
power  into  Tractebel's  Belgian  mar- 
kets, Tractebel  could  retaliate  by 
wheeling  cheap  Dunamenti  juice  into 
France.  "Mutual  terror,"  says  Bodson 
of  his  strategy,  "just  like  the  nuclear 
rockets." 

Unfortunately,  his  rocket  exploded. 
The  Hungarian  government  of  semi- 
reformed  communists  pushed  up 
Tractebel's  fuel  costs  by  over  40%. 
Bodson  has  threatened  to  pull  out, 
but  his  game  plan  has  been  spoiled. 

Bodson's  best  hope  offending  off 
the  French  is  now  probably  Viscount 
Etienne  Davignon,  who  served  as  a 
commissioner  of  the  European  Union 
from  1977  to  1985.  Davignon  is 
chairman  of  Societe  Gencralc  de  Bel- 


gique,  Belgium's  largest  holding 
company.  SGB  recently  expanded  its 
ownership  of  Tractebel  from  40%  to 
64%  and  can  pull  strings  to  keep 
cheap  foreign  power  out  of  Belgium's 
markets. 

Despite  his  title  of  nobility, 
Bodson,  52,  is  from  a  middle-class 
background  and  received  his  title 
when  he  headed  the  Belgian  Indus- 
trial Federation  from  1987  to  1990. 
"Call  me  Philippe,"  Bodson  cheerful- 
ly bids  this  Forbes  reporter  in  his 
flawless  English. 

Bodson  will  need  all  his  down-to- 
earth  informality  and  prodigious 
energy  to  make  a  dent  in  the  U.S. 
market  for  electricity.  In  1995 
Bodson  paid  $206  million  for  crss 
Inc.,  the  Houston-based  independent 
power  producer.  The  acquisition 
boosted  Tractebel's  U.S.  generating 
capacity  to  more  than  760 
megawatts,  much  of  it  in  Vermont, 
where  Tractebel/CRSS  plants  burn 
sawdust  and  other  waste  from  local 
wood  mills.  "We  are  now  the  tenth- 
largest  independent  generator  in  the 
U.S.,"  says  Bodson. 

"We  are,"  he  adds,  "well  on  the 
way  to  meeting  the  only  forecast  I 
ever  made.  In  1993  I  said  that  40% 
[up  from  20%  today]  of  profits  will, 
by  the  year  2000,  come  from  activi- 
ties outside  electricity  generation  in 
Belgium.  That  requires  non-Belgian 
growth  rates  of  15%  to  16%  a  year. 
And  that  is  what  we  are  doing."  Bl 
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The  dinosaurs  are  on  th 


Where  once  lumbering  giants  ruled  the  w  orld  of  the  European  luxury-car  elite,  a  new  era  is  taking  shape.  Introducing 


A8  forever  alters  the  landscape  of  the  premium  luxury  car.  With  others  clinging,  desperately,  to  the  notion  that  the  only  tl 


on  earth:  Aluminum.  And  creates  the  most  uncommon  luxury  car  the  world  has  ever  seen.  Then,  to  the  consider 


solar-powered  fans,  for  example,  that  help  cool  the  car  when  it's  parked.  The  .Audi  A8:  Elegance  w  ithout  arrog; 


I 


Call  1-SOO-FOR-AUDI  for  more  about  the  Audi  A8  and  a  dealer  near  you  or  visit  us  at  http:  Swww.audi.com." 


oad  to  extinction.  Again 


.  Lighter,  stronger,  safer  and  nimbler  than  the  leviathans  it  supersedes,  the  V8  powered,  sports-car-quick 


iger  and  safer  than  steel  is  more  steel,  Audi  -  with  Alcoa,  our  partner  in  this  visionary  leap  -  takes  the  most  common  metal 


y  of  driving  a  full-sized,  five-adult  sedan  that  performs  like  no  other  on  earth,  Audi  adds  countless  others.  Available 


Hence  without  excess.  Class  without  mass.  Time,  in  other  words,  to  see  your  Audi  dealer. 


Audi 


ie  four  rings  emblem  are  registered  trademarks  and  "A8"  is  a  trademark  of  AUDI  AG.  ©1997  Audi  of  America,  Inc. 


NASA  says  private  investors,  not  taxpayers,  will  fund 
its  newest  manned  space  vehicle.  If  you  believe 
you  probably  think  little  green  men  inhabit  Mars. 

Free  launch? 

By  Peter  Spiegel 


National  Aeronautics  &  Space 
Administration  boss  Daniel  Goldin's 
office  is  cluttered  with  models:  space 
shuttles,  satellites,  supersonic  air- 
planes. But  the  one  he  picks  up  and 
tenderly  sets  on  his  coffee  table  is  the 
X-33,  a  bat-like  rocket  ship  that  looks 
like  a  Stealth  bomber  on  steroids. 
"Other  countries  are  doing  a  hell 


of  a  job,  but  no  one  has  anything  like 
this,"  gushes  Goldin.  He  claims 
NASA's  X-33  program  will  cut  the  cost 
of  delivering  a  pound  of  cargo  into 
space  by  a  factor  of  ten,  from 
S10,000  now  to  $1,000,  in  a  decade. 
Better  yet,  Goldin  promises  that,  if  all 
goes  as  planned,  private  investors — 
not  taxpayers — will  foot  most  of  the 


bill.  This  is  as  close  as  the  NASA  folks 
have  come  to  offering  taxpayers  a 
free  lunch. 

The  X-33  is  a  prototype  of  w  hat 
NASA  hopes  will  be  a  new,  reusable 
spacecraft  that  will  replace  the  aging 
space  shuttle  fleet.  NASA  needs  such 
a  vehicle  to  ferry  people  and  supplies 
between  Earth  and  the  space  station, 
the  first  stages  of  which  the  agency 
hopes  to  put  into  space  by  the  end 
of  the  year.  NASA  knows  it  can't  get 
|  additional  money  from  Congress  for 
|  a  new  ship.  Hence  Goldin's  promise 
5  to  tap  the  private  capital  markets, 
x      The  X-33  is  being  built  as  part  of  a 
5  partnership  between  NASA  and  lx>ck- 
heed  Martin,  whose  design,  called 
VentureStar,  beat  out  McDonnell 
Douglas  and  Rockwell  International 
for  the  ambitious  program  last  July. 
nasa  will  put  up  $941  million  in 
development  costs  over  a  three-year 
period;  Lockheed  Martin  and  its 
industry  partners  will  kick  in  an  addi- 
tional $220  million. 

Once  the  X-33  is  completed  and 
tested  by  the  end  of  1999,  private 
investors  will  be  invited  to  finance  the 
development  of  a  fleet  of  three  full- 
scale  VentureStar  spaceships,  at  an 
estimated  price  of  $4  billion  to  $6  bil- 
lion. Customers,  including  NASA,  will 
buy  rides  on  the  ships,  which  will 
carry  commercial  satellites  as  well  as 
NASA  payloads  and  possibly  personnel. 

"WTien  we  retire  the  [X-33  proto- 
type development]  risk  enough,  the 
government  is  out  of  it  [Ven- 
tureStar]," Goldin  insists.  "The  U.S. 
taxpayer  doesn't  have  to  pay  for  it." 

However,  a  lot  of  people  in  the 
aerospace  business  doubt  that  Ven- 
tureStar will  fly  without  huge  gov- 
ernment subsidies.  "I  don't  know 
anybody  who  has  been  around  the 
space  program  for  any  time  who 
believes  it,"  scoffs  Alex  Roland,  chair- 
man of  the  history  department  at 
Duke  University  who  served  from 
1973  to  1981  as  one  of  NASA's  in- 
house  historians. 

Here's  the  problem.  As  Goldin 
pitches  the  program,  VentureStar 
must  serve  two  mutually  exclusive 
ends:  It  must  be  cheap  enough  to 
make  a  profit  carting  up  satellites,  and 
it  must  be  safe  enough  for  human 
travel. 

Good  luck.  Currently,  the  cheapest 
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FRANKLIN  INCOME  FUND 


Plan  For  Income  Today  And 
Growth  For  Tomorrow 


■  Many  people  think  of  investments 
as  either  income-oriented  or  growth- 
oriented.  Franklin  Income  Fund 
is  designed  to  provide  you  with  both. 
The  fund  has  paid  dividends  without 
interruption  for  the  past  47  years.  Of 
course,  past  performance  does  not 
guarantee  future  results. 

■  With  its  diversified  portfolio  of 
stocks  and  bonds,  the  Franklin  Income 
Fund  seeks  to  provide  you  with: 

High  Current  Income' 
Long-Term  Growth 
Professional  Management 

■  Call  your  investment  representative 
or  Franklin  today  for  a  free  brochure. 


High  yields  reflect  the  higher  credit  risks  associated  with  certain 
lower-rated  securities  in  the  fund's  portfolio  and,  in  some  cases,  the 
lower  market  prices  for  these  instruments. 
Franklin  Templeton  Distributors,  Inc. 


J 


CALL  TOLL  FREE  1 -888-FRANKLIN  EXT.  F268 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Franklin  Income  Fund,  including  sales  charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 
□  I  am  currently  a  Franklin  shareholder. 
Name 
Address 


City/State/Zip 


Daytime  Phone 


F  K  k  N  K  1 1  W 

77  7  Mariners  Island  Boulevard 

  San  Mateo,  CA  94404-  1  •>  S  S 

A    Member    of   the   $178    Billion    Franklin    Templeton  Group 


way  of  getting  satellites  into  space  is 
to  build  expendable  launchers  that 
are  reliable  about  95%  of  the  time; 
the  other  5%  is  factored  into  the 
commercial  launch  pricing. 

But  while  a  rocket  that  blows  up 
once  every  20  times  is  good  enough 
for  the  commercial  payload  insurance 
companies,  it  is  completely  inade- 
quate for  carrying  humans  into  space. 
Getting  a  spaceship  reliable  enough 
for  manned  flight  increases  costs 
substantially. 

To  many  in  the  aerospace  commu- 
nity, the  total  program  cost  of  $4  bil- 
lion to  $6  billion  NASA  has  estimated 
to  develop  the  VentureStar  ships 
stretches  credulity.  Some  estimates 
put  the  number  as  high  as  $20  bil- 
lion. "You  tell  me,"  says  Thomas 
(T.K.)  Mattingly,  the  former  Apollo 
and  space  shuttle  astronaut  who  is 
heading  Lockheed  Martin's  X-33 
team.  "I  can  get  you  any  number  you 
like." 

Further  muddying  the  program's 
future  is  this:  Many  of  the  most 
important  features  on  the  X-33/Ven- 
tureStar  ship — like  its  revolutionary 
"aerospike"  engine  and  thermal  pro- 
tection skin — remain  unproven.  In 
picking  Lockheed  Martin's  design, 
NASA  passed  on  more  conservative, 
tested  technologies  developed  by 


both  Rockwell  and  McDonnell  Dou- 
glas. "The  trouble  is,  you  need  to  do 
these  things  in  an  evolutionary  way," 
says  Radford  Byerly,  former  chief  of 
staff  of  the  House  Science  Commit- 
tee. The  X-33  program,  he  adds,  "is 
a  good  example  of  trying  to  go  from 
zero  to  infinity  in  one  step." 

If  it  gets  built,  VentureStar  will  lace 
tough  competition  in  the  launch 
market.  For  low-Earth-orbit  satellites 
alone,  there  will  be  14  launch  vehicles 
competing  by  1999,  all  putting  pres- 
sure on  prices.  Even  the  Air  Force  is 
getting  into  the  act,  holding  a  com- 
petition for  a  new  generation  of 
expendable  rockets  that  could  cut 
launch  costs  in  half. 

Roger  Threlfall,  an  aerospace  ana- 
lyst at  J. P.  Morgan,  thinks  launch 
quotes  from  some  of  the  future  com- 
petitors' expendable  rockets  or 
reusable  space  vehicles  "might  be  in 
the  same  ballpark"  as  VentureStar's 
projected  launch  rates. 

The  multibillion-dollar  question, 
then,  is  this:  What  happens  if  the  X- 
33  program  is  completed  in  1999, 
but  private  investors  get  cold  feet  and 
decline  to  finance  the  construction  of 
any  full-scale  VentureStar  ships — leav- 
ing NASA  without  a  replacement  for 
the  shuttle? 

NASA  could  avoid  the  whole  prob- 


lem by  concentrating  on  making  the 
existing  space  shuttle  fleet  more  effi- 
cient, developing  a  scaled-back  rocket 
for  humans,  and  leaving  unmanned 
commercial  launches  to  the  private 
sector.  But  Duke  University's  Roland 
figures  NASA  will  push  on  its  Ven- 
tureStar public/private  partnership 
program,  and  lean  on  the  taxpayers 
for  money  if  the  private  financing 
doesn't  come  through. 

"NASA  will  get  committed  [to  Ven- 
tureStar], and  then  they'll  have  to  put 
in  the  money  to  bail  the  program  out 
when  the  development  doesn't  come 
across,"  Roland  predicts.  "In  my 
mind,  it's  a  rather  cynical  ploy  by 
NASA." 

Goldin  insists  NASA  won't  go  down 
the  ownership  road,  but  Lockheed 
Martin's  T.K.  Mattingly  considers 
this  a  possible  outcome.  "If  it  [Ven- 
tureStar] doesn't  serve  the  commer- 
cial world  that  well  but  is  still  more 
cost-effective  than  maintaining  the 
[space]  shuttle  fleet  for  another  20 
years,  the  government  might  decide 
if  you  can't  make  it  on  a  commercial 
basis,  we'll  just  buy  one  of  these 
[spacecraft]  from  you." 

It  looks  as  if  taxpayers  will  once 
again  discover  that  where  NASA's  con- 
cerned, there's  no  such  thing  as  a  free 
launch.  WB 
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Everybody  knows  network  computing  is  hot. 


Industry  analysts  know  that  Tivoli  Systems  is  red  hot. 


Tivoli  customers  know  that  Tivoli  software  can  dramatically  reduce 
the  cost  of  managing  network  computing.  Now  that's  wicked  hot. 


You  know  that  network 
computing  technologies  such  as 
client/server,  intranets  and  Java 
are  revolutionizing  the  world  of 
corporate  computing.  Which  is 
why  Tivoli's  TME  10™  manage- 
ment solution  is,  well,  hotter 
than  a  chili  pepper  in  Texas,  our 
home  state.  It's  the  software  that 
manages  network  computing. 

With  IBM  behind  us,  Tivoli 
had  a  record  year  in  1996  and 
an  explosive  4th  quarter.  In  the 
Americas.  Europe.  Everywhere. 
TME  10  sales  in  December 
alone  exceeded  Tivoli's  total 
revenue  for  the  previous  year. 


Which  makes  Tivoli  one  of  the 
most  dramatic  growth  stories  in 
the  entire  software  industry. 
Ever. 

Is  it  because  Tivoli  provides 
the  best  technology  for  man- 
aging networks,  systems  and 
applications  across  all  major 
computing  platforms  —  MVS," 
UNIX,  Windows  NT,  NetWare, 
Windows  and  others  —  from 
data  center  to  the  desktop? 

Is  it  because  Tivoli  has 
literally  built  an  industry 
around  TME  10  —  allowing 
customers  to  choose  compatible 
products  from  more  than  350 


leading  vendors  in  our  10/Plus 
Association? 

Or  is  it  because  the 
resources  of  IBM  allow  us  to 
deliver  our  unique  management 
solution  worldwide,  with  unpar- 
alleled service  and  support? 

Answer:  It's  all  of  the 
above  —  and  more! 

In  1997,  as  more  and  more 
companies  around  the  globe 
embrace  TME  10,  look  for  Tivoli 
to  get  hotter  -  and  knock  the 
competition  cold.  To  find  out 
why  Tivoli  is  hotter  than  a  billy 
goat  in  a  pepper  patch,  visit  our 
Website  at  www.tivoli.com. 


Managing  Network  Computing.  The  Smart  Way. 


Tivoli  and  TME  10  are  trademarks  of  Tivoli  Systems,  Inc.  IBM  is  a  registered  trademark  of  International  Busmen  Machines  Corporation.  UNIX  is  a  registered  trademark  in 
the  United  Stares  and  other  countries,  licensed  exclusively  through  X/Open  Company  l  imited.  Windows  and  Windows  NT  are  registered  trademarks  or  trademarks  of  Microsoft  Corp. 
All  other  company  and/or  product  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  ©  1997  Tivoli  Systems,  Inc. 


Having  problems  with  long  distance  directory  assistance? 

You  got  caught  in  the  crossfire  of  yet  another  phone  company  battle. 

Directory  unassistance 

By  Damon  Darlin 


cii  i  riNG  wrong  i  [stings,  discon- 
nected numbers  <>i  nothing  ai  .ill 
happens  .< 101  these  days.  Yet  another 
chapter  in  the  continuing  battle 
among  the  phone  Cioliaths  and  small 
cr — but  ferocious — competitors. 

[f you're  an  vr&i  longdistance 
customer  and  you  dial  directory  assis 
tance,  yon  usually  aren't  getting 
AT&T  operators.  Von  rarely  did.  The 

calls  were  routed  to  a  local  Hell  opet 

ating  company,  such  as  US  West  or 
Mynex.  Hut  now  \t&t  wants  to  sell 

local  service,  just  as  th<  regional  Hells 

are  encroaching  on  \i  \  r's  long  dis 

tance  territory.  That  would  mean  a 
illicit  competitor  would  be  handling 

VT&  r's  directory  assistance  service. 
Rather  than  "Thank  von  for  using 
AT&  r,"  von  might  He  thanked  lor 
using  Southwestern  Hell  or  Pacific 


Telesis.  Not  a  sillv  concern  w  hen  you 
realize  thai  1.5  billion  longdistance 
directory  assistance  calls  are  made 
each  year,  That's  3  billion  possible 
impressions  for  a  long  distance  carri 
er's  brand  name  with  an  \le<  I  spun 

klc  lone  at  the  beginning  and  anoth 
er  identification  at  the  sign  oil. 

Worse,  directing  a  directory  assis 
tance  call  to  a  local  Bell  company  is 
putting  good  money  in  a  competi 
tor's  pocket,  anywhere  from  23  cents 
pei  ( all  to  around  r>()  v. cuts,  depend 
ing  on  local  regulations. 

Entd  the  independent  wholesale! 

of  director)  assistance,  The  odds  are 
pretty  good  nowadays  that  if  you  are 
calling  from  Maine  for  a  number  in 
Oregon,  you  are  reaching  a  directory 
assistance  operator  in  Phoenix  work 
in;\  loi  ,m  upstai  1  >. 1 impan)  >.  ailed 


Excell  Agent  Services.  Daniel  1. 
F.vanolf  and  Daniel  Pence,  two 
former  Sprint  Communications  exec 
mixes,  started  the  company  three 
years  ago  Toda\  then  .s,.s()() 
'"agents"  handle  a  quarter  of  all  the 
nation's  long  distance  directory  assis 
lance  calls  from  three  centers  m 
Phoenix  and  a  new  one  in  Florida. 

Excell  computers  thank  the  caller 
on  behalf  of  whichever  longdistance 
company  directs  the  call  to  them. 
ExccD  charges  the  long  distance  car 
tiers  far  less  for  us  directory  assistance 
services  than  the  Hells  do.  Kxccll  can 
afford  to  underprice.  It  pays  its 
employees  roughly  half  of  the  $15  an 
hour  unionized  regional  Hells  p.n 

Baby  Hells  lose  more  than  $100 
million  a  year  in  revenue  to  closely 
held  Excell.  "Directory  assistance  is 


NO 
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not  a  |  Bell  company's]  top  priority," 
says  Evanoff,  50.  "You  don't  get  to 
be  president  of  a  regional  Bel]  by  run 
ning  a  call-services  center."  Officials 
at  several  regional  Bells  acknowledge 
that  because  directory  assistance  was 
never  a  profit  center,  the  corporations 
invested  relatively  little  moncv  there. 

By  contrast,  Kvanoff  has  invested 
heavily  in  making  Excell's  service  reli- 
able, with  backup  power  suppliers 
and  phone  cables,  and  a  well  tested 
diesel  generator  out  back.  Excel] 
operators  are  armed  with  $8,000  per- 
sonal computer  workstations  that  can 
call  up  listings  stored  on  a  mainframe 
computer  in  less  than  a  second. 

Reliable  service?  Alas,  no.  Just  try 
to  get  the  number  for  my  office  in 
Los  Angeles.  As  a  test,  I  dialed  long 
distance  directory  assistance,  area 
code  310  plus  555-1212,  and  asked 
for  h'ORBKS1  West  Coast  bureau.  The 
recorded  voice  read  me  an  unfamiliar 
number  in  the  213  area  code,  not  the 
310  area  code  w  here  our  office  is.  It 


w as  ,i  disc ( mncctcd  number. 

On  a  second  call  to  directory  assis- 
tance, I  w  as  told  there  is  no  FORBES 
office  in  I  os  Angeles.  On  a  thud  call: 
no  FORBES  in  the  310  area  code. 
Each  attempt,  by  the  way,  triggered  a 
95-ccnt  charge. 

Whv  do  Excell's  operators  give  out 

'^Directory  assistance  isn't  a 
big  priority.  You  don't  get  to 
be  president  of  a  Bell  by  run- 
ning a  call-services  center." 

so  many  w  rong  numbers?  Evanoff 
blames  the  irritating  errors  on  the 
databases  Excel]  uses.  It  constructs  us 
database  of  120  million  listings  by 
scanning  in  new  ly  published  phone 
books — three  months  out  of  date  the 
moment  they're  published — and 
compiling  data  from  credit  card 
applications,  utilities  billing  records, 


newspaper  subscriptions  and  mort 
gage  records.  Excel!  is  hostage  to 

such  imperfect  information  because 

most  Baby  Bells  either  refuse  to  sell 
their  listings  or  demand  extravagant 
prices.  The  Federal  Communications 
Commission  ruled  that  the  lists  must 
be  offered  lor  sale,  but  some  region 
al  Bells  are  lighting  the  ruling. 

Some  of  the  regional  Bells  are 

probably  trying  to  delay  things  as 

long  as  possible  to  keep  competitors 

like  Excel]  at  a  disadvantage,  US  West 

has  been  consolidating,  call  centers 
and  asking  its  unions  lor  a  lower 
wage  lor  entry  level  operators. 
Ameritec  h  offers  nationwide  directo 
ry  assistance  to  its  customers  in 
Chicago  and  Detroit.  "Directory 
assistance  is  going  to  be  a  profil 
center,"  savs  Michael  EiollODOW, 
directory  assistance  product  manager 
for  Ameritech. 
( lompetition  ultimately  is  going,  to 

sort  this  out.  Meantime,  sieel  yourself 
lor  a  lot  of  w  rong  numbers.  MM 


Passing  the  first 
CFA  exam  is  a  goal 
achieved  by  only 
half  the  candidates 


yet  the  number 
of  applicants  is 
continually  growing. 


at  motivates  over  $3,000  investment  professionals  I  mm  d()  different  countries 
to  tackle  three  of  the  toughest  tests  in  the  world?   I  lie  pursuit  of  excellence.  I'.ven 
though  only  about  half  the  candidates  pass  the  first  exam,  theie  is  an  evet  growing 
numlxT  of  eager  applicants  waiting,  to  try  for  the  prestigious  ( ',I;A'  charter.  The 
(  'bartered  financial  Analyst  designation  is  coveted  to  that  degree.  The  Association 
for  Investment  Management  and  Research  -  AIMR  -  sponsors  the  (  charter, 
plus  continuing  investment  education  programs  and  ongoing,  advocat  y  initiative  s. 
All  designed  to  a<  hieve  higher  standards  foi  <  1  A  c  harierholders,  their  employers  and 
their  clients,  l-800-247-8132orwww.aimr.org  ^-zr-s*^ 

^Saimr 


SETTING  A  HIGHER  STANDARD 


Where  Mutual  Fund  Investors  Can  Go  Wrong 


'These  holdings  may  not  be  representative  of  the  Funds'  current  or  future  investments.  This  information  should  not  be  considered  a  recommendation  to  purchase  or  sell  a  particular  security 


Where  Mutual  Fund  Investors  Can  Go  Right 


Introducing 
OneSource  Portfolios. 

iy  invest  in  mutual  funds  on  your  own  when  you  can  turn  to  Schwab  for  a  comprehensive  approach  to  the  process? 


.LOCATION    STRATEGIES    DESIGNED    TO    MEET    YOUR  REQUIREMENTS. 

OneSource  Portfolios  come  in  several  varieties,  including  Balanced  Allocation  and 
Growth  Allocation.  Choose  the  one  that  best  meets  your  objectives,  time  horizon 
and  tolerance  for  nsk.  You'll  enjoy  portfolio  diversification  from  a  single  investment. 

RIGOROUS    METHODOLOGY    THAT    PINPOINTS    APPROPRIATE  FUNDS. 

Using  market  research,  histoncal  performance  measures  and  more,  the  investment 
managers  construct  portfolios  with  funds  chosen  from  Schwab's  Mutual  Fund 
OneSource*  service,  including  such  fund  families  as  Janus,  Strong  and  many  more. 

:tive  portfolio  management:  a  critical  part  of  the  process. 


ML 


jg  OneSource  Portfolios  are  managed  on  an  active,  ongoing  basis.  As  market  conditions 

F 

change,  the  investment  managers  may  change  the  funds  in  the  portfolios  or 


adjust  the  allocation  mix  between  stock,  bond  and  money  market  funds. 


ALL     TODAY     FOR     YOUR     FREE     INVESTOR  KlT. 

k    --CV     =3  m    Or  visit  one  of  our  240  branches  nationwide  and  meet  with  a  Schwab  representative. 

§     A  free  prospectus  containing  more  complete  information,  including  management  fees  and 
"    '  ^§       other  expenses,  is  available  through  Schwab.  Review  it  carefully  before  investing. 


1-800-540-7276 


OneSource  Portfolios 

Top  five  holdings 
by  percent  of  total  investment 
as  of  12/31/96* 


Balanced  Allocation 

•  Kemper  Diversified 
Income  Class  A  .  .  .  .  6.88% 

•  Strong  Advantage .  .  .  6.01% 

•  Hotchkis  &  Wiley 

Low  Duration  5.59% 

•  Baron  Asset  4.05% 

•  Janus  Balanced  3.99% 

Growth  Allocation 

•  Baron  Asset  5.06% 

•  Hotchkis  &  Wiley 
International  5.05% 

•  Strong  Schafer 

Value  4.96% 

•  Kemper-Dreman 

High  Return/A  4.87% 

•  Franklin  Strategy 
California  Growth  .  .  4.65% 


OneSource 


I  ^  K  I  I  M    s  .    1 I  \\  \  K  | 
ONESOURCE  ONLINE 

Analyze  and  compare  thousands 
of  mutual  funds  online. 


j  holdings  may  change  at  any  lime.  ©1997  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (2/97) 


Charles  Schwab 


r      to  the  future 


BY  ROBERT  H.  NELSON 


In  his  SECOND  inaugural  address,  President 
Clinton  tried  to  set  the  stage  for  the  21st  cen- 
tury by  reciting  the  lessons  of  the  20th.  His 
rhetorie,  unsullied  by  specifies,  was  in  fact  a 
call  for  a  return  to  old  and  discredited  ideas. 
But  Clinton  did  get  one  thing  right:  The  Pro- 
gressive era  at  the  beginning  of  the  century 
defined  the  course  of  the  rest  of  the  century. 
The  old  Progressives  rethought  the  basic  role 
of  government  in  American  life  and  sought  to 
greatly  enlarge  it. 

In  the  process  they  provided  the  intellectual 
foundation  for  the  20th-century  American 
welfare  and  regulatory  state. 

That  welfare  state  is  grounded  in  the  old 
progressive  ideal  of  the  "scientific  manage- 
ment" of  society.  This  was  the  very  American 
version  of  a  set  of  ideas  that  took  the  form  of 
socialism  in  Europe.  Both  groups  espoused 
the  idea  that  engineers,  economists  and  other 
"•experts"  could  run  society  better  than  Adam 
Smith's  invisible  hand  could. 

Where  the  Clinton  speech  failed  was  in  not 
drawing  the  real  lessons  of  the  Progressive 
experience.  What  he  should  have  said — 
although  of  course  it  was  not  in  his  character 

If  Clinton  seems  to  lack  principles, 
so  what?  Baby  boomers  no  longer 
expect  government  to  set  the  moral 
tone  for  the  nation. 

or  politically  practical  to  do  so — was  some- 
thing like  the  following: 

The  government  regulatory  and  other  pro- 
grams built  over  the  course  of  the  20th  centu- 
ry have  failed  to  realize  the  ideals  of  scientific 
management.  The  world  has  proved  less  ratio- 
nal than  many  people  thought  it  was.  Religion 
turned  out  to  be  more  important.  Life  is  more 
complicated  than  the  old  Socialists  and  Pro- 
gressives diought  it  was. 

At  the  end  of  the  20th  century,  we  are  stuck 
w  ith  the  problem  of  cleaning  up  a  lot  of  the 
messes  created  by  their  simple  faith  in  rational 
planning  and  design.  Unfortunately,  it  is 
going  to  be  much  harder  to  clean  up  the 
messes  than  it  was  to  create  them.  Many 
people  have  become  economically  and  emo- 
tionally dependent  on  the  failed  programs  cre- 
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ated  in  the  name  of  scientific  management. 
They  think  their  w  hole  life  is  at  stake,  and 
fight  accordingly  w  henever  anyone  challenges 
these  programs. 

This  is  a  particular  problem  for  the  Demo- 
cratic Party  because  the  one  thing  that  is 
holding  it  together  is  its  appeal  to  groups  of 
people  w  ho  depend  on  government  for  their 
way  of  life.  Other  than  this,  Democrats  have 
no  real  core  of  conviction  about  w  here  the 
country  should  be  headed. 

That  is  where  Clinton's  speech  missed  the 
real  point.  He  and  his  party  are  not  leading  us 
into  the  21st  century.  They  are  stuck  in  the 
early  and  mid-20th  century.  The  baby  boom 
generation,  having  seen  the  consequences  of 
Progressivism,  can  also  see  more  clearly  its 
failures.  They  know  that  the  Progressive 
"gospel  of  efficiency"  cannot  create  an  ideal 
society.  Among  other  reactions,  there  has 
been  a  turn  among  the  baby  boom  generation 
away  from  the  secular  world  and  tow  ard  fun- 
damentalist and  evangelical  faiths. 

Not  all  or  even  a  majority  of  baby  boomers 
are  into  religion  but  most  of  them  are  still 
looking  and  questioning.  They  do  not  expect 
government  to  have  much  to  do  with  the 
answers.  They  know  instinctively  that  real 
values  are  homegrown,  derived  from  families, 
churches,  neighborhoods  and  communities. 
They  are  not  imposed  from  above.  One  of  the 
great  failings  of  the  Progressives  rose  from 
their  addiction  to  the  use  of  government 
power  to  try  to  impose  one  uniform  set  of 
national  policies  and  beliefs.  By  contrast,  there 
is  a  strong  libertarian  streak  in  the  baby 
boomer  generation. 

Clinton's  easy  victory  in  1996,  despite  the 
much-publicized  sleaze  in  his  personal  life  and 
Administration,  was  also  a  kind  of  repudiation 
of  big  government.  If  he  seems  to  lack  princi- 
ples, so  what?  The  baby  boomers  no  longer 
expect  government  to  set  the  moral  tone  for 
the  nation.  Reelecting  Clinton  was  actually 
one  way  of  saving  that  government  is  not 
really  all  that  serious. 

Clinton's  speech  recognized  none  of  this. 
Nor  could  it:  His  party  represents  the  old 
order.  In  a  sense  Clinton  is  a  conservative 
while  some  of  his  opponents  on  the  so-called 
right  are  the  true  spokespeople  for  changing 
the  status  quo. 

Clinton  is  a  transitional  figure,  perhaps 
appropriate  for  the  last  President  of  the  centu- 
ry. To  be  a  great  President,  to  be  the  definer 
of  a  new  gov  erning  vision,  as  Theodore  Roo- 
sevelt w  as  in  the  Progressive  era,  requires  get- 
ting out  in  front  of  the  w  ave.  Clinton's  accep- 
tance speech  was  a  thin  call  for  a  return  to  the 
tailed  ideas  of  the  20th  century.  ■ 
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How  do  12  million  people 
get  going  every  morning? 


http://www.southernco.com 
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Whether  it's  tea  in  England  or  coffee  in  the  U.S.  we're  probably  the  company  that  makes  it 

happen.  Because  we're  America's  largest  generator  of  low  cost  electricity  and  we're  expanding. 

So  from  Bristol  to  Biloxi,  our  customers  can  look  forward  to  a  bill  that's  easier  to  swallow.  a  . 
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Can  you  build  a  strong  business  on  religious  precepts? 

Paul  and  Terry  Klaassen  have. 

Compassion  pays 


Residents  and  guests  at  a  Sunrise  Assisted  Living  facility  in  Fairfax,  Va. 

Victorian  mansions— not  box-like  institutions— are  the  model  for  Sunrise  homes. 


By  Kerry  A.  Dolan 

"Pure  religion  and  undefiled  before 
God  and  the  Father  is  this,  To  visit 
the  fatherless  and  widows  in  their 
affliction  .  .  ."  James  1:27 

Ask  Paul  Klaassen  what  motivated 
him  and  his  wife,  Terry,  to  start  a 
chain  of  old-age  homes  and  he  cites 
James  1:27.  With  a  curious  combina- 
tion of  religious  idealism  and  busi- 
ness pragmatism,  the  Klaassens  have 
built  one  of  the  nation's  largest  so- 
called  assisted  living  companies,  with 
38  old-age  residences  in  11  states. 
For  the  year  just  ended,  Sunrise 
Assisted  Living,  Inc.  is  expected  to 
report  an  operating  profit  of  $6.7 
million  on  revenues  of  $47  million. 

Unlike  nursing  homes,  assisted  liv- 
ing facilities  don't  offer  heavy-duty 
medical  care.  What  they  do  provide 
is  room  and  board  for  the  old  and 
frail,  help  with  tasks  like  bathing  and 
dressing,  some  nursing  care  and  the 
opportunity  for  residents  to  learn 
ballroom  dancing  or  play  gin  rummy 
with  fellow  boarders. 

An  intense  39 -year-old  evangelical 
Christian,  Klaassen  tries  to  infuse 
every  management  decision  at 
Sunrise  Assisted  Living  with  a 
healthy  dose  of  God.  "Our  faith  has 
been  the  biggest  factor  in  shaping 
our  operating  philosophy,"  he 
declares.  Printed  on  the  back  of  the 
Klaassens'  business  cards  are  their 
principles  of  service,  which  include 
"nurturing  the  spirit"  and  "preserv- 
ing dignity." 

With  the  number  of  Americans 
age  85  and  older  projected  to 
increase  from  3.7  million  last  year  to 
6  million  in  2010,  the  assisted-living 
concept  is  hot.  Last  year  the  industry 
generated  $12  billion  in  revenues; 
it's  expected  to  grow  by  almost  20% 
a  year  for  the  next  three  to  five  years. 

No  surprise,  then,  that  in  the  last 
two  years  13  assisted  living  compa- 
nies— including  Fairfax,  Va. -based 


Sunrise — have  gone  public,  raising 
more  than  $500  million  on  Wall 
Street.  Despite  the  heated  competi- 
tion, though,  Sunrise  stands  out. 

One  of  the  keys  to  its  success, 
however,  is  not  particularly 
Christian:  The  Klaassens  target  the 
high  end  of  the  market  for  their  car- 
ing treatment. 

Sunrise  residences  are  located  in 
tony  suburbs  like  Fairfax,  Va., 
Annapolis,  Md.  and  Mercer  Island, 


Wash.  The  average  Sunrise  boarder 
pays  $83  a  day,  compared  with  $62  a 
day  at  a  cheaper  chain  like  Assisted 
Living  Concepts.  All  of  Sunrise's  res- 
idents are  private  pay;  that  means 
there's  no  hassling  for  Medicaid 
reimbursements. 

This,  they  well  understand,  is  not 
a  particularly  price-sensitive  market. 
Ask  yourself:  Would  you  cheap  out  if 
you  were  affluent  and  looking  for  a 
home  for  your  mother?  Most  resi- 
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Introducing  The  World  s  Most 
Rewarding  Night's  Sleep. 


Hilton  More  Miles  Worldwide 


•  Now 


staying  at  Hilton  is  even  more  rewarding.  Sign  up  for  Hilton  More  Miles  Worldwide5"  by  April  1, 1997 
and  earn  up  to  3,000  more  airline  miles  after  your  fifth  qualifying  stay,  and  up  to  another  3,000  after 
your  tenth  with  your  choice  of  most  major  airline  programs*  That's  on  top  of  the  500  miles  you  earn  for 
every  business  rate  stay  at  any  of  nearly  400  Hilton  hotels  worldwide.  And,  if  you're  a  member  of  Hilton 
HHonors'"  Worldwide,  you  can  also  Double  Dip®  to  earn  HHonors  points  for  the  same  qualifying  stay. 
No  other  hotel  program  gives  you  more.  Pick  up  a  Hilton  More  Miles  registration  form  at  your  nearest 
participating  hotel.  For  reservations,  call  your  professional  travel  agent.  Or,  for  reservations  and  details 
on  how  to  sign  up  for  More  Miles,  visit  HiltonNet  at  http://www.hilton.com  or  call  1-800-HILTONS. 

*  Earnings  amounts  may  vary  with  some  airline  partners.  See  a  Hilton  More  Miles  Worldwide  registration  form  for  details.  Hilton  More  Miles  Worldwide  is  sub- 
ject to  normal  mileage-earning  rules-see  your  airline  program  or  HHonors  Terms  and  Conditions  for  rate  and  other  restrictions.  All  registration  entries  must  be 
received  by  April  1, 1997.  More  Miles  earnings  apply  to  stays  between  February  1  and  December  31 , 1997.  Conrad  International  and  Vista  hotels  also  participate 
in  Hilton  HHonors  and  Hilton  More  Miles  Worldwide.  Membership,  earning  and  redemption  of  points  is  subject  to  HHonors  Terms  and  Conditions.  ©1997  Hilton  Hotels. 
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Get  to  your  cancelle 

.  A  massive  blizzard  can  turn  a  20-minute  ride  to  the  airport  into  a  20-minu 
V  ride  to  the  airport.  In  a  Range  Rover  4.0  SE,  that  is.  With  electronic  tractic 
control,  all-terrain  ABS,  and  permanent  four-wheel  drive,  it's  designed  to  ho 
snow-covered  roads  as  deftly  as  it  does  no-covered  roads.  In  addition,  it  has  electron 
air  suspension,  which  enables  you  to  elevate  the  Range  Rover  automatically  and  drive  through 
blanket  of  snow  on  top  of  a  blanket  of  snow  on  top  of  a  blanket  of  snow.    And  no  matter  he 


MOOtl  YlAK  VEHICLE  MStf  IS  $55,500  NCI  CXAIft  P*EP  BUT  EXCIUDES  DESTINATION  4  HANDING  CHA1GES  TAXES  DCENS6S  4  OPTION1 

ight  on  time. 


rUA[  EUlCE  DEPENDS  ON  DEALER  I  SUBJECT  TO  CHANGE  WITHOUT  NOTICE  T8EA0  UGHIlVORIVt  BfcSPONSl&lY  Off  ROAD  PLEASE  BUCKIE  UP  fOR  SECUfllTY  ©t<N6  LAND  80VER  NORTH  AMERICA.  INC 


iserable  it  gets  outside,  such  amenities  as  heated  front  seats,  leather  upholstery,  and  a  six-disc  CD 
ayer  with  eleven  speakers  make  it  hardly  noticeable  inside.  When  all's  said  and  done,  the  Range 
)ver  offers  the  ride  of  a  European  sedan  even  on  days  when  a  European  sedan  doesn't  offer  a  ride 
HY  not  call  1-800-FINE  4WD  for  the  nearest  Land  Rover  dealer?   Or  RANGE  ROVER 

sit  our  Web  site  at  http://www.LandRover.com.   At  $55,500"  it  isn't  f. 
>ur  everyday  investment.    It  is,  however,  your  everyday  vehicle. 


COMERS 


Sunrise  Assisted  Living  founders  Paul  and  Terry  Klaassen  at  their  Annapolis,  Md.  facility 
"Our  faith  has  been  the  biggest  factor  in  shaping  our  operating  philosophy." 


dents — 82%  of  whom  are  women — 
spend  their  last  years  at  Sunrise.  The 
average  resident  stays  2.4  years,  for  a 
tab  of  around  $70,000. 

For  those  willing  and  able  to  pay, 
the  Klaassens  really  do  seem  to  run 
their  homes  with  a  sense  of  higher 
purpose. 

They  say  they  look  for  employees 
with  "a  servant's  heart,"  meaning 
people  who  are  truly  dedicated  to 
caring  for  others.  They  train  them 
extensively.  A  typical  residence 
administrator  first  gets  at  least  six 
months  of  training  to  learn  the 
Sunrise  way  of  elder  care.  This  means 
treating  each  resident  as  an  individ- 
ual and  encouraging  her  to  be  as 
independent  and  active  as  possible. 
The  company's  general  and  account- 
ing expenses  in  the  first  half  of  1996 
ate  up  21%  of  revenues.  But  that 
spending  may  well  be  the  key  to 
their  success. 


The  Klaassens  believe  strongly  in 
the  importance  of  modeling  their 
facilities  after  Victorian  mansions 
rather  than  box-like  institutions. 
Fluorescent  lighting,  long,  bleak 
corridors  and  cold  metal  handrails 
are  out.  Lighting  is  soft,  most  floors 
are  carpeted  and  overstuffed  chintz- 
print  sofas  abound.  At  a  Sunrise 
home  in  Annapolis,  a  grand  curved 
staircase  rises  from  the  spacious  two- 
story  entryway. 

The  Klaassens  launched  Sunrise 
Assisted  Living  in  1981,  three  years 
after  they  met  performing  in  a  con- 
temporary Christian  rock  band  Paul 
had  started  while  at  Georgetown 
University.  In  her  volunteer  work  at 
a  local  nursing  home,  Terry,  then  26, 
got  to  thinking  about  how  the  elder- 
ly could  be  better  cared  for.  Paul, 
then  24,  recalled  his  childhood  sum- 
mers visiting  relatives  in  Holland. 
Both  his  grandmothers  had  spent 


their  last  years  at  verzorgingstehuizm 
(Dutch  for  "assisted  care  houses") — 
places  that  seek  to  help  old  people 
stay  independent.  Why  not  repro- 
duce that  environment  in  the  U.S.? 

When  the  couple  found  a  board- 
ed-up,  33-bed  nursing  home  in 
Oakton,  Va.,  they  convinced  the 
bank  that  owned  it  to  let  them  reno- 
vate it  without  putting  any  money 
down  on  the  purchase.  The 
Klaassens  transformed  the  place  into 
a  more  home-like  environment  using 
a  $25,000  loan  from  a  member  of 
their  congregation  to  buy  materials. 

Later  that  year  the  Klaassens  sold 
their  home  to  make  a  down  payment 
toward  the  $500,000  nursing  home. 
In  December  1981  the  Sunrise 
Terrace  home  opened  for  business. 
The  Klaassens  lived  in  the  home  for 
a  year,  helping  to  care  for  the  resi- 
dents. Gradually  they  hired  and 
trained  a  small  staff. 

By  1994  they  had  19  facilities, 
financing  each  with  the  help  of  lim- 
ited partners  and  bank  loans.  That 
year  they  obtained  $95  million  in 
mortgage  financing  from  GE  Capital 
and  paid  off  all  the  limited  partners. 
Then  they  raised  $30  million  in  pri- 
vate equity  to  fund  a  nationwide 
expansion. 

Last  June  the  Klaassens  took 
Sunrise  public,  selling  40%  of  the 
company  for  $104  million.  A  sec- 
ondary offering  in  October  raised 
another  $91  million.  The  Klaassens 
cashed  in  stock  worth  $11  million; 
the  balance  is  being  used  to  open  57 
more  facilities  by  the  end  of  1999. 

Like  most  of  its  competitors, 
Sunrise,  which  pours  all  of  its  free 
cash  into  opening  more  homes,  did 
not  post  a  net  profit  last  year.  For  the 
year  just  ended,  Sunrise  will  likely 
report  a  loss  of  30  cents  a  share  on 
revenues  of  $47  million.  This  year 
analysts  expect  earnings  of  17  cents  a 
share.  The  stock  price  is  as  lofty  as 
the  Klaassens'  aspirations:  Since  the 
IPO,  the  stock  has  climbed  30%  to  a 
recent  26,  or  153  times  expected 
1997  earnings.  The  Klaassens'  28% 
stake  is  worth  some  $134  million. 

Paul  Klaassen  sees  his  wealth  as 
just  a  by-product  of  his  mission. 
"After  all,"  he  says,  "the  care  and 
feeding  of  frail  widows  is  cited  in  the 
scriptures."  ■■ 
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Ironically,  some  of  the  busines 
practices  that  are  designed  to  save  yo 
money  can  actually  put  your  bottom  line 
at  risk.  For  example,  outsourcing  can 
lead  you  to  utilize  vendors  that  may  not 
be  integrated  into  your  loss  prevention 
program.  Consolidation  has  eliminated 
redundancy,  and  for  those  utilizing  Just 
In  Time  Production,  there's  no  inventory 
if  your  manufacturing  system  happen 
to  shut  down.  And  just  where  does  that 
leave  your  product?  Off  the  shelves. 


T  LOOKS  EVEN  SCARIER 
ON  A  BALANCE  SHEET. 


The  key  to  global  risk  management  in 
this  business  environment,  then,  is  a 
partner  who  offers  expertise  in  helping 
customers  manage  risk.  A  partner  sucl 
as  Allendale  Insurance.  We  can  measure 
and  quantify  exposure  in  places  you 
didn't  even  know  you  were  vulnerable. 
And  with  offices  and  partners  around 
the  world,  we  can  help  advise  you  on 
local  regulations  and  conditions.  Equally 
important,  we  can  do  all  of  this  cost 
effectively.  Because  as  devastating  as 
a  catastrophic  fire  is  in  person,  it  can 
be  just  as  devastating  on  paper. 


©1997,  Allendale  Insurance,  P.O.  Box  7500, 
Johnston,  Rhode  Island  02919 


For  hospitals,  all  those  empty  beds  are  a  curse. 
For  RehabCare,  they've  been  a  blessing. 

Rehab  without 
the  real  estate 


By  Gloria  Lau 

Intense  pressure  from  health  insur- 
ers to  reduce  medical  care  costs  has 
emptied  half  the  beds  at  most  U.S. 
hospitals.  Poison  for  hospitals,  manna 
for  RehabCare  Group.  Headquar- 
tered in  St.  Louis,  it  specializes  in  the 
therapy  that  patients  receive  when 
they  leave  the  intensive  care  unit  or 


complete  major  surgery.  Other  health 
companies,  notably  $2.2  billion  (rev- 
enues) HealthSouth  Corp.,  based  in 
Birmingham,  Ala.,  have  also  carved 
out  niches  in  rehab  care,  but  with 
their  own  facilities  outside  the  hospi- 
tals. RehabCare  Chief  Executive 
James  Usdan  figured:  Why  build  your 


own  clinics  with  all  those  hospital 
beds  sitting  empty? 

So  the  two  parties  got  together. 
RehabCare  develops  and  operates 
therapy  wings  in  hospitals'  excess 
space,  and  hospitals  pay  the  company 
a  percentage  of  patient  billings. 
RehabCare  currendy  operates  units  in 
96  hospitals  around  the  country. 

It's  a  perfect  partnership.  Rehab- 
Care can  concentrate  its  resources  on 
expanding  what  it  does  best.  The  hos- 
pitals earn  a  return  on  their  underuti- 
lized space  and  can  tell  prospective 
patients  that  they  offer  a  full  range  of 
postoperative  services.  "We're  trying 
to  help  them  [the  hospitals]  stay  in 
business  by  giving  them  the  expertise 
to  compete  with  HealthSouth  in  their 
own  markets,"  says  Alan  Henderson, 
RehabCare's  chief  financial  officer. 

Usdan  learned  the  hard  way  why  a 
growing  company  shouldn't  load  too 
much  real  estate  on  its  books.  In  the 


RehabCare 
Chief  Executive 
James  Usdan 
While  on  vacation 
in  San  Francisco, 
Usdan  picked  up 
this  cast-iron  bell 
that  he  now  calls 
RehabCare's 
"good  news"  bell. 
When  bearers  of 
good  tidings — 
new  contracts, 
say,  or  promo- 
tions—ring the 
bell,  RehabCare's 
employees  come 
running  to  hear 
the  news 
firsthand. 
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Rehabilitation  facilities  at  South  Fulton  Medical  Center  in  East  Point,  Ga. 

RehabCare  runs  therapy  wings  for  hospitals,  which  are  happy  to  fill  empty  beds. 


mid-1980s  his  former  employer, 
Comprehensive  Care  Corp.,  began 
buying  up  hospitals  and  turning  them 
into  drug  treatment  centers.  The 
business  minted  money  for  a  few 
years,  but  by  the  late  1980s  health 
insurers  were  fighting  CompCare's 
$l,000-a-day  fees  and  pressuring 
providers  to  reduce  patient  stays. 

In  1991  CompCare,  strapped  for 
cash,  sold  52%  of  RehabCare  to  the 
public.  CompCare  executives  Usdan, 
now  47,  and  Henderson,  50,  went 
with  RehabCare  and  the  company 
ultimately  bought  back  die  remaining 
48%.  Since  the  sale,  CompCare  has 
been  stuck  in  the  red,  dragged  down 
by  its  hospitals.  "We  grew  up  in  that 
[CompCare]  house  and  saw  what 
happened  [from  holding  too  much 
real  estate],"  says  Henderson. 

Not  that  RehabCare  isn't  feeling 
the  price  pressures.  Third-party 
payers  are  curbing  its  revenues  by 
steering  stroke  and  other  rehab 
patients  toward  cheaper  nursing  facil- 
ities outside  of  hospitals.  Medicare 
growth  may  also  slow. 

In  response,  Usdan  and  Hender- 
son are  signing  contracts  with  hospi- 
tals (17  last  year,  a  record)  to  open 
and  operate  subacute  rehab  units  for 
patients  who  need  less  than  3  hours 
of  intensive  therapy  a  day.  They  figure 
that  while  their  acute  rehab  work 
(more  than  three  hours  of  therapy  a 
day)  will  grow,  subacute  will  grow 
faster.  So,  too,  they  expect,  will  a  new 
business  they  acquired  last  year: 


Health  Tour,  the  country's  largest 
provider  of  temporary  therapists. 

With  its  frugal  use  of  capital  and  its 
fast  growth,  RehabCare,  with  rev- 
enues of  $116  million  in  the  latest  12 
months,  has  averaged  nearly  a  25% 
return  on  stockholders'  equity  the 
past  couple  of  years  and  has  ascended 
to  Forbes'  list  of  the  200  best  small 
companies  in  America. 

But  the  best  may  be  yet  to  come. 
RehabCare  usually  signs  five-year 
contracts  with  hospitals,  with  many  of 
the  costs  front-end-loaded.  One  of 
the  few  Wall  Street  analysts  who  fol- 
lows the  company,  Michael  Colon  of 
St.  Louis- based  Pauli  &  Co.,  is  highly 
optimistic,  as  is  Neal  Goldman, 
whose  New  York- based  Goldman 
Capital  Management  owns  4.9%  of 
RehabCare's  4.7  million  shares  now 
outstanding.  He  predicts  Rehab- 
Care's  earnings  will  climb  25%  in 
1998,  to  $10.6  million. 

Both  men  base  their  bullishness 
largely  on  the  way  RehabCare  struc- 
tures its  deals.  In  the  first  year  Rehab- 
Care sustains  operating  losses  of 
about  $175,000  on  each  contract.  In 
the  second  year  the  unit  earns 
$125,000,  and  profits  keep  rising, 
providing  about  $550,000  in  profits 
over  the  life  of  the  contract.  After  the 
fifth  year  80%  of  RehabCare's  hospi- 
tal clients  renew  their  contracts.  With 
most  of  the  startup  costs  behind  it, 
each  renewal  is  highly  profitable, 
giving  RehabCare  leeway  to  absorb 
the  new  contracts  that  come  in.  U 
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It's  a  dog's  life  battling  the  pet  food  giants. 

ioesn't  bother  Richard  Thompson  of  Thompson's  Pet  Pasta  Products. 


Ziti  for  dogs 


By  Dyan  Machan 

Ri chard  Thompson,  45,  settles  into 
a  restaurant  seat  and  plunks  a  package 
of  his  Pasta  Plus  dog  food  on  the 
table.  When  a  waitress  approaches,  he 
asks  her  what  she  feeds  her  dog. 
"Alpo,"  she  replies. 

"Have  you  ever  met  Mr.  Alpo?" 
Thompson  asks.  No,  she  has  not. 
"Well,  you've  just  met  Mr.  Thomp- 
son," he  says,  thrusting  at  the  startied 
waitress  a  bag  of  dog  food  with  his 
smiling  likeness  on  the  package. 

Kansas  City,  Kans. -based  Thomp- 


son's Pet  Pasta  Products,  Inc.  has 
gained  a  $10  million  (sales)  pawhold 
in  the  $9  billion  pet  food  business, 
but  this  spunky  pup  has  paid  dearly 
for  it.  To  break  in  against  the  likes  of 
Purina,  Heinz  and  Mars,  Thompson 
has  spent  almost  $30  million  building 
his  four-year-old  firm,  yet  hasn't 
earned  a  dime  in  profit. 

A  tough  business?  Thompson  may 
be  tough  enough  to  hack  it.  This  col- 
lege dropout  from  Coldwater,  Kans. 
has  a  string  of  entrepreneurial  suc- 


cesses behind  him — a  candle  compa- 
ny, real  estate  development,  a  North 
Dakota  oil  drilling  company  and, 
most  visibly,  the  American  Italian 
Pasta  Co.,  of  which  he  and  his 
investors  sold  74%  to  Morgan  Stanley 
for  more  than  $50  million  in  1991. 
"Day-to-day  operations  aren't  my 
best  talent,"  shrugs  the  tan  and  blond 
Thompson.  "I'm  a  concept  man." 

Next  concept?  Pasta  for  dogs. 
While  researching  pasta  in  Italy, 
Thompson   noticed   that  Italians 


Richard  Thompson 
and  his  yellow 
Labrador  Molly 
After  earning  a 
small  fortune 
selling  pasta 
to  humans, 
Thompson  intro- 
duced pasta  for 
dogs.  Is  he 
barking  up  the 
wrong  tree? 
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Blending  Pasta  Plus  dog  food 

It  looks  like  ziti  and  meatballs. 


cooked  pasta  for  their  dogs.  Ameri- 
cans would  never  trouble  to  cook  for 
their  canines,  but  they  don't  mind 
paying  premium  prices  for  pet  foods 
they  have  been  persuaded  are  nutri- 
tionally superior.  They  also  love  to 
feed  their  dogs  food  that  looks  tasty 
to  humans — which  most  of  the  gunk 
doesn't.  Why  not  a  vitamin-enriched 
pasta  dog  food? 

From  his  days  at  the  American  Ital- 
ian Pasta  Co.,  he  knew  that  20%  of 
durum  wheat  tasted  lousy  to  humans. 
But  it  was  certainly  fit  for  dogs. 

Thompson  invested  $3  million  of 
his  pasta  company  proceeds  and 
raised  another  $22  million  from  his 
fellow  investors.  Among  those  sign- 
ing on  were  financier  James  Wolfen- 


sohn  and  Garner  Anthony,  formerly 
chief  of  Cox  Enterprises. 

Thompson  built  a  $12.5  million  fac- 
tory in  Kansas  City  and  paid  $1.5  mil- 
lion in  one-time  slotting  fees  for  shelf 
space  in  more  than  8,000  grocery 
stores.  He  borrowed  an  additional  $4 
million  for  factory  equipment  and 
spent  the  remaining  $11  million  on 
operations. 

Pasta  Plus  dog  food,  introduced  in 
1993,  looks  a  bit  like  ziti  and  meat- 
balls. And,  sampled  off  the  line,  the 
pasta  in  it  actually  tastes  pretty  good. 
A  four-pound  bag  sells  for  $3.75. 
That's  about  the  same  as  premium 
supermarket  brands,  but  less  than  pet 
store  brands  like  lams. 

Price  and  flavor  don't  drive  pet 
food  sales.  Advertising  does.  Last  year 
Thompson  spent  $3.5  million — a  full 
35%  of  sales — just  to  make  a  small 
splash  in  print  ads  and  coupons. 
That's  puppy  chow.  Nestle  probably 
spent  ten  times  that  amount  promot- 
ing its  pet  foods. 

Thompson  supplements  his 
meager  ad  budget  with  inexpensive 
marketing  gimmicks  like  grocery 
store  "barking  lots"  in  which  dogs 
participate  in  costume  contests.  Last 
year  he  held  a  talking-dog  contest,  in 
which  dog  owners  sent  in  tapes  of 
their  dogs  barking  "pasta."  (The 
winner  was  Melbourne,  a  mutt  from 
Buffalo.)  The  company  promises  to 
write  back  to  all  dogs  who  write  to  it. 

Pacing  up  and  down  the  pet  food 
lane  in  a  Kansas  City  grocery  store, 
Thompson  declares,  "I'm  the  only 
one  with  the  balls  to  take  on  these 
guys,"  referring  to  the  pet  food  giants 
with  their  enormous  advertising  and 
promotion  budgets. 

When  a  reporter  looks  skeptically 
at  the  80-foot-long  wall  of  pet  food 
brands,  and  speculates  that  it  would 
take  Heinz  about  three  seconds  to 
put  pasta  into  a  dog  food,  he 
explodes:  "I've  got  patents  on  this 
process.  I've  gambled  my  fortune 
that  this  will  work!" 

So  far  it  hasn't.  Last  year  Thomp- 
son's Pet  Pasta  had  an  operating  loss 
of  $13  million.  Running  short  of  cap- 
ital, Thompson  is  looking  to  raise 
another  $25  million.  That  would  bring 
his  total  spending  to  $54  million.  Is 
the  game  worth  the  price?  Microsoft 
was  started  with  a  lot  less.  BB 


Reduce  Risk 
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P  tling  babies 


BY  DINESH  D'SOUZA 


Dinesh  D'Souza 
is  a  John  M.  Olin 
scholar  at  the 
American  Enterprise 
Institute  in 
Washington,  D.C. 
and  the  author  of 
The  End  of  Racism 
(Free  Press). 


"Isn't  he  the  guv  who  wants  to  sell  babies?" 
When  I  served  in  the  Reagan  Administration 
in  the  late  1980s,  Richard  Posner's  name 
came  up  as  a  prospective  nomination  to  the 
Supreme  Court.  It  was  quickly  shot  down  by 
White  House  staffers  on  the  grounds  that 
even  among  conservatives,  Richard  Posner 
holds  some  extreme  views. 

Since  1969  Posner  has  been  a  powerful 
force  on  the  law  faculty  of  the  University  of 
Chicago,  where  he  pioneered  a  new  school  of 
thought  called  "law  and  economics."  A  prodi- 
gious scholar,  Posner  has  produced  more  than 
20  books  and  innumerable  law  review  articles. 
Since  1981  he  has  served  on  the  U.S.  Court 
of  Appeals  for  the  Seventh  Circuit,  where  he  is 
now  chief  judge.  Though  he  will  probably 
never  make  it  to  the  highest  court,  he  is  one 
of  the  authorities  most  cited  by  the  Supreme 
Court.  Some  have  termed  him  a  kind  of  tenth 
justice  in  absentia. 

Posner's  views  cover  a  wide  range  of  fields, 
as  his  book  titles  suggest:  Overcoming  Law, 
The  Economics  of  Justice,  Law  and  Literature, 
Sex  and  Reason,  and  most  recently,  Aginjj 
and  Old  Age. 

On  the  question  of  abortion, 
he  skirts  the  ethical  issue  and  raises 
the  question  of  "whether  abortion 
is  wealth-maximizing.' 


The  unifying  theme  in  Posner's  work  is  that 
economic  notions  such  as  price  equilibrium 
and  transaction  costs  can  be  applied  to  virtually 
all  human  choices,  including  sexual  behavior. 

Posner's  interpretive  approach  to  the  law 
is  guided  by  three  questions:  What  will  it 
cost?  Who  will  pay?  And  will  the  result  pro- 
mote wealth-maximization  in  society? 

Through  careful  analysis  of  labor  laws, 
civil  rights  laws,  environmental  regulations 
and  antitrust  laws,  Posner  demonstrates  that 
applying  the  test  of  economic  efficiency  is 
often  the  best  way  to  promote  the  social 
welfare  of  citizens. 

Tactful  he  is  not.  In  his  most  recent  book 
on  aging,  Posner  argues  that  old  people  tend 
to  talk  endlessly  and  rarely  listen  to  others 
because  they  "invest  less  in  the  creation  of 


human  capital  and  therefore  have  less  to  gain 
from  receiving  inputs  of  information  from 
other  people."  They  wouldn't  enjoy  hearing 
it,  but  that's  not  a  bad  description  of  some  of 
my  own  relatives. 

In  the  article  which  may  have  cost  him  a 
Supreme  Court  bench,  Posner  argued  that 
the  application  of  free  market  principles  to 
the  adoption  process  would  benefit  chil- 
dren. As  it  is  the  process  is  painfully  slow 
and  has  created  a  black  market,  in  good 
part  because  demand  far  outstrips  the  avail- 
able supply. 

Posner  suggests  that  the  problem  could  be 
solved  by  permitting  agencies  to  sell  children 
to  the  highest  bidder.  We  have  actually  moved 
partway  in  this  direction  with  the  contempo- 
rary practice  in  which  couples  seeking  to 
adopt  are  asked  to  reimburse  the  birth  and 
delivery  expenses  of  the  natural  parent. 

Posner  must  have  known  that  this  sugges- 
tion would  outrage  a  lot  of  people,  but  he 
believes  in  carrying  his  ideas  to  their  logical 
conclusions.  The  problem  arises  when  Posner 
tries  to  use  economic  measurements,  usually 
accompanied  by  algebraic  formulae,  to 
resolve  dilemmas  that  are  fundamentally 
ethical.  Even  he  will  admit  that  it  is  tough 
to  quantify  the  "cost  of  forcing  a  woman  to 
bear  an  unwanted  child,"  or  the  "cost  to 
the  fetus  of  being  aborted."  On  the  question 
of  abortion,  he  skirts  the  ethical  issue  and 
raises  the  question  of  "whether  abortion  is 
wealth-maximizing." 

Many  people  find  such  computations  to  be 
perverse.  My  view  is  that  they  are  simply  bad 
mathematics  because  they  assign  comparative 
weights  to  moral  judgments,  which  cannot  be 
quantified  in  this  way. 

Nor  am  I  outraged  that  to  date  Posner  has 
been  denied  a  Supreme  Court  nomination. 
My  reason  for  this  was  well  expressed  by 
William  F.  Buckley  years  ago  when  he  said 
that  he  would  rather  be  governed  by  the  first 
200  names  in  the  Boston  phone  book  than  by 
the  facility  at  Harvard  University.  Intellectuals 
do  not  necessarily  make  good  rulers. 

It  is  impossible  to  read  Richard  Posner's 
works  and  not  be  intellectually  stimulated 
by  his  range,  depth  and  creativity.  How- 
ever, while  intellectual  gymnastics  are 
magnificent  to  watch,  there  are  times  when 
the  moral  sense  of  the  people  is  a  more  reli- 
able guide.  ■ 
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theinnerweb: 

UNLOCKING  CORPORATE  CAPABILITIES  THROUGH  INTRANETS 


\re  you  on  the  Net  yet?" 

It's  a  common  phrase  these  days, 
nd  a  sign  that  virtually  everyone  — 
om  recreational  "surfers"  to  business- 
5  and  consumers  —  is  finding  a  place 
i  the  Information  Age.  In  just  a  few 
sars,  the  Internet  has  emerged  as  one 
f  the  most  stunning  technological 
jvances  of  the  century.  Yet  it  remains 
bewildering  place  for  many,  at  times 
lore  an  overgrown  jungle  than  an 
nformation  superhighway."  Given  its 
ncertainties,  many  wonder  exactly 
hat  the  Internet  can  offer  them:  Is  it  a 
>y  or  a  tool? 

From  a  business  strategist's  perspec- 
/e,  the  answer  is  clear.  The  Internet  is 
ivolutionizing  the  way  business  is  con- 
ucted  by  allowing  companies  to  cut 
Dsts,  improve  productivity,  standardize 
perations  and  aggressively  seek  new 
ustomers. 

"Put  simply,  the  Internet  is  going  to 
e  the  domain  for  21st  century  electron- 
:  commerce,"  says  Clyde  Kesling,  vice 
resident  of  marketing  for  electronic 
larkets  at  Electronic  Data  Systems 
orp.  No  company  can  intelligently 
yoid  the  shift  to  on-line  commerce. 
Fhe  economics  of  the  Internet  are  so 
Dmpelling  that  in  many  cases  compa- 
ies  that  do  not  adopt  this  technology 
ill  not  be  able  to  compete." 

As  with  the  Internet,  few  predicted 
ie  proliferation  of  intranets  —  scaled- 
own  proprietary  versions  of  the  Internet 
-  which  many  organizations  are  using 
)  speed  internal  communications,  give 
mployees  access  to  standardized  com- 


pany data  and,  most  radically,  move 
employee  training  from  the  classroom  to 
the  desktop. 

Hardware  and  software  developers 
along  with  network  service  providers 
continue  to  invent  new  Web  technolo- 
gies for  business  use,  with  major  inno- 
vations coming  from  such  companies  as 
Cisco,  the  Internet  router  company; 
Microsoft,  the  world's  software  leader; 
Netscape,  creator  of  the  first  browser; 
and  Sun  Microsystems,  developer  of  the 
breakthrough  programming  language 
Java.  Service  providers  such  as  tele- 
phone, Internet,  cable  and  satellite  com- 
panies are  aggressively  competing  as 
well.  "We  will  see  technology  being 
used  in  forms  that  we  cannot  even 
imagine  today,"  says  Vinita  Gupta,  chair- 
man and  founder  of  Digital  Link,  a  lead- 
ing provider  of  products  for  accessing 
the  Internet  at  high  speeds. 

Companies  now  face  a  challenge  to 
their  survival.  To  compete,  they  must 
renovate  their  information  systems  (IS) 
and  retrain  employees  for  an  Internet- 
wired  world,  choose  suitable  technology 
partners  and,  most  importantly,  objec- 
tively measure  technology's  contribution 
to  their  business.  "Internet  and  intranet 
development  represent  significant 
investment  risk  to  a  corporation,"  says 
Brian  Forbes,  vice  president  of  opera- 
tions at  Inacom,  a  technology  manage- 
ment services  company.  "Establishing 
information  policies  that  are  accountable 
to  business  objectives  will  become  more 
prevalent  as  organizations  move  toward 
the  next  century." 


To  analyze  these  issues,  chief  infor- 
mation officers  gathered  in  Seattle 
recently  for  a  three-day  technology  sym- 
posium sponsored  by  Forbes  Inc. 
Participants  at  "The  Inner  Web: 
Corporate  Strategies  and  Tools  for  the 
Information  Age"  heard  from  industry 
experts  about  ways  to  integrate  new 
technologies  into  their  companies'  infor- 
mation technology  (IT)  strategy.  "You 
folks  have  the  challenge  of  planning  and 
implementing  your  corporate  IT  strate- 
gies, and  that  is  not  an  easy  task  in 
today's  world,"  says  Steve  Harriman, 
vice  president  of  marketing  at  Sterling 
Software,  a  leading  worldwide  provider 
of  software  products  and  services  for 
applications  and  systems  management. 
"IS  managers  need  to  reinvent  them- 
selves as  we  go  through  this  mother  of 
all  paradigm  shifts." 

COMMERCE  ON  THE  WEB 

Lowering  the  cost  of  sales  and  increas- 
ing profits  provide  the  most  tangible 
incentive  for  businesses'  use  of  the 
Internet.  Of  the  $750  billion  in  goods 
and  services  sold  through  the  U.S. 
industrial  marketplace  annually,  more 
than  $300  billion  is  spent  on  the  trans- 
action process:  marketing,  selling, 
searching  and  selecting.  "Imagine  the 
benefits  of  cutting  these  costs  by  just 
says  Barbara  Baird,  vice  presi- 
dent for  services  and  marketing  at  Nets 
Inc.,  the  leading  provider  of  business- 
to-business  electronic  commerce  ser- 
vices to  industry. 

Unlike  the  mass  marketing  tools  of 
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"lhacom  is  a  technology  management  services  company  providing 
business-driven  information  and  telecommunications  solutions  to  com- 
panies worldwide.  Through  our  consulting,  procurement,  integration 
and  support  services,  we're  proud  to  help  such  clients  as  Georgia 
Pacific,  Chrysler  Corp.  and  American  Express  make  smart 
technology  investment  decisions  that  fulfill  their  business  objectives." 

Bill  Fairfield 
President  and  CEO 
Inacom  Corp. 


television,  radio  and  print  media,  the 
Internet  allows  for  tailored,  individual 
marketing  approaches  that  save  time 
and  money.  But  "instead  of  building  a 
stand-alone  corporate  home  page  and 
waiting  for  customers  to  come,"  says 
Baird,  "there  is  a  major  benefit  to  par- 
ticipating in  an  aggregated  market- 
space  that  brings  many  buyers  and 
sellers  together  to  form  a  rich,  vital  on- 
line market  that  is  specific  to  your 
industry. " 

The  commercial  possibilities  of  the 
Internet  can  be  seen  easily  in  the  insur- 
ance industry,  where  some  3,000  Web 
sites  are  bringing  together  insurance 
companies,  agents  and  brokers  with 
businesses  and  consumers  to  conduct 
everything  from  rating  and  pricing  poli- 
cies, filing  claims,  to  issuing  policies  on- 
line. "Through  the  Internet,  it's  possible 
not  only  to  sell  a  product  but  also  to 
deliver  the  actual  product  itself,  such  as 
software,  a  book,  a  movie  or  even  an 
insurance  policy,"  says  Frank  Ganis, 
associate  vice  president  of  multimedia 
commerce  at  USF&G  Insurance.  "As  a 
tool,  it  offers  tremendous  power." 

These  on-line  marketplaces  also  give 
some  companies  the  unexpected  oppor- 
tunity to  expand  around  the  world. 
"When  the  Internet  freight  train  came 
barreling  through,  it  let  small  companies 
become  global,"  says  Baird,  who 
adds  that  24%  of  all  activity  on  the 
lndustry.net on-line  marketplace  is  inter- 
national. "For  businesses  that  are  just 
doing  business  domestically... well,  now 
the  world  is  yours." 

IT  AT  BOEING:  THE  SKY'S 
THE  LIMIT 

To  support  a  global  workforce  of 
146,000  as  well  as  customers  and  sup- 
pliers the  world  over,  The  Boeing 
Company  relies  on  some  100  million 
lines  of  legacy  code  and  most  types  of 
hardware  systems  on  the  market. 


"Replacing  legacy  code  and  reducing 
this  variability  are  important  goals  that 
cannot  be  accomplished  overnight," 
says  Philip  Lemoine,  vice  president  of 
research  and  technology.  "Intranet- 
based  applications  offer  a  way  of  pro- 
viding interoperability  despite  this  vari- 
ability." 

Because  of  its  size  and  vision  for 
what  IS  should  be,  Boeing  is  setting 
trends,  including  the  successful  launch 
of  a  spare  parts  page  on  the  Internet. 
In  sales,  representatives  routinely  use 
powerful  laptop  computers  to  move 
complex  simulations  and  analyses  into 
the  field,  giving  the  company  a  market- 
ing advantage.  Taking  the  power  of 
electronic  communications  to  new 
heights,  Boeing  envisions  sending  elec- 
tronic proposals  to  customers,  who  can 
click  their  way  through  a  virtual  tour  of 
the  aircraft.  "This  is  today's  technolo- 
gy," says  Lemoine.  "All  we  have  to  do  is 
learn  to  exploit  it." 

Communication  is  complex  at  the 
company,  particularly  with  design  part- 
ners scattered  the  world  over.  Yet  with 
an  estimated  cost  of  up  to  $10  billion  on 
product  development  for  a  single  com- 
mercial airplane,  the  need  for  fast  com- 
munication with  partners  is  vital.  The 
company  manages  with  E-mail,  but  is 


pressing  for  changes.  Says  Lemoine, 
"We  are  pushing  the  supplier  communi- 
ty very  hard  to  have  robust  groupware 
capability  where  people  can  see  each 
other,  talk  to  each  other  and  share  ideas 
in  a  virtual  workplace." 

TECHNOLOGIES  OF  THE 
FUTURE 

Developing  all  the  technologies  needed 
by  major  corporations  is  beyond  the 
scope  of  any  one  company,  says  Derek 
Sanders  of  Digital  Equipment 
Corporation,  a  leading  international  sup- 
plier of  networked  business  solutions. 
Corporations  want  the  latest  innovations 
in  a  form  that  meshes  with  their  existing 
systems,  which  may  comprise  every- 
thing from  mainframes  to  their  latest 
PCs.  "It  is  very  important  that  we  devel- 
op information  systems  using  new  and 
emerging  technologies,  from  both  a 
hardware  and  software  point  of  view, 
that  allow  for  the  integration  of  corpora- 
tions' legacy  systems  containing  busi- 
ness-critical data,"  says  Sanders. 

To  bring  high-performance  products 
that  are  cost-effective,  secure  and  sup- 
portable to  the  marketplace,  "it  is  very 
clear  we  have  to  do  it  through  alliances 
between  companies  whose  core  busi- 
nesses are  complementary,"  says 
Sanders,  director  of  Digital's  strategic 
alliance  with  Microsoft.  The  best  collab 
orations  combine  the  unique  strengths 
of  the  partners  as  demonstrated  in  the 
Digital- Microsoft  alliance.  "In  working 
together  on  all  aspects  of  the  alliance, 
from  product  development  through  to 
supply  and  support,  I  believe  we  will 
deliver  better  solutions  in  a  more  timely 
and  cost-effective  manner." 

If  the  Internet  is  to  become  the  next 
mass  medium  to  follow  radio  and  televi- 
sion, major  breakthroughs  must  first 


"As  business  executives  understand  the  catastrophic  risk  of  not  complet- 
ing their  Year  2000  fix  in  time,  they  will  want  to  have  more  in-house 
control.  With  time  running  out,  there's  a  'third  wave'  solution  on  the 
Year  2000  horizon:  Do  the  project  yourself  with  in-house  licensing. 
This  combines  the  best  of  the  'do-it-yourself  with  manual  tools 
approach  (first  wave)  with  proven  service-vendor  partnering  (second 
wave).  With  in-house  licensing,  you  get  proven  end-to-end  methodolo- 
gies, integrated°with  automated  tools  and  a  factory-based  approach, 
plus  you  get  Year  2000-specific  knowledge  transfer  and  vendor  support. 

Michel  Berty 
President  and  CEO 
Cap  Gemini  America 


INTERNET  SECURITY 


PENTIUM  PRO 


8:25  a.m.  -  he  arrives  at  work  and  logs  onto  his  PC.  At  8:45  he  unknowingly  destroys 

^  350  critical  files, 

•    ■ :  •  •  -  ]\  -  :  ■ ,  '•■  shutting  down  your  entire 

8:5 1  a.m.  -  he  goes  for  coffee. 


A  V  i  i  O  N 


Oyer  80%  of  all  security  breaches,  both 
accidental  and  deliberate,  occur  from 
within  an  organization.  You  can  help 
prevent  both  internal  and  external  breaches 
with  CYBERSHIELD  from  Data  General, 
combining  the  Internet,  Intranet  and  firewall 
in  one  complete  and  integrated  solution. 
CYBERSHIELD  joins  Data  General's  DG/UX 
B2  Security  Option  with  technology  from  BDM 
International  and  applications  from  Oracle 
and  Open  Market.  And  CYBERSHIELD  runs  on 
Intel  Pentium®  Pro  Processor-based  AViiON® 
servers,  such  as  the  AV  4900. 
Your  company  can  run  enterprise-wide 
applications  and  conduct  transactions  over 
the  Internet  and  Intranet  with  the  highest  level 
of  security  currently  available,  just  as  major 
companies  and  government  security  agencies 
already  do.  Contact  Data  General  and  learn 
how  you  can  keep  accidents  like  this  from 
happening. 

And  really  do  have  a  nice  day. 


tw  Data  General 


www.dg.com 
1  -800-DATA  GEN 


AViiON  and  DG/UX  are  registered  trademarks  of  Data  General  Corporation.  CYBERSHIELD  is  a  trademark  of  BDM  International. 
The  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  the  Pentium  Processor  logo  and  the  Pentium  Pro  Processor  are  trademarks  of  the  Intel  Corporation.  ©  Data  General  Corporation  1996. 


"Simplifying  complex  technology  for  our  customers  has  long  been  a 
hallmark  of  Data  General.  This  is  exemplified  by  our  current  AViiON 
servers  and  CLARiiON  storage  systems  which  are  based  on  industry 
standards  and  commodity  components,  and  in  our  NUMALiiNE  systems 
which  will  provide  high  performance  while  enabling  customers  to  pre- 
serve their  investments  in  current  applications.  We  also  believe  that  the 
Internet  offers  some  very  exciting  opportunities.  We  are  providing 
secure  servers  to  facilitate  Internet  commerce,  and  our  new  THMN  Line 
of  servers  and  Internet  appliances  will  simplify  Internet  access  for  busi- 
nesses and  individuals." 

Ronald  L.  Skates 
President  and  CEO 
Data  General  Corporation 


occur.  What  will  the  next  generation  of 
equipment  and  programs  to  access  the 
Net  look  like?  Will  the  PC  continue  to 
dominate,  or  will  a  new  machine  take 
hold?  "We  have  to  make  a  giant  step 
forward  in  ease  of  use  for  the  personal 
computer,"  says  Bob  Herbold,  executive 
vice  president  and  COO  of  Microsoft 
Corp.,  who  believes  in  the  continued 
dominance  of  a  simpler  and  more 
Internet-evolved  personal  computer. 
Microsoft's  vision  is  for  a  Net  PC  that 
can  easily  integrate  with  an  existing 
infrastructure.  "We're  very  bullish  about 
the  idea  of  the  Net  PC." 

One  of  the  biggest  challengers  to  that 
vision  is  Sun  Microsystems,  which  last 
year  introduced  its  innovative  computer 
language,  Java.  "Using  Java  vastly  sim- 
plifies network  computing  and  program- 
ming," says  William  J.  Raduchel,  CIO 
and  vice  president  of  corporate  planning 
and  development  at  Sun  Microsystems, 
who  believes  PCs  will  give  way  to  radi- 
cally different  network  or  "thin"  comput- 
ers, in  the  same  way  sailing  ships  gave 
way  to  steam  vessels.  "You  then 
unleash  the  network's  power  for  people 
to  use,"  says  Raduchel.  "That's  what  is 
going  to  propel  this  paradigm  forward." 

THE  YEAR  2000:  WHAT  A 
DIFFERENCE  A  DATE  MAKES 

Early  in  the  Information  Age,  program- 
mers came  up  with  a  clever  way  to 
save  critical  storage  space  by  using 
only  two  digits  to  write  the  year  instead 
of  four.  Yet  now  a  massive  problem 
has  emerged  for  legacy  systems  world- 
wide: The  Year  2000  will  become 
"00,"  which  many  systems  will  inter- 
pret not  as  the  dawn  of  a  new  century, 
but  a  replay  of  the  previous  one,  1900. 

If  left  unfixed,  legacy  systems  will  be 
unable  to  process  information  into  the 
next  century.  The  impending  bottleneck 
could  become  a  catastrophe  for  any 
type  of  business,  from  credit  card 
issuers  to  insurance  companies.  "Most 
companies  should  assume  their  sys- 
tems are  guilty  until  proven  innocent," 
says  Jim  Woodward,  senior  vice  presi- 
dent of  Cap  Gemini  America,  of  the 
widespread  problem.  The  remedy  is 
proving  to  be  hugely  expensive  and 
time-consuming.  Large  companies 
have  thousands  of  programs  with  mil- 
lions of  lines  of  code,  many  of  which 
need  to  be  changed  manually.  The  bill 
for  the  adjustment  could  run  $40  million 
or  more,  for  just  one  company,  and  take 


years  to  implement.  Worldwide,  experts 
suggest  the  cost  could  be  as  much  as 
$600  billion. 

"Time  is  running  out,  so  take  the 
problem  seriously,"  warns  Michel  Berty, 
president  and  CEO  of  Cap  Gemini 
America,  a  leader  in  solving  the  Year 
2000  problem.  He  recommends 
appointing  a  responsible  team  to  assess 
the  problem,  preparing  a  strategy  based 
on  rebuilding,  replacing  with  a  package 
or  renovating.  If  renovating,  do  a  short 
pilot,  get  to  work  and  leave  time  to  test 
the  system. 

IS  YOUR  INFORMATION 
SECURE? 

In  the  media  and  the  movies,  comput- 
er hackers  —  the  whizzes  who  breach 
information  systems  —  are  portrayed 
as  "techno-ninjas  who  can  boot  in  your 
corporate  door,"  says  Jeff  Moss,  a  for- 
mer hacker  himself  who  is  now  presi- 
dent of  Def  Con  Communications,  a 
security  consulting  firm.  Yet  in  reality, 
says  Moss,  industrial  espionage, 
including  by  foreign  governments,  is 
the  greater  threat  to  corporate  secrecy. 
Naivete  about  security  can  compound 
the  risk.  "If  you  leave  your  door  open 
to  all  of  your  deepest  and  darkest  cor- 
porate secrets,  who  is  stopping  any- 
body from  taking  a  look?" 

Virtually  every  device  used  to  relay 
information,  from  intranets  to  E-mail, 
nationwide  pagers  and  cellular  phones, 
can  be  tapped  into  with  widely  available 
hacking  tools.  Even  though  a  compa- 
ny's own  security  is  tight,  its  service 
providers,  such  as  telephone  companies 
or  Internet  servers,  may  be  subverted. 
"Everybody  seems  to  be  waiting  for 
some  technical  innovation  to  come 
along  to  solve  these  data  piracy  issues," 
says  Dennis  Fitzpatrick,  vice  president 


of  customer  services  at  Sterling 
Software.  "Of  course,  we  know  histori- 
cally that  for  every  technical  innovation 
there  are  hundreds  of  hackers  waiting  tc 
subvert  it." 

Even  with  an  infinite  amount  of 
money,  it  would  be  impossible  to  build 
an  IS  that  is  completely  secure.  Moss 
suggests  combining  vigilance  with  com- 
mon sense  to  mitigate  the  risk:  Apply 
"patches"  from  vendors  to  eliminate 
security  bugs  in  software,  which  can 
thwart  most  attacks.  Assign  one  person 
to  network  security  full  time,  rather  than 
parceling  out  the  task.  And  don't  try  to 
guard  everything.  Instead,  target 
resources  to  protect  core  strategic  and 
R&D  information. 

FUTURE  BREAKTHROUGHS 

As  the  Internet  reaches  its  hoped-for 
potential,  it  is  inevitably  encountering 
other  growing  pains.  High  usage  is 
straining  the  available  bandwidth,  the 
technology  that  conducts  information 
to  its  destination  through  various  links 
and  equipment.  The  result  has  been 
bottlenecks  in  the  flow  of  information, 
which  contribute  to  the  Internet's  frus- 
trating sluggishness.  The  solution  lies 
in  the  development  of  affordable,  high- 
speed or  broadband  networks.  Yet  jus 
as  new  technologies  and  cheaper  cost: 
were  needed  as  an  incentive  for  the 
Internet  to  expand,  so  too,  future 
breakthroughs  will  ensure  that  it  con- 
tinues to  flourish.  In  time,  says  Gupta 
of  Digital  Link,  "all  of  these  issues  will 
be  resolved  under  our  free  market,  ane 
with  the  continued  deregulation  of  the 
telecom  industry."  ■ 


Lynn  Mornssey  is  a  freelance  writer  liv- 
ing in  New  York  City. 


Your  way  uieariy 

Through  the  Year  2000  . 


■  ■ 


From  now  until  the  end  of  this  century  we 
have  fewer  than  715  business  days  to  resolve 
the  Year  2000  information  system  issues. 
That's  not  much  time  to  address  all  the  code 
in  all  the  legacy  software  that  firms  rely  on. 
With  Cap  Gemini's  license  solution,  you 
can  meet  the  deadlines  yourself. 

Here's  how  to  see  your  way  clearly  through 
the  complexities  of  in-house  Year  2000 
renovation  barriers: 

•  License  our  proven  Application 
Renovation  Methodology""  process 
and  automated  ARCdrive™  technology 

•  Set  up  your  own  Application 
Renovation  Center'"  factory  in-hOuse 

•  Take  advantage  of  our  maintenance, 
help  desk  support,  and  comprehensive 
training  programs 

•  Meet  deadlines  through  enhanced 
productivity  and  consistency,  as  well  as 
reduce  labor  cost  and  morale  issues 

•  Benefit  from  our  Year  2000-specific 
expertise  gained  on  over  150 
engagements,  and  from  nearly  three 
decades  of  experience  in  conversions 
and  migrations 

TransMillennium™  Services  also  offers  full 
Year  2000  solutions  from  Assessment  and 
Strategy  through  Renovation,  Validation, 
and  Implementation. 

To  discuss  how  Cap  Gemini  can  support 
your  Year  2000  efforts,  call  Stella  Goulet 
at  (212)  944-6464,  ext.  232. 


Let  Cap  Gemini  Be  Your  Guide 


TRANSMILLENNIUM™  SERVICES 

The  Smart  Solution  to  the  Problem  of  the  Century 


1C^3  Cap  Gemini 


Cap  Gemini  America,  TransMillenniumIM  Services,  1114  Avenue  of  the  Americas,  29th  Floor,  New  York,  NY  10036 


The  competitive  edge  delivered  by  today's 
advanced  distributed  technology  is  critical. 
But  the  costs  can  be  outrageous  -  as  much  as 
ten  times  purchase  price  to  maintain  and 
service  the  average  desktop.  That's  why  IT 
executives  are  being  squeezed  so  hard  to  get 
control  over  spending  mi  achieve  business- 
driven  solutions  instead  of  just  high-tech 
fashion  shows,        As  a  muiti-billion 


dollar  worldwide  provider  of  technology 
management  services,  Inacom  uses  a  tough, 
highly-disciplined  approach  to  managing 
distributed  technology  and  puts  you  in  control 
of  your  enterprise.  Nobody  else  does  this  as 
well,  or  as  efficiently  -  one  cohesive  structure 
from  design  and  procurement  to  support  and 
asset  management.  Inacom  was  the  first  to 
earn  ISO-9001  quality  certification.  And  we 


are  the  first  to  bring  the  complete,  business- 
driven  mindset  to  information  technology 
investments,  f  If  you're  absolutely  positive 
your  computer  and  communications  systems 
are  delivering  every  ounce  of  productivity  you 
paid  for,  we  salute  you.  If  not,  we  should  talk. 
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Estee  Lauder's  younger  son,  Ronald,  has  been  dismissed  by  much  of  the  media 
as  a  pampered  spendthrift.  Has  anyone  bothered  to  look  at  all  the  money 
he's  making  with  his  Eastern  European  media  company? 

Chip  off  the  old  block 


By  Lisa  Gubernick 

The  media  stock  to  be  in  last  year 
wasn't  Viacom  or  Time  Warner  or 
even  Disney.  Far  outpacing  those 
companies  on  Wall  Street  was  Central 
European  Media,  a  holding  company 
for  1 1  Eastern  European  television 
stations.  Central  Media's  stock  price 
has  more  than  doubled  since  going 
public  in  1994.  Last  year  it  leapt  50%. 

The  man  behind  Central  Media  is 
52 -year-old  Ronald  Lauder,  onetime 
U.S.  Ambassador  to  Austria,  candi- 
date for  mayor  of  New  York  in  1989 
and  cosmetics  queen  Estee  Lauder's 
younger  son.  Lauder  has  often  been 
sneered  at  by  media  trendies  as  a 
pampered  spendthrift  and  an  incom- 
petent businessman,  especially  in 
comparison  with  older  brother 
Leonard,  who  runs  Estee  Lauder. 

But  Central  Media  is  a  problem  for 


Ron  Lauder's  detractors.  It  shows 
that  business  talent  runs  deep  in  the 
Lauder  genome. 

Lauder  started  the  company  in 
1991.  Over  the  last  three  years  its 
revenues  have  nearly  tripled,  to  $138 
million.  Central  Media  reported  an 
$  1 8  million  loss  last  year  as  it  expand- 
ed into  new  markets  and  generated 
big  startup  costs.  But  it  has  a  very 
profitable  base:  Nova,  its  Czech  TV 
station.  Launched  in  1994,  Nova 
earned  $44  million  in  station  operat- 
ing income  last  year  on  revenues  of 
$108  million.  Two  other  stations,  in 
Romania  and  Slovenia,  broke  even 
just  a  year  after  launching. 

Lauder  got  the  idea  for  Central 
Media  as  he  watched  the  appetite  for 
cosmetics  grow  in  the  newly  liberat- 
ed Central  and  Eastern  European 


countries.  It  struck  him  that  as 
incomes  rose  and  people  began 
buying  better-quality  cosmetics,  cars, 
dish  soap  and  what  have  you,  televi- 
sion advertising  would  blossom,  espe- 
cially if  the  quality  of  TV  program- 
ming also  rose. 

A  friend,  Mark  Palmer,  a  former 
ambassador  to  Hungary,  agreed. 
Palmer  knew  the  market,  and  Lauder 
had  the  money — the  Lauder  family 
fortune  currently  stands  at  $2.1  bil- 
lion. Together  they  formed  Central 
Media,  with  Lauder  as  chairman  and 
Palmer  as  vice  chairman.  Leonard 
Fertig,  a  former  executive  at  Reiss 
Media  Enterprises,  was  brought  in  to 
run  the  company  as  chief  executive 
officer. 

With  $25  million  chipped  in  by 
Lauder,  Central  Media  bought  its 


Central  Media's 
Leonard  Fertig  (left) 
and  Ronald  Lauder 
Not  just  another 
outlet  for  a 
Western  media 
combine's  old 
shows. 
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first  TV  licenses  in  1993,  in  Prague 
and  Berlin.  Raising  $62  million  in  an 
initial  public  offering  the  next  year, 
Central  Media  then  added  licenses  in 
Hungary,  Romania  and  Slovenia,  in 
each  case  partnering  with  local  entre- 
preneurs. Secondary  offerings  in 
1995  and  1996  raised  another  $213 
million,  which  was  used  to  buy  licens- 
es in  the  Slovak  Republic,  Ukraine, 
Poland  and  Germany. 

Lauder  and  Palmer  didn't  have  the 
field  to  themselves.  But  they  correct- 
ly sensed  that  the  local  regulators 
wanted  their  television  to  retain  a 
local  flavor,  and  not  just  provide  new 
outlets  for  a  Western  media  com- 
bine's old  shows. 

"Every  other  company  came  in  and 
talked  about  how  these  countries 
would  become  part  of  a  vast  world- 
wide network,"  says  Lauder.  "That 
was  exactly  the  wrong  story.  What 
they  [the  regulators]  wanted  was  to 
be  their  own  country — and  there  we 
were  unique." 

At  Central  Media's  Nova  station  in 
Prague,  only  a  third  of  the  program- 
ming is  accounted  for  by  made-in- 
Hollywood  shows  like  Melrose  Place 
and  The  X-Files.  Another  20%  or  so 
of  the  programming  comes  from 
Europe,  Canada  and  Australia.  This 
leaves  49%  of  Nova's  airtime  open  for 
local  shows,  most  of  which  Nova  pro- 
duces in  its  own  studios. 

Beverly  Hills  902 10  these  shows  are 


not.  Locally  produced  Taboo  features 
an  anonymous  guest  each  night — on 
one  occasion  an  extremely  obese 
woman;  on  another,  a  teenage  mur- 
derer. From  a  darkened  booth,  they 
take  questions  from  the  audience.  At 
the  end  of  the  show  the  "guest"  has 
the  opportunity  to  reveal  him-  or 
herself.  "About  a  third  do,"  says 
Vladimir  Zelezny,  the  general  direc- 
tor of  the  station. 

Risque?  Exacdy.  Taboo  attracts  more 
than  a  million  viewers  a  night,  10%  of 
the  Czech  population.  Overall,  Nova's 
local  programs  have  about  a  third 
more  viewers  than  foreign  shows. 

Just  three  years  old,  Nova  has  65% 
of  the  Prague  market.  "No  one  else 
has  their  reach,"  says  Adam  Swann, 
Ogilvy  &  Mather's  regional  media 
director  for  Central  and  Eastern 
Europe.  On  behalf  of  such  multina- 
tional clients  as  Unilever,  IBM  and 
Ford,  Swann  spends  approximately 
$10  million  a  year  on  advertising  in 
the  Czech  Republic,  most  of  it  for 
ads  on  Nova. 

In  December  1995  Central  Media 
launched  Pro  TV  in  Romania.  Pro's 
general  director,  Adrian  Sarbu,  says 
that  a  successful  locally  produced  pro- 
gram will  generally  have  50%  more 
viewers  than  similar  foreign  fare.  One 
hit,  Watch  and  Win,  a  weekly  quiz 
show,  uses  a  popular  format  that 
includes  questions  on  general  knowl- 
edge— and  about  other  programming 


and  personalities  on  the  station. 

Pro  TV,  which  claims  a  50%  share 
in  the  200  Romanian  towns  where  it 
broadcasts,  now  produces  40%  of  its 
own  programs.  That  should  go  up  to 
50%  this  year  as  locally  produced 
comedies  and  soap  operas  hit  the  air 
for  the  first  time. 

With  a  stock  market  value  of 
$800  million,  six  times  its  revenues, 
Central  Media  is  not  an  underpriced 
stock.  Yet  its  revenues  are  likely  to 
continue  growing  rapidly  for  several 
years  to  come  as  more  advertising 
money  chases  higher  living  standards 
in  Central  and  Eastern  Europe. 
Advertisers  will  spend  more  than 
$375  million  this  year  in  the  Czech 
Republic,  up  50%  in  just  two  years. 

Judy  Thomas,  regional  media 
director  for  dmb&b  Europe,  already 
places  $  1 0  million  worth  of  ads  in  the 
Czech  Republic  for  clients  like 
Texaco  and  Coca-Cola.  She  says  she 
hopes  to  spend  more  this  year  as 
Central  Media  turns  on  its  stations  in 
Hungary  and  Ukraine. 

"Central  Media  really  understands 
what  viewers  want,"  says  Thomas.  "It 
sounds  simple,  but  there  are  so  few 
television  stations  that  actually  do 
that." 

Ron  Lauder's  original  $25  million 
investment  in  Central  Media  is  now 
worth  $170  million  in  the  company's 
stock.  Looks  like  another  chip  off  the 
Estee  block.  ■ 
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Every  once    in  a  while 

even  grev  cells 
appreciate  a  change 
of  colour. 


Timely  breathers  are  what  we  call  them.  Where  you  can  luxuriate  in  the  sheer  vibrance  of  nature.  Be  it  at 
The  Oberoi  Bali,  The  Oberoi  Tombok  or  a  cruise  on  the  Nile.  Before  you  plunge  into  the  maelstrom  of  work, 

let  the  colours  of  life  seep  into  you. 


Oberoi  'Z$fyds 

Where  the  pace  is  yours  to  set,  and  ours  to  keep. 


AUSTRALIA  •  EGYP1  •  INDIA  •  INDONESIA  •  SAUDI  ARABIA  •  SRI  LAN KA 
Reservations  through  your  travel  agent  or  call  The  Oberoi  Reservation  Service.  USA:  800-5-OBERO1  toll  free;  or  for  hotels  in 
Melbourne,  Cairo,  Bali,  Mumbai.  New  Delhi,  Calcutta,  Bangalore,  IhtffcadinfHotels ofthtMbrid :  USA    800-223-6800  toll  tree. 
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f  o  i  news  from 

a  bad  news  spot 


BY  STEVE  H.  HANKE 


The  monetary  authorities  in  Bosnia  and 
Bulgaria  will  soon  have  their  hands  firmly 
tied.  By  the  end  of  the  month  these  two  eco- 
nomic basket  cases  will  dump  their  central 
banks  and  replace  them  with  currency  board 
systems.  There  have  been  little  but  dismal  tid- 
ings from  these  economic  and  political  disas- 
ter spots,  but  this  qualifies  as  good  news. 

With  currency  boards,  a  domestic  currency 
must  be  fully  backed  by  a  foreign  reserve  cur- 


Steve  H.  Hanke  is  a  rency — U.S.  dollars,  say — and  the  domestic 
professor  of  Applied  currency  must  trade,  without  restrictions,  at 
Economics  at  The  an  absolutely  fixed  exchange  rate  with  that 

Johns  Hopkins  foreign  currency.  The  systems  run  on  auto- 

University  in  Baltimore.     matic  pilot  and  impose  strict  discipline  on 

government.  There  can  be  no  political  mon- 
key business.  Changes  in  the  money  supply 
are  determined  solely  by  changes  in  the 
domestic  demand  for  money.  Since  the  mone- 
tary authorities  cannot  create  credit,  they  can- 
not be  swayed  by  special  pleadings  for 
bailouts  by  sectoral  and  political  interests. 
Home-grown  inflation  and  unstable  money 
become  almost  impossible. 

The  breakup  of  Yugoslavia  resulted, 
in  large  part,  because  Slobodan 
Milosevic  set  off  hyperinflation  in 
1991,  when  he  secretly  ordered  the 
National  Bank  of  Yugoslavia  to  grant 
$1.8  billion  in  unauthorized  credits. 

What's  especially  interesting  is  that  the 
International  Monetary  Fund  has  urged 
Bulgaria  and  Bosnia  to  go  the  currency  board 
route.  Article  VII  of  the  Dayton/Paris  Treaty 
of  1996,  which  was  drafted  by  the  IMF,  man- 
dates that  Bosnia  establish  and  operate  a  cur- 
rency board  for  at  least  six  years.  And  the  IMF 
has  bluntly  told  the  Bulgarians:  "No  currency 
board,  no  IMF  credits." 

In  the  past  the  IMF  has  cold-shouldered  this 
sensible  solution.  Indeed  the  fund  has  assert- 
ed that  central  banks  were  engines  for  eco- 
nomic development.  Whenever  a  newly  inde- 
pendent state  was  formed,  the  IMF  mandated 


the  establishment  of  a  central  bank.  In  turn, 
this  required  loads  of  technical  assistance 
from  the  IMF — jobs  for  the  boys.  Disaster 
usually  followed,  with  the  new  central  banks 
creating  a  lot  of  credit  and  inflation.  The  next 
stop  was  a  balance-of-payments  crisis  and  a 
currency  devaluation.  And  Lord  have  mercy 
on  those  who  questioned  this  orthodoxy. 
Their  critiques  were  the  target  of  IMF  dia- 
tribes and  professional  shunning. 

The  IMF's  deviation  from  its  old  orthodoxy 
is  welcome,  particularly  in  the  Balkans.  As 
part  of  the  former  Yugoslavia,  Bosnia  has  suf- 
fered a  history  of  monetary  shenanigans  and 
unstable  money.  In  the  period  1971-91,  the 
average  annual  inflation  rate  was  69%,  with 
hyperinflation  of  over  50%  per  month  in 
1989  and  again  during  1991-92. 

According  to  many  observers,  the  breakup 
of  Yugoslavia  resulted,  in  large  part,  because 
Slobodan  Milosevic  set  off  hyperinflation  in 
1991,  when  he  secretly  ordered  the  National 
Bank  of  Yugoslavia  to  grant  $1.8  billion  in 
unauthorized  credits  to  Serbian-owned  enter- 
prises. By  January  1994  the  rump  Yugoslavia 
was  suffering  from  a  monthly  inflation  rate  of 
313  million  percent,  breaking  the  world 
records  set  by  Weimar  Germany  and  post- 
World  War  II  Hungary.  At  present,  the 
Yugoslav  dinar  is  once  again  falling  like  a  lead 
brick.  Montenegro,  Serbia's  partner  in  the 
rump  Yugoslavia,  is  threatening  to  distance 
itself  from  the  plague  of  hyperinflation  by 
breaking  away  from  Serbia  and  issuing  its 
own  money.  So  much  for  central  banks  that 
so  easily  become  the  tools  of  economically 
illiterate  politicians. 

Bulgaria's  story  is  much  the  same  as 
Bosnia's.  When  I  first  proposed  a  currency 
board  for  Bulgaria  in  1990,  its  currency  was 
trading  at  10  lev  per  dollar.  Now  the  lev  is  in 
a  free  fall,  trading  at  about  2,500  per  dollar, 
and  hyperinflation  is  just  around  the  corner. 
It's  no  wonder  that  the  protests  in  Sofia  have 
turned  ugly. 

If  the  U.S.  and  its  allies  want  to  defuse 
the  Balkan  powder  keg,  monetary  stability 
must  be  established  in  the  region.  Monetary 
stability  might  not  be  everything,  but  with- 
out it,  political  stability  is  difficult,  if  not 
impossible.  ■■ 
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vations 
ile. 


Hertz.  With  the  innovations 
and  services  you  need. 
Now  and  always. 

(T)n  business,  it's  the  innovators  who 
stay  one  step  ahead  of  the  compe- 
tition. That's  why  travelers  take 
advantage  of  the  innovative  services 
at  Hertz. 

From  Beginning... 

(t) here's  simply  no  faster  way  to  rent 
a  car  than  Hertz  #1  Club  Gold*  No 
long  lines.  No  unnecessary  paper- 
work. Nothing  to  slow  you  down. 
Now  available  at  over  600  locations 
around  the  world,  including  the 
U.S.,  Canada,  Europe,  Australia  and 
New  Zealand. 

To  End... 

(S) ringing  the  car  back  is  just  as  fast 
and  easy.  With  Instant  Return,  avail- 
able at  most  U.S.  airports,  a  return 
representative  greets  you  at  the  car 
and  processes  a  fully  detailed,  final- 
ized receipt  on  the  spot.  No  trips  to 
the  counter. 

And  All  Points  In  Between. 

®eitz  was  the  first  to  provide 
Computerized  Driving  Directions, 
with  instant,  detailed  instructions  in 
any  of  six  languages.  Including 
return  directions  to  get  you  back  to 
the  airport  on  time.  Available  at 
many  locations  in  the  U.S.  and 
Europe. 

(A)nd  Hertz  offers  portable  cellular 
phones  at  our  locations  across  the 
U.S.,  making  business  on  the  road 
smoother  than  ever. 

(fi)crtz  is  always  coming  up  with 
innovations  to  make  life  easier  for 
people  who  travel.  That's  why  mile 
for  mile,  no  one  takes  care  of  busi- 
ness exactly  like  Hertz. 


Hertz  rents  Fords  and  other  fine  ears. 

•  RKT,  II  S  PAT  OFF  C  IIF.HT7  SYSTEM  INC  .  I99W02J-V 


exactly. 


Pitney  !    ies'  near  monopoly  on  postage  meters  and 
its       elationship  with  the  U.S.  Postal  Service  is  end- 
laybe  that's  just  the  kick  this  old  horse  needs. 

Innovate  or  die 


By  Damon  Darlin 


Michael  J.  Critelli,  Pitney  Bowes'  chairman  and  chief  executive 

With  competition  heating  up,  the  former  lawyer  can't  afford  to  stand  still. 


It  took  Arthur  H.  Pitney  nearly 
20  years  to  convince  the  slow- mov- 
ing U.S.  postal  officials  that  postage 
meters  were  a  good  idea.  The 
bureaucrats  finally  agreed  in  1920, 
and  for  the  next  three-quarters  of  a 
century  the  company  Pitney  found- 
ed with  Walter  H.  Bowes  held  one  of 
America's  most  enduring  near- 
monopolies.  Despite  great  techno- 
logical change  in  the  office  and  the 
fairly  recent  efforts  of  three  well- 
financed  foreign  competitors,  Pitney 


Bowes  still  has  85%  of  the  U.S.  mar- 
ket for  postage  meters.  Last  year  the 
1.3  million  Pitney  Bowes  meters  in 
use  in  the  U.S.  played  a  key  role  gen- 
erating the  company's  estimated  $3.8 
billion  in  revenues  and  $460  million 
($3.10  a  share)  in  net  income.  Return 
on  equity:  22%,  making  Pitney  one  of 
the  most  profitable  companies  in  the 
business  supplies  industry  (see 
Forbes'  Annual  Report  on  American 
Industry,  Jan.  13). 

But  wait  a  moment.  Just  over  1.5 


million  meters  are  in  use  among 
America's  12  million  businesses? 
That's  the  downside  to  Pitney 
Bowes'  market  dominance.  Pitney 
never  needed  to  seek  out  new  busi- 
nesses beyond  the  large  corporations 
that  generate  some  42%  of  the  U.S. 
mail.  Besides,  if  it  did  market  aggres- 
sively there  was  always  the  threat  of 
an  antitrust  action. 

Says  Michael  Allocca,  formerly  an 
executive  at  Pitney  Bowes  and  now 
president  of  the  American  unit  of 
Switzerland's  Ascom  Hasler,  a  com- 
petitor: "They've  been  arrogant — 
it's  easy  to  be  arrogant  with  85%  of 
the  market." 

Times  change,  however,  and  the 
Postal  Service,  under  profit-minded 
Postmaster  General  Marvin  Runyon, 
is  hearing  footsteps.  To  hold  and 
expand  business  in  a  digital  world 
with  aggressive  private  carriers  like 
Federal  Express  and  United  Parcel 
Service — as  well  as  E-mail — Runyon 
needs  more  innovative  postage 
equipment. 

He  envisions  electronic  postage 
meters  that  can  be  refilled  by  tele- 
phone instead  of  a  trip  to  the  post 
office,  and  digital  postmarks  that 
carry  proprietary  information  about 
who  receives  what  from  whom  (see 
box,  p.  112). 

To  get  the  new  technology  into 
the  market  quickly,  Runyon  wants 
electronic  meters  to  replace  all 
mechanical  meters  by  March  1999. 
This  gives  Pitney's  competitors  an 
opening.  "We  were  pleased  as  punch 
by  that,"  admits  Steven  Pietz,  mar- 
keting manager  at  Neopost,  a  French 
competitor. 

In  the  first  nine  months  of  1996 
Pitney  lost  2%  of  its  customers  to 
competitors.  The  bulk  of  the  corpo- 
rate migration  to  electronic  ma- 
chines has  yet  to  come. 

No  one  is  counting  Pitney  Bowes 
out,  but  it  clearly  faces  its  toughest 
competition  ever,  which  is  precisely 
what  Runyon  intends.  A  contract  for 
developing  an  "electronic  commerce 
system"  that  will  rely  on  authorizing 
digital  signatures  went  to  publicly 
traded  Cylink  Corp.  of  Sunnyvale, 
Calif.  This  despite  the  fact  that 
Pitney  Bowes  has  been  developing  a 
technology  for  validating  digital  sig- 
natures on  electronic  documents, 
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and  has  a  technical  center  staff  full  of 
top  cryptographers.  Ominously, 
Runyon  is  even  talking  about  push- 
ing the  Postal  Service  itself  into 
this  field. 

Another  upstart,  privately  held  E- 
Stamp  in  Palo  Alto,  Calif,  intends  to 
be  first  with  PC  Postage,  a  computer 
chip  and  software  package  that  will 
allow  you  to  stamp  your  own  mail 
using  a  personal  computer  and  a 
standard  office  printer.  The  Postal 
Service  would  get  revenues  from  E- 
Stamp's  clever  product  by  selling  PC 
Postage's  owners  postage  over  the 
Internet. 

"It's  a  threat  to  all  postage  meter 
manufacturers,  but  particularly  to 
Pitney  Bowes,"  boasts  Sunir  Kapoor, 
president  of  E-Stamp.  The  post 
office  hasn't  approved  the  system 
yet,  but  Kapoor  maintains  that  E- 
Stamp,  not  a  competing  Pitney 
Bowes  product,  has  the  inside  track. 

The  Postal  Service  itself  is  starting 
to  behave  like  Pitney's  competitor. 
Last  year  it  took  over  an  account  that 
Pitney  held  for  customers  who  paid 
in  advance  to  use  an  early  postage - 
by-phone  system.  Now  the  Postal 
Service,  not  Pitney,  earns  the  interest 
on  the  $6  billion  plus  that  flows 
through  this  account  each  year. 

The  man  in  the  hot  seat  is 
Michael  Critelli,  who  was  named 
Pitney's  new  chief  executive  last 
May  after  former  chairman  George 
Harvey  led  the  company  through 
two  painful  but  necessary  downsiz- 
ings.  A  lawyer  by  training,  Critelli 
worked  his  way  up  through  the 
company's  legal  department  and 
financial  services  division. 

He  scoffs  at  the  sniping  from 
competitors.  "We  were  never  part- 
ners with  the  Postal  Service,"  he 
says.  The  company  will  probably  lose 
market  share,  he  admits,  but  will 
become  more  profitable  as  the  mar- 
ket for  metered  mail  starts  grow- 
ing— something  he  expects  will  hap- 
pen as  it  attacks  the  small-  and 
home -office  market. 

To  maximize  its  slice  of  this 
expanding  pie,  Critelli  is  trying  to 
transform  Pitney  Bowes  from  a  com- 
pany that  still  prides  itself  on  being  a 
manufacturer  of  precision  machinery 
into  a  company  that  also  aggressive- 
ly markets  its  ability  to  solve  other 
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SPECTRUM  INTERNATIONAL  FOND 

EFFECTIVE  DIVERSIFICATION 
ABROAD  IN  ONE  EASY  STEP 


Spectrum  International  Fund 


Spectrum  puts  more  of  the  world's  investment 
opportunities  within  easy  reach.  Our  new  Spectrum 

International  Fund  inte- 
grates a  broad  range  of 
overseas  investments  into 
a  single  fund  for  maximum 
convenience  and  diversifi- 
cation. The  fund  invests 
in  a  diversified  group  of  up 
to  10  T.  Rowe  Price  funds 
that  invest  primarily  in 
international  securities 
to  give  you  a  diverse  array 
of  foreign  investments, 
including  the  stocks  of 
established,  "brand  name" 
companies,  small-  and 
mid-size-company  stocks,  regional  and  emerging  market 
stocks,  plus  foreign  bonds. 

Watching  the  world  for  you.  Rather  than  having  to 
closely  follow  international  developments  yourself,  our 
investment  professionals  monitor  long-term  economic, 
political,  and  general  market  conditions  for  you,  gradually 
adjusting  the  mix  of  funds  to  offer  the  potential  for  more 
consistent  long-term  returns  with  reduced  risk. 

From  the  largest  international  no-load  manager.1 

T.  Rowe  Price  and  its  affiliates  manage  over  $27  billion  in 
international  stock  and  bond  assets,  and  have  more  than 
100  analysts  in  17  countries  to  help  you  invest  with  confi- 
dence the  world  over. 

Of  course,  investing  overseas  involves  special  risks,  includ- 
ing the  volatility  of  currency  exchange  rates  and,  in  some 
cases,  limited  geographic  focus,  political  and  economic 
instability,  and  relatively  illiquid  markets. 

Like  all  our  funds,  Spectrum  International  is  100%  no  load. 
$2,500  minimum  investment  ($1,000  for  IRAs). 


Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-401-5288 

http://  www.  troweprice.  com 


Invest  With  Confidence 

T.Rowefrice 


'Strategic  Insight  Simfund.  The  performance  of  the  Spectrum  International  Fund  will  depend  on  the  performance  of  the 
T.  Rowe  Price  funds  in  which  it  invests.  There  is  no  guarantee  the  fund  will  achieve  its  objectives.  Read  the  prospectus 
carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  SPF034732 
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It  s  not  how  far  technology  can  take 


http://www.hyundai.net 


MA 


"Value  Management'  lor  Mankind,  Society  and  Future 


)Ut 


how  high.  ..  #1 


From  the  very  beginning 
in  1947,  a  pioneering  spirit  and 
advanced  technology  have  been  hallmarks 
of  the  Hyundai  Business  Group.  Building  on  50  years  of 
success,  Hyundai  will  further  provide  greater  value 
to  our  customers  in  every  continent  on  our  planet. 
Through  realization  of  Value-based  Management, 
Hyundai  will  focus  on  enhancing  the  quality  of  life  for 
all  and  cultivating  innovative  technologies. 

Today,  Hyundai  produces  diverse  innovative  products 
rFrom  Chips  To  Shipsj.  And  our  pioneering  spirit  has 
made  us  one  of  the  world's  most  influential  business 
groups  with  over  US$90  billion  in  sales.  But  more 
important  than  where  we  are  is  where  we  re  going. 
Together,  we  re  synergizing  technologies  from  every 
field  we  do  business  in  as  we  head  for  the  next  frontier  - 
space.  Now,  a  synergy  born  of  diversity  and  expertise 
earned  through  growth  are  preparing  us  to  take  the  next 
leap  forward  -  and  upward. 

HYUNDAI 

Building  A  Better  World  Through  Value  Management 
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com'  postal  problems.  One  of 

Pitnej  fastest -growing  units 

t  mi  I  runs  other  companies' 

[rooms.  The  unit,  which  has 
grown  to  10,000  employees,  now 
manages  1,000  mailrooms,  includ- 
ing NationsBank's. 

Critclli's  biggest  hopes,  though, 
are  pinned  to  penetrating  the  small- 
office  and  home -office  market.  Last 
quarter  Pitney  began  selling  the 
Personal  Post  Office,  a  sleek,  gray 
electronic  meter  that  is  aimed  at  this 
fast-growing  segment.  The  device 
quietly  prints  promotional  messages 
on  envelopes  along  with  postage 
drawn  from  an  account  that  can  be 
refilled  by  phone.  Pitney  is  experi- 
menting with  renting  Personal  Post 
Office  machines  through  office  sup- 
ply superstores  like  Staples.  (By  post 


office  dictate,  all  postage  meters  are 
rented  from  the  manufacturer  and 
not  owned  by  the  customer.)  Critelli 
even  plans  to  advertise  Personal  Post 
Office  on  television. 

Critelli  isn't  worried  about  Sunir 
Kapoor's  E-Stamp  getting  a  leg  up 
in  Pitney  Bowes'  market  with  the 
first  personal  computer  metering 
device.  Pitney  engineers  began  writ- 
ing software  for  a  similar  type  of  sys- 
tem years  ago.  "We  built  up  our 
R&D,"  Critelli  says.  "Now  we  have 
to  leverage  the  capability." 

It  seems  that  no  market  is  too 
small  to  escape  Critelli's  notice.  Late 
last  year  Pitney  condensed  its  exten- 
sive knowledge  of  direct  mail  into  a 
CD-ROM  program  called  "Mail 
Marketer,"  which  it  will  sell  for  $60 
to  small  companies  or  charities  try- 


ing to  do  a  mass  mailing  like  the  big 
mailers. 

To  reduce  its  dependence  on  the 
U.S.  Postal  Service,  Pitney  Bowes  is 
working  with  the  Social  Security 
Administration  to  develop  digital 
signatures  for  filing  W-2  forms 
electronically. 

Meredith  Fischer  is  Pitney  Bowes' 
stylish  vice  president  for  communica- 
tions, marketing  and  future  strategy. 
She  puts  her  finger  on  the  compa- 
ny's inner  dilemma  when  she  says: 
"We've  had  a  holding  company 
mentality  for  a  long  time."  Mike 
Critelli  knows  that  Pitney  Bowes  has 
two  choices:  Shed  that  mentality  and 
innovate  and  market  like  a  much 
younger  company,  or  be  nibbled  to 
death  by  a  gathering  host  of  hungry 
competitors.  H 


Data-mining 
the  mail 


YOU  MAY  NOT  LIKE  the 

idea,  but  think  about  how 
much  your  trusty  mail  car- 
rier knows  about  you.  He 
or  she  knows  about  the 
Frederick's  of  Hollywood 
catalogs,  that  IRS  notice, 
your  Fidelity  account,  and 
that  you  correspond  regu- 
larly with  friends  or  rela- 
tives in  Austin,  Tex. 
Now  think  how  useful 
that  information  would  be 
to  a  marketer  if  what  you 
receive  could  be  tapped, 
recorded  and  collated. 
Don't  think  the  U.S. 
Postal  Service  hasn't 
thought  about  this.  Post- 
master General  Marvin 
Runyon,  a  former  auto 
industry  executive,  under- 
stands that  in  the  digital 
age  the  post  office  must 
take  on  private  industry  to 
provide  new  services. 

That's  why  the  Postal 
Service  has  Pitney  Bowes 
and  other  companies 
vying  to  develop  a  new 
digital  postmark  for 


12345678901234 


01  /28/97™*fI: 

$  00.320  £ 
US  POSTAGE  ★  *  ★ 

MAILED  FROM  ZIP  CODE  06484 

rm. 


Pitney  Bowes'  proposed  postmark,  with  its  two-dimensional  bar  code 
The  Postal  Service  will  soon  know  a  lot  more  about  you. 


metered  mail.  Printed 
from  a  standard  office 
printer,  the  new  postmark 
will  contain  a  bar  code 
that  contains  far  more 
data  than  the  stripey  Uni- 
versal Product  Code  you 
find  on  products  in  the 
supermarket. 

The  new  postmarks 
would  help  the  postal  ser- 
vice cut  down  on  postage 
theft:  and  schedule  its 
workers  and  vehicles  more 
efficiently.  But  the  post- 
marks could  also  allow  the 
post  office  to  link  data 
about  the  sender  and  the 
recipient  together  in  a 
database.  Out  of  concern 
for  individual  privacy,  the 
Postal  Service  probably 


wouldn't  sell  personal  data 
but  instead  aggregate  it 
into  neighborhood  blocks 
as  the  Census  Bureau  does 
with  the  data  it  collects. 
Marketers  would  pay 
dearly  for  up-to-date 
information  on  a  neigh- 
borhood's ski  magazine 
reading  habits,  or  how 
often  residents  on  a  partic- 
ular street  received  deliver- 
ies from  a  cooking  equip- 
ment company. 

"If  we  get  the  privacy 
issue  right  and  continue 
the  tradition  of  trust  in 
the  aggregate,  that  infor- 
mation could  be  valu- 
able," smiles  Robert  Reis- 
ner,  the  postal  service's 
vice  president  of  strategic 


planning.  Reisner  adds 
that  selling  such  data 
might  make  a  lot  of  sense 
for  the  USPS  because  of  its 
dominant  role  as  a  deliv- 
ery service  for  direct  mail, 
whose  volume  is  rising 
faster  than  the  volume  of 
first-class  mail. 

The  post  office  also 
wants  to  turn  the  same 
encryption  techniques 
used  in  the  proposed  post- 
marks into  a  business  cer- 
tifying digital  signatures. 
Today  the  average  person 
who  sends  documents 
electronically  has  no  way 
of  guaranteeing  that  the 
document  will  arrive  unal- 
tered, and  that  it  will  be 
received  by  the  right 
person.  And  the  recipient 
can't  be  sure  it  is  from 
who  it  says  it  is  from. 

The  post  office  proposes 
to  serve  as  the  agency  that 
will  certify  that  you  are 
who  you  say  you  are,  and 
that  documents  are  not 
altered  en  route — for  a 
fee,  of  course. 

When  will  all  this 
happen?  Within  two  to 
three  years,  postal  execu- 
tives predict.      -D.D.  M 
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I  know  its  late,  but  Id  like  some 
mshi.  How  far  do  I  nave  to  £o?" 


You  needn't  ever  leave  trie  comfort  of  your  Four  Seasons  room  to  be  transported  by  a  talented  chef. 

Dm  service  menus  abound  with  regional  selections:  from  deep-dish  pizza,  to  striped  bass  without  unwan  ted 

aries,  to  homemade  chicken  soup  at  midnight.  For  the  same  breadth  of  choice  in  another 

•quailed  setting,  visit  our  restaurants  downstairs.  In  this  value-conscious  era,  the  demands      *OUR  SEASONS  HOTELS 

*■  _  11         i  11  1  1  four  Seasons  •  Recent 

business  demand  nothing  less.  To  reserve,  telephone  vonr  travel  counselor  or  L-800 -332-3442. 

Four  Seasons  ♦  Regent.  Defining  the  art  of  service  at  40  notels  in  1Q  countries. 
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Why  did  prestigious  Bear,  Stearns  get  cozy 
with      lany  discredited  bucket  shops? 

Sleazy  doings 

on  Wall  Street 


By  Gretchen  Morgenson 

An  OBSCURE  New  York  City  broker- 
age firm,  A.R.  Baron  &  Co.,  slipped 
into  bankruptcy  last  July.  Brokerage 
is  not  the  right  word.  It  was  a  bucket 
shop.  Baron  was  in  trouble  with  reg- 
ulators from  the  moment  it  opened 
its  doors  four  years  earlier.  When  it 
closed,  its  customers  were  on  the 
hook  for  roughly  $22  million.  Its 
owner,  a  31  -year-old  egomaniacal 
fellow  named  Andrew  Bressman,  has 
filed  for  bankruptcy.  John  Moscow,  a 
N.Y.  County  assistant  district  attor- 
ney, has  convened  a  grand  jury  on  the 
A.R.  Baron  affair. 

Just  another  boiler-room  blowup? 
These  outfits  come  and  go,  and  not 
much  has  changed  since  the  days 
when  Robert  Brennan  and  Denver- 
based  Meyer  Blinder  ravaged  and 
raped  small  investors.  But  this  deba- 
cle was  different.  In  failing,  Baron 
laid  bare  a  corner  of  the  securities 
industry  that  is  rarely  seen  but  is 
hugely  profitable:  processing  trades 
for  other  firms. 

This  involves  clearing  customer 
trades,  processing  securities  transac- 
tions and  other  paperwork,  and  pro- 
viding capital  necessary  for  smaller 
broker/dealers  to  conduct  their  busi- 
ness. A  major  player  in  the  clearing 
business  is  the  prestigious,  publicly 
traded  brokerage  giant  Bear,  Stearns 
&  Co.  Inc.  Guess  who  cleared  for 
Baron?  Bear,  Stearns  Securities  Corp., 
its  clearing  subsidiary.  And  guess  who 
figures  prominently  in  the  story? 
Randolph  Pace,  a  notorious  bucket- 


shop  operator  of  the  past,  who  has 
been  the  subject  of  numerous  regula- 
tory actions  during  his  short  career  in 
the  securities  business.  Pace  co- 
owned  Rooney,  Pace  Inc.  in  the 
1980s. 

Processing  of  securities  transactions 
was  little  noticed  until  1968,  when, 
amid  growing  trading,  stock 
exchanges  began  closing  down  on 
Wednesdays  so  clerks  could  sort  out 
the  mountains  of  tickets  representing 
customer  orders.  Volume  had  simply 
grown  too  fast  for  the  then-primitive 
systems  to  handle.  A  number  of 
famous  old  firms  went  under — 
Goodbody  &  Co.,  among  others. 
Computers  and  vast  infusions  of  cap- 
ital eventually  solved  the  problem. 

Because  expensive  computer  sys- 
tems are  required,  the  clearing  busi- 
ness has  become  concentrated  in 
fewer  hands.  Most  large  brokerage 
firms  and  banks,  such  as  Merrill 
Lynch,  Smith  Barney,  Chase  and  J. P. 
Morgan,  still  clear  their  own  cus- 
tomers' trades,  but  many  others  do 
not.  Since  1983  the  number  of  clear- 
ing firms  has  declined — from  1,200 
to  780 — while  the  number  of 
broker/dealers  (also  called  introduc- 
ing brokers)  has  risen  from  3,500  to 
5,000.  Big  names  in  clearing  are  Per- 
shing, a  division  of  Donaldson, 
Lufkin  &  Jenrette;  Correspondent 
Services  Corp.,  a  subsidiary  of 
PaineWebber  Group;  and  Prudential 
Securities. 

Bear,  Stearns'  clearing  subsidiary  is 


a  big  player,  with  2,100  customers, 
up  from  725  in  1987.  It  is  so  big  in 
this  business  that  it  claims  to  handle 
12%  of  the  New  York  Stock 
Exchange's  volume.  Its  clearing  cus- 
tomers generate  more  than  100,000 
trades  every  day.  A  decade  ago  its 
daily  trades  averaged  33,000.  Most  of 
Bear's  clearing  clients  are  small  OTC 
marketmaker  firms,  hedge  funds  and 
money  managers — good  customers, 
solvent  and  well  respected.  But  then 
there  was  Baron.  As  it  turns  out, 
Bear,  Stearns  clears  for  other  outfits 
like  Baron. 

Officials  at  Bear,  Stearns  declined 
to  be  interviewed  for  this  story.  Com- 
pany spokesperson  Hannah  Burns 
says:  "Clearing  is  a  very,  very  propri- 
etary business  for  us,  and  we  don't 
want  the  public  knowing  about  it." 

A  strange  comment.  Doesn't  the 
public  have  a  right  to  know  how  its 
trades  are  handled?  Clearing  is  much 
more  than  a  routine  process  of 
matching  the  seller  of  a  security  with 
the  corresponding  buyer.  A  clearing 
firm  also  ponies  up  significant  capital 
to  each  of  its  introducing  brokers, 
allowing  them  to  do  business  on  a 
relatively  small  deposit,  usually  a  min- 
imum of  $250,000.  However,  if  a 
customer  fails  to  pay,  it  is  the  intro- 
ducing broker  who  gets  stuck,  not 
the  clearing  firm.  Nor  is  the  clearing 
firm  on  the  hook  if  brokers  at  one  of 
the  introducing  firms  engage  in 
unauthorized  trading  or  other  securi- 
ties' laws  violations.  In  short,  the 
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July  17 

A.R.  Baron 
settles  with 
NASD,  paying 
$1.5  million  in 
fines  and 
restitution 


July  20 

Bear,  Stearns 
begins  clearing 
for  A.R.  Baron 


Aug.  9 

Baron  underwrites 
1.8  million  shares 
of  PaperClip  Imaging 
Software— its  last  hot  IPO 


Harriton 


Sept.  5 

Baron's 
capital  falls 
below  minimum, 
shuts  down 
for  2  days 


Randolph  Pace 

Former  brokerage  executive; 
suspended  twice  by 
the  SEC,  twice  by  the 
NASD  and  barred  by  the 
New  York  Stock  Exchange 


Andrew  Bressman 

Chief  Executive  Officer 
A.R.  Baron;  former 
broker  with  D.H.  Blair 


Morris  Wolfson 

Real  estate  and 
securities  investor; 
A.R.  Baron  client 


clearing  firm  -.'.ares  in  the  profits  but 
takes  nor;     1  the  regulatory  heat. 

m's  chief  vulnerability 
of  Us  broker/dealers  fails  and 
winds  up  owed  more  by  customers 
than  what  it  has  in  cash.  In  most 
cases  thra  risk  is  modest  if  the  clear- 
ing firm  keeps  a  watchful  eye  on  its 
customers'  dealings. 

One  veteran  of  the  clearing  busi- 
ness says:  "A  clearing  firm  looks  at  its 
customers'  numbers  every  day.  The 
first  time  trouble  shows  its  head,  you 
stop  it  immediately."  Clearing  firms 
can  terminate  their  agreements  with 
customers  at  any  time,  but  they  usu- 
ally give  the  firm  a  grace  period  of  a 
month  or  two  to  find  a  new  home. 

The  risk  of  a  firm's  failing  is,  how- 
ever, far  outweighed  by  the  financial 
rewards  of  the  clearing  business.  First 
there's  the  introducing  broker's 
deposit  paid  to  the  clearing  firm, 
which  can  use  the  money  interest- 
free.  Then  there  are  the  fees  a  clear- 
ing firm  levies  on  every  transaction  an 
introducing  firm  makes — called  a 
"ticket  charge" — of  anywhere  from 
$10  to  $30  per  trade.  The  clearing 
firm  also  charges  interest — typically 
1%  a  month — of  customer  debit  bal- 
ances carried  on  the  clearing  firm's 
books.  The  interest  meter  starts  tick- 
ing the  day  a  trade  is  done.  This  is 
where  the  real  money  in  clearing  is 
made.  Clearing  firms  like  Bear, 
Stearns  also  have  free  use  of  cus- 
tomers' credit  balances. 

Last  but  not  least,  clearing  firms 
such  as  Bear  demand  that  an  intro- 
ducing broker's  listed  equity  busi- 
ness— trades  in  nyse  and  Amex 
stocks — all  be  funneled  to  its  trading 
desks.  Other  firms  would  pay  2  cents 
or  3  cents  a  share  for  this  order  flow; 
Bear  gets  it  for  free. 

The  man  running  this  gold  mine  at 
Bear,  Stearns  is  Richard  Harriton,  61, 
an  imposing  and  imperious  man  who 
came  to  the  firm  in  1979.  Reported- 
ly the  son  of  a  Brooklyn  bakerv- 
supply  salesman,  Harriton  has 
become  a  wealthy  man  as  a  Bear, 
Stearns  senior  managing  director.  He 
sits  on  the  firm's  Management  and 
Compensation  Committee,  which 
decides  how  many  millions  of  dollars 
will  be  parceled  out  to  the  company's 
executives  in  bonuses  each  year. 

Bear  is  known  for  its  largesse  to 


top  employees.  Last  year,  for  exam- 
ple, Bear,  Stearns  President  and  Chief 
Executive  James  Cayne  made  $20.4 
million  in  compensation;  Chairman 
Alan  (Ace)  Greenberg  got  $18.9  mil- 
lion; Executive  Vice  President  Warren 
Spector  received  $19.5  million.  Har- 
riton's  compensation  was  unspecified 
in  the  proxy  and  the  annual  report, 
but  it  was  no  doubt  hefty. 

Bear,  Stearns'  financials  don't  spec- 
ify how  much  its  clearing  business 
brings  in. 

With  reason:  Why  let  outsiders  in 
on  how  lucrative  its  clearing  is?  In 
1996  Bear  produced  revenues  of  $5 
billion,  on  which  it  earned  $496  mil- 
lion. Clearing  almost  certainly  con- 
tributed to  Bear's  extraordinary 
results — up  68%  in  its  most  recent 
quarter,  ended  December.  The  firm's 
stock  surged  to  an  alltime  high  of 


$31.75.  8 

All  Wall  Street  firms  have  personal-  | 

ities;  Bear's  is  scrappy  and  entrepre-  § 

neurial.  Bear  executives  are  encour-  | 

aged  to  behave  as  aggressive  and  | 

enterprising  sole  proprietors.  If  they  5 

do  so  successfully,  they  will  get  their  | 

reward  in  the  form  of  a  bigger  bonus.  J 

Running  one  of  Bear's  biggest  z 

profit  centers  makes  Harriton  a  tow-  | 

ering  figure  there.  His  contributions  I 

to  the  firm's  bottom  line  make  it  § 

likely  that  he  is  autonomous,  left  | 

alone  to  manage  his  fiefdom.  He  I 

reportedly  has  introduced  himself  to  | 

prospective  clearing  customers  by  g 

saying:  "I  run  the  most  profitable  K 
division  of  Bear,  Stearns  and  I'm  the 
most  powerful  man  on  Wall  Street  in 
clearing."  It  is  widely  assumed  that  he 
runs  his  show  without  much  input 
from  the  top  boss,  Alan  Greenberg. 
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The  crash  of  A.R.  Baron 

Less  than  a  year  after  Bear,  Stearns 
began  clearing  once  again  for  Baron, 
the  firm  was  bankrupt.  There  were 
many  signs  along  the  way  that  the 
firm  was  in  perilous  condition,  yet 
Bear  continued  to  clear  Baron's  trades. 


Sept.  12 

Fiduciary 
Management 
Services  learns  of 
unauthorized  trading 
by  Baron;  notified, 
Bear  sloughs  it  off 


Oct.  13 

Baron's 
capital  again 
below  minimum, 
ceases  operations 
temporarily;  Bear 
later  puts 
$1.1  million 
of  its  capital 
into  Baron 


David  Blech  that  specialized  in 
biotechnology  stock  underwritings. 
D.  Blech's  failure  in  1994  reportedly 
left  $200  million  in  investor  losses 
and  clearing  firm  Bear  on  the  hook 
for  $10  million. 

Bear,  Stearns  also  cleared  for  Strat- 
um Oakmont  from  1990  until  early 
1994,  when  Bear  bounced  the  firm 
amid  bad  press  about  its  boiler-room 
tactics.  Stratton  was  effectively  shut 
down  by  regulators  last  month. 

Right  now  Bear,  Stearns  is  the 
clearing  firm  for  at  least  15  broker- 
ages that  are,  if  not  full-fledged 
bucket  shops,  close  to  it.  (See  chart, 
p.  118.)  These  include  Sterling 
Foster,  charged  last  September 
in  a  $53  million  fraud  com- 
plaint by  the  nasd  for 
manipulating  stock 
prices    of  newly 
issued  stocks; 


May  29 

SEC  orders 
Baron  to  cease 
and  desist 
its  operations 


What  is  so  special  about  Bear, 
Stearns'  clearing  work?  Harriton 
knows  that  what  he  is  selling  is  not 
just  his  firm's  back-office  processing: 
All  clearing  firms  have  sophisticated 
systems  and  most  charge  less  to  per- 
form these  services  than  Bear.  What 
Harriton  is  selling — especially  to  the 
small  and  dubious  firms — is 
respectability.  If  Bear's  famous  name 
appears  on  the  trade  confirmation  or 
monthly  statement  as  the  clearing 
firm,  who  can  doubt  that  his  money 
is  in  safe  hands? 

Even  before  the  Baron  debacle, 
some  of  the  biggest  Wall  Street  flame  - 
outs  had  been  clearing  customers  of 
Bear,  Stearns  Securities  Corp. 

One  of  Bear,  Stearns'  first  clearing 
customers  was  Rooney,  Pace  Inc.,  a 
notorious  stock  manipulator  firm 
shuttered  by  regulators  in  1987. 
Former  co-owner,  Randolph  Pace,  is  a 
close  friend  of  Harriton  and  regularly 
brings  new  clearing  customers  to  Bear. 

Another  clearing  customer  in  Bear, 
Stearns'  recent  past  was  D.  Blech  & 
Co.,  the  investment  firm  run  by 


Lew 

Lieberbaum  & 
Co.,  of  Garden 
City,  N.Y.; 
Josephthal    Lyon  & 
Ross  Inc.  of  New  York  City. 

Does  having  Bear  as  a  clearing  firm 
give  cachet  to  smaller  firms?  Just  ask 
Ian  Barry,  investment  manager  of 
Fiduciary  Management  Services, 
developers  of  Grand  Bahama  Island. 
In  July  1995,  Barry  learned  that  the 
broker  handling  his  client's  $2  mil- 
lion account  was  moving  its  back- 
office  business  from  Denver-based 
Hanifen,  Imhoff  to  industry  giant 
Bear,  Stearns.  "I  felt  we  were  in 
excellent  hands,"  says  Barry,  from  his 
office  in  Bermuda.  "Bear,  Stearns  was 
a  household  name." 

A  global  reputation  was  important 
to  Barry  because  Fiduciary  Manage- 


ment's broker,  Richard  Simone,  had 
recendy  left  Alex  Brown  &  Sons  for  a 
brokerage  firm  Barry  did  not  know — 
A.R.  Baron  &  Co.  Although  Barry 
trusted  Simone,  he  also  says  he  felt 
comfortable  with  Simone's  shift  to 
Baron  because  of  the  Bear,  Stearns 
connection. 

Barry  didn't  rest  easy  for  long. 
Immediately  after  Baron  announced 
its  new  clearing  arrangement  with 
Bear,  Stearns,  Barry  began  receiving 
confirmations  of  trades  in  Fiduciary's 
account  that  he  had  never  authorized 
Simone  to  do,  stocks  that  bore  no 
relation  to  the  conservative  securities 
Barry  generally  dealt  in. 

Unable  to  get  these  $2  million 
trades  reversed  by  Simone,  or  A.R. 
Baron's  owner,  Andrew  Bressman, 
Barry  went  to  Bear,  Stearns  for  help 
in  canceling  the  unauthorized  trades. 
Even  though  Barry  notified  Bear  of 
the  unauthorized  trading  within  ten 
days,  as  required  by  New  York  State 
law,  Bear,  Stearns  moved  not  one 
inch  to  rescind  the  trades.  Bear 
advised  Barry  to  take  it  up  with 
Baron,  claiming  to  be  "just  the  clear- 
ing firm." 

Barry  never  got  satisfaction  from 
Baron.  As  it  turned  out,  Barry  was 
one  of  many  Baron  customers  vic- 
timized by  the  unauthorized  trad- 
ing. According  to  the  Securities  & 
Exchange  Commission,  since  its 
very  first  days  A.R.  Baron  had 
engaged  in  egregious  sales  prac- 
tice abuses,  including  rampant 
unauthorized  trading  in  customer 
accounts,  and  abusive  sales  practices 
involving  stocks  that  it  underwrote. 

In  industry  parlance,  Baron  was  a 
firm  that  employed  a  "no  net  sales" 
policy.  That  meant  Baron's  brokers 
would  allow  their  clients  to  sell  a 
position  in  one  of  their  so-called 
house  stocks  only  if  another  of  the 
firm's  clients  placed  orders  to  buy  the 
shares.  In  short,  a  Baron  stock  couldn't 
drop  because  the  broker  wouldn't 
permit  trades  at  lower  prices.  This 
had  the  effect  of  propping  up  Baron's 
special  stocks,  for  a  while  at  least. 

As  Barry  discovered,  Fiduciary's  $2 
million  was  used  to  buy  shares  in  a 
Baron  house  stock — Cypros  Pharma- 
ceutical— that  somebody  else  was 
likely  selling.  When  the  firm  went 
bankrupt  months  later,  Fiduciary 
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Manager  vas  left  with  around 
$2.6  million  in  losses. 

Management,  in  suing 
'^(cd  by  Lewis  Lowen- 
feis  nghly  respected  securities 
lawyer  in  New  York  City  whose  writ- 
ings have  been  cited  by  the  U.S. 
Supreme  Court.  Says  Lowenfels: 
"The  Fiduciary  Management  case 
goes  to  the  heart  of  the  legal  respon- 
sibilities of  clearing  firms  in  relation 
to  introducing  brokers."  In  other 
words,  in  keeping  Baron  alive  for 
almost  a  year,  Bear,  Stearns  enabled 
the  firm  to  harm  investors  with  its 
fraudulent  sales  practices.  As  a  result, 
Bear  was  perhaps  more  than  just  a 
clearing  firm. 

Bear,  Stearns  disavows  responsibil- 
ity for  Fiduciary's  losses,  even  though 
the  firm  was  notified  of  the  unautho- 
rized trades  almost  immediately  after 
they  were  placed. 

Bear  itself  lost  money  in  the  Baron 
mess;  it  is  identified  in  Baron  filings 
as  a  creditor  of  the  firm  in  the 
amount  of  $2.3  million.  Oddly,  Bear 
has  not  filed  a  claim  with  the  bank- 
ruptcy court,  perhaps  trying  to  mini- 
mize its  link  to  the  disaster. 

Why  would  Bear,  Stearns  risk  its 
reputation  by  dealing  for  a  firm  like 
Baron?  On  July  17,  1995,  for  exam- 
ple, A.R.  Baron  settled  a  case  with 
the  NASD,  agreeing  to  pay  the  regula- 
tor $1.5  million  in  fines  and  restitu- 
tion; Baron's  principal,  Bressman, 
paid  $35,000  to  settle  charges  that  he 
and  the  firm  executed  trades  for  cus- 
tomers at  unfair  and  unreasonable 
prices.  Three  days  after  this  public 
shaming,  Bear,  Stearns  agreed  to 
begin  clearing  for  Baron. 

Until  the  firm  finally  failed  in  July 
1996,  Baron's  capital  position  sever- 
al times  fell  below  the  minimum 
required  by  regulators.  This  means 
Baron  could  not  conduct  business 
until  it  put  up  more  capital.  On  sev- 
eral occasions  Baron  simply  closed  its 
doors.  But  Bressman  &  Company 
would  always  manage  to  rusde  up  the 
necessary  capital  somewhere.  At  a 
crucial  point  in  the  fall  of  1995,  Bear 
put  up  $1.1  million  of  its  own  capital 
to  float  Baron  back  up  to  minimum 
levels. 

All  the  while,  Bear  was  receiving  a 
steady  flow  of  customer  complaints 
from  folks  like  Ian  Barry.  Bear  con- 


tinued to  clear  for  Baron  as  SEC  and 
NASD  regulators  were  at  Baron  audit- 
ing and  investigating  continually 
throughout  1995.  Finally,  Baron  was 
bleeding  money:  During  the  month 
of  October  1995,  Baron  had  $5  mil- 
lion in  losses  and  unpaid-for  trades. 
Bear  continued  to  clear. 

The  question  of  why  Bear  was 
involved  with  Baron  gets  even  more 
curious  when  you  discover  that  Bear 
had  cleared  for  Baron  once  before,  in 
1992.  Bear  ended  its  clearing  rela- 
tionship with  Baron  that  summer 
during  an  underwriting  that  Baron 
had  in  the  works — Cypros  Pharma- 
ceutical. Harriton  told  Baron  to  look 
around  for  another  clearing  firm 
because  Bear  was  afraid  the  Cypros 
deal  would  unwind  and  end  up  with 
a  stock  trading  below  the  offering 
price.  In  short,  Bear  was  worried 
Baron  could  not  support  the  shares  in 
the  aftermarket.  Baron  found  anoth- 
er clearing  firm,  Adler  Coleman. 

Unfortunately  for  Baron,  Adler 
Coleman  went  bankrupt  in  1995,  so 
once  again  Baron  needed  a  clearing 
firm.  It  landed  at  Hanifen,  Imhoff  for 
roughly  three  months,  but  was 
kicked  out. 

Why  did  Bear  now  open  its  doors 
to  Baron?  The  question  is  especially 
compelling  when  you  realize  that 
because  of  the  nature  of  Baron's  busi- 
ness, Bear  wasn't  really  making  all 
that  much  money  on  its  clearing 
business. 

Remember  the  variety  of  ways  a 
clearing  firm  makes  money.  The  most 
profitable  is  charging  interest  on  the 
firm's  customer  debits — typically  a 
result  of  stocks  bought  on  margin. 
But  Baron  had  no  customer  debits — 
it  was  a  firm,  as  many  bucket  shops 
are,  that  specialized  in  stocks  that  are 
not  marginable.  Baron's  customers 
had  no  margin  positions. 

Neither  did  Baron's  clients  typical- 
ly have  credits  in  their  accounts — cash 
resulting  from  a  liquidated  stock 
position. 

Another  interesting  fact:  Harriton's 
number-two  man  on  the  operations 
side  at  Bear,  Stearns  Securities  Corp., 
Peter  Murphy,  wanted  to  throw 
Baron  out.  Murphy  was  overruled  by 
Harriton. 

Why  would  Harriton  deal  with  a 
clearly  disreputable  bucket  shop? 


A  cadre  of  clearing  clients 


A.R.  Baron  &  Co. 
New  York  City 

Defunct;  $22  million 
in  customer  losses; 
subject  of  grand  jury 
investigation 


Corporate  Securities 
Group, Inc. 
Boca  Raton,  Fla. 

Pending  NASD  com- 
plaint, 1996;  NASD 
censure  and  fine,  1995 


D.  Blech  &  Co. 
New  York  City 

Defunct;  failure  said  to 
have  caused  losses 
of  $200  million— $10 
million  at  Bear,  Stearns 


Some  of  Wall  Street's  biggest 
flameouts  cleared  through 
Bear,  Stearns.  Other  firms, 
still  in  business,  have  had 
troubles  with  the  regulators. 


Was  it  as  a  favor  to  Morris  and 
Abraham  Wolfson,  sons  of  New  York 
real  estate  magnate  Zev  Morris — 
developer  of  One  State  Street  Plaza? 
Morris  Wolfson  has  sizable  accounts 
at  Bear,  Stearns.  He  was  also  a  big 
player  in  Baron's  house  stocks.  And 
Wolfson  Investment  had  bought 
$400,000  worth  of  A.R.  Baron's  pri- 
vately issued  convertible  preferred 
stock.  As  a  special  client  of  Baron  he 
would  be  entitled  to  allotments  of 
hot  issues  before  the  suckers  were 
invited  in. 

Bressman  told  people  that  the 
Wolfsons  asked  Harriton  to  take  on 
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Lieberbaum  &  Co. 
en  City,  N.Y. 

:ensures  and  fines 
\SD  since  1992. 
ct  of  many 
mer  arbitrations 


Securities  Corp. 


Sterling  Foster  &  Co. 
Melville,  N.Y. 

NASD  alleged  $53  million 
fraud  in  1996  market 
manipulation  case 


osephthal  Lyon  & 
toss  Inc. 
lew  York  City 

Numerous  arbitration 
;ases,  two  NASD  cen- 
ures  and  fines  in  1996 


Baron  as  a  clearing  firm  again. 
According  to  Bressman,  Harriton 
asked  the  Wolfsons  if  the  family 
would  guarantee  the  firm.  The  family 
declined,  but  Harriton  took  Baron 
back  anyway. 

Morris  Wolfson,  38,  is  infamous  as 
co-owner  of  a  Harlem  apartment 
building  that  collapsed  in  1994, 
killing  three  people.  Wolfson  was  not 
found  liable  for  the  deaths. 

But  Wolfson  was  not  Harriton's 
only  tie  to  the  Baron  firm.  After 
taking  Baron  back  into  the  Bear, 
Stearns  fold,  Harriton  introduced 
Bressman  to  Harriton's  pal,  barred 


Stratton  Oakmont 
Inc. 

Lake  Success,  N.Y. 

Defunct;  notorious  for 
boiler-room  tactics. 
Effectively  shut  down 


Noble  International 
Investments,  Inc. 
Boca  Raton,  Fla. 

Lost  three  arbitrations 
since  1995,  selling 
unsuitable  investments 


Rooney,  Pace  Inc. 
New  York  City 

Defunct;  one  of  Bear, 
Stearns  first  clearing 
customers,  the  firm 
was  shut  by 
regulators  in  1987 


manipulator  Randolph  Pace.  Bear, 
recall,  cleared  for  Rooney,  Pace 
before  it  went  out  of  business  in 
1987.  Pace  didn't  return  a  reporter's 
phone  call  seeking  comment. 

Harriton  apparendy  isn't  discrimi- 
nating when  it  comes  to  picking 
friends.  Baron's  president,  Andrew 
Bressman,  has  also  been  chummy 
with  Harriton.  Bressman  has  dined 
often  with  the  Bear  managing  direc- 
tor, taking  him  to  New  York  Knicks 
basketball  games,  where  Bressman's 
front  row  seats  let  him  and  his  guests 
rub  shoulders  with  celebrities  like 
film  director  Spike  Lee. 


A  person  intimately  familiar  with 
the  clearing  business  at  Bear,  Stearns 
tells  Forbes  that  more  than  favors 
were  involved.  The  source  insisted  on 
strict  anonymity  but  is  clearly  knowl- 
edgeable about  the  situation. 

Here,  according  to  the  source,  is 
what  happens:  A  bucket  shop  that 
clears  through  Bear  has  a  hot  under- 
writing in  the  works.  On  the  day  the 
stock  begins  trading,  as  many  units  or 
shares  as  are  needed  to  generate  a 
$100,000  profit  are  placed  in  a  so- 
called  nominee  account  at  another 
brokerage  firm.  A  nominee  account  is 
an  account  that  carries  a  fictitious 
name.  Our  source  charges  that  Har- 
riton was  the  beneficiary  of  trades  of 
this  sort. 

Baron  is  not  the  only  sleazy  outfit 
that  has  cleared  through  Bear, 
Stearns.  Another  Bear,  Stearns  clear- 
ing client  is  Sterling  Foster,  the 
penny-stock  outfit  that  the  NASD  sued 
for  $53  million  in  a  fraud  case  last 
fall.  A  company  that  Sterling  Foster 
brought  public  last  year,  called 
Embryo  Development  Corp.,  lists 
Matthew  L.  Harriton,  31,  as  its  chief 
financial  officer.  He  is  said  to  be 
Richard's  son. 

The  last  hot  stock  underwriting 
sponsored  by  A.R.  Baron  came  on 
Aug.  9,  1995:  1.8  million  shares  at 
$5  in  a  company  called  PaperClip 
Imaging  Software,  Inc.  Like  most  hot 
Baron  issues,  PaperClip  rose  on  its 
first  day  of  trading,  to  almost  $8. 
Those  in  on  the  offering  who  sold 
before  the  close  of  trading  reaped 
handsome  gains. 

Normally,  with  this  kind  of  offer- 
ing, the  first  allotments  go  to  favored 
customers  and  insiders.  But  with 
PaperClip,  large  numbers  of  the 
shares  were  assigned  not  to  the 
clients  who  had  been  promised  them, 
but  to  overseas  entities — suspected  to 
be  nominee  accounts. 

The  presumption  is  that  Baron 
insiders  and  their  friends  were  the  real 
owners.  An  obvious  manipulation, 
PaperClip  is  now  trading  at  less  than 
50  cents. 

Forbes  gave  Bear,  Stearns  plenty 
of  time  to  respond  to  our  allegations. 
Bear,  Stearns'  only  comment  was: 
"Pending  litigation  prevents  us  from 
commenting." 

The  whole  situation  stinks.  WM 
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Please  call  1-800-345-7574 
for  a  prospectus  containing 
more  complete  information, 
including  charges  and 
expenses,  which  should  be 
read  before  investing. 
www.americancentury.com 


Help  me,  I'm  working  and  I  can't  get  up!  The  more  you  make,  the  more  they 
take.  Everybody  gets  theirs  and  you  get  what's  left.  Will  it  be  enough  for  a 
comfortable  retirement?  You've  made  some  investments,  but  now  you  may 
not  feel  quite  as  good  about  them.  And  does  anyone  need  to  ask  how  you  feel 
about  Social  Security?  Perhaps  you  should  consider  something  that  could 
give  you  a  little  more  confidence.  May  we  lend  you  a  hand?  You  will  find  a 
wide  range  of  investment  opportunities  at  American  Century  to  help  you 
meet  your  future  needs.  We  have  over  sixty  mutual  funds  organized  to 
diversify  your  portfolio.  To  help  get  you  up  and  keep  you  ahead.  More  than 
two  million  people  trust  us  to  manage  their  money-nearly  $54  billion,  and 
climbing.  They  seem  to  like  our  approach  to  investing.  It's  a  little  different 
from  most  others.  Our  funds  are  managed  by  teams.  Instead  of  individuals. 
We  think  that  allows  us  to  make  better  and  more  consistent  decisions.  We 
also  weigh  our  independent  research  against  market  trends.  To  see  if  they  are 
right.  Independent  thinking.  It  can  make  the  difference  between  winning 
and  losing.  Invest  in  our  thinking.  It  could  give  you  a  new  outlook. 


american 
Century. 


Char  i  Asia's  economic  and  political  structures  haven't  kept  pace  with 
\\c  z  progress.  Those  Asian  countries  that  can  embrace  change 

the  way  into  the  21st  century. 

A  report 
card  on  Asia 


By  David  P.  Goldman 
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Don't  let  scary  headlines  about  political 
unrest  in  Asia  distract  you:  More  wealth  will  be 
created  on  the  Pacific  Rim  during  the 
next  decade  than  in  any  other  place  at  any 
other  time  in  history.  For  investors  and 
businesspeople  East  Asia  presents  a 
tremendous  opportunity. 
Yet  last  month  there  were  renewed  wor- 
ries over  possible  Chinese  political  repression  in  Hong 
Kong.  Last  year  there  was  near  panic  over  Chinese  missile - 
rattling  over  Taiwan.  Mediocre-to-poor  results  in  some 
Asian  markets — Thailand,  for  example — have  left  investors 
wondering  if  Asian  economic  progress  could  continue. 

Thus  a  new  conventional  wisdom  states  that  Asia  has 
run  into  diminishing  returns.  Malthusians  like  mit's  Paul 
Krugman  claim  that  Asia's  ten-year  growth  sprint  was  a 
one-time  event.  It  merely  repeated  Soviet  Russia's  growth 
during  the  1950s,  mobilizing  surplus  labor  and  capital 
without  improving  productivity.  When  several  of  the 


Hard  hats, 
hard  dollars 
Thailand  presses 
ahead  with  new 
expressways 
in  Bangkok 
while  foreign 
Investors  watch 
the  actions 
of  a  new 
government. 


Asian  "tigers"  reported  poorer-than-expected  export 
numbers  last  year,  the  pessimists  had  a  field  day. 

Business  Week,  always  quick  to  adopt  a  left-liberal  posi- 
tion, eagerly  embraced  the  Krugman  thesis:  In  its  Dec.  2, 
1996  issue  it  cited  Thailand  as  the  world's  fastest-grow- 
ing economy  over  the  past  three  decades.  Thailand's 
export  growth,  the  magazine  trumpeted,  is  expected  to 
be  a  meager  3%  this  year,  versus  23%  in  1995.  It  cited  an 
exodus  of  garment,  shoe  and  toy  plants  to  lower-wage 
havens  such  as  China,  Vietnam  and  Burma. 

The  doomsayers  have  it  wrong.  Asia  is  suffering  from 
economic  growing  pains.  Because  many  of  its  economic 
and  social  structures  have  not  evolved  fast  enough, 
growth  has  slowed  in  many  places.  As  these  problems  are 
overcome,  the  Asian  growth  juggernaut  will  roll  on. 

China's  nascent  stock  market  turned  in  a  stellar  perfor- 
mance during  1996,  beating  the  s&P  by  a  wide  margin. 
China's  economic  reforms  bubbled  along,  with  growth  in 
excess  of  10%  combined  with  falling  inflation.  Fears  of 
conflict  with  Taiwan  dwindled. 

Even  Thailand  is  doing  better  than  you  would  gather. 
The  export  decline  Business  Week  made  so  much  of  is  an 
illusion.  Thailand's  commerce  minister  revealed  in  Janu- 
ary that  tax  cheating  inflated  the  country's  export  num- 
bers by  hundreds  of  millions  of  dollars  a  year.  Here's  what 
happens:  Thailand  rebates  value-added  tax  to  exporters, 
who  soak  the  government  with  phony  invoices  for  nonex- 
istent exports.  Adjusted  for  tax  fraud,  Thailand's  export 
growth  in  1995  probably  was  about  12%,  instead  of  24%. 
Last  year  Thai  exports  probably  rose  about  1 1%,  not  3%. 

That's  what  happens  when  you  try  to  fit  the  facts  into 
an  ideological  mold,  as  Krugman  does:  You  pick  the 
wrong  "facts."  For  that  matter,  Thailand  could  claim  an 
instant  18%  jump  in  gross  domestic  product  if  it  counted 
its  underground  economy. 

That  economic  growth  in  Southeast  Asia  is  slowing 
down  would  come  as  news  to  Balaji  Sundararajan,  a 
young  Indian  computer  scientist  who  runs  a  state-of-the- 
art  global  network  at  Asia  Times,  a  regional  daily  with 
dual  headquarters  in  Hong  Kong  and  Bangkok.  Working 
in  Southeast  Asia,  Sundararajan  earns  roughly  twice  what 
he  could  earn  in  India. 

Sundararajan  is  part  of  a  trend.  Thai  entrepreneurs  rou- 
tinely recruit  top  engineers  from  India,  whose  education 
system  produces  more  talent  than  its  sclerotic,  overregu- 
lated  and  corrupt  economy  can  employ.  Such  labor  mobil- 
ity is  one  of  Asia's  strengths — as  it  is  America's.  "Labor- 
ers from  Myanmar  work  on  Thai  building  sites;  Filipinos 
assemble  computers  in  Taiwan,  and  East  European  tech- 
nicians beaver  away  in  Singapore,"  wrote  the  Economist. 

Capital  is  as  mobile  as  labor.  Asian  entrepreneurs  don't 
see  cheap  labor  in  neighboring  countries  as  a  threat  but 
as  an  opportunity.  Thai  businesses  are  leading  investors  in 
Vietnam — just  as  Japan,  Taiwan  and  South  Korea  domi- 
nate investment  in  Thailand,  Malaysia,  Indonesia  and  the 
Philippines.  And  the  Taiwanese  and  Hong  Kong  Chinese 
are  the  boldest  investors  in  China. 

The  Asian  economic  boom  is  for  real.  Any  slowing 
down  has  nothing  to  do  with  diminishing  returns.  It  has 
a  lot  to  do  with  structural  reforms  and  economic  liberal - 
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The  spurt 

educed  miracle  economies — as  measured 
growth,  exports  and  stock  markets. 


Average  annual  GDP  growth  rate* 
10% 


I 


Boom! 

Economic  growth 
rates  surged  over 
a  glorious  ten- 
year  period. 
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'Includes  China,  Hong  Kong,  India,  Indonesia,  Japan,  Korea, 
Malaysia,  Philippines,  Singapore,  Taiwan  and  Thailand. 

Source:  J. P.  Morgan. 


Sell, 
sell 

Exports 
also  rose 
as  cheap 
labor  made 
the  goods 
that  a  wait- 
ing world 
wanted. 


Total  merchandise  exports  ($bi  I  lions)* 
1,400 
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'Includes  China,  Hong  Kong,  India,  Indonesia,  Japan,  Korea,  Malaysia,  Phi 


Total  market  capitalization  ($billions)* 
6,000 
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Malaysia,  Philippines,  Singapore,  Taiwan  and  Thailand.    Source:  International  Finance  Corp. 

Up  and  away 

There  were  drops  but  stock  markets  throughout  the  Pacific 
Rim  moved  up  smartly,  creating  wealth. 


ization.  The  Asian  economies  that  grow  the  fastest  from 
now  on  will  be  those  that  deal  most  forthrightly  with  the 
problems  of  monopoly,  corruption  and  overregulation. 

Thailand's  clubby  and  often  corrupt  institutions  are  a 
drag  on  its  potential.  The  country's  current  property 
market  crisis  is  a  case  in  point.  Thailand's  stock  market 
index  fell  30%  over  the  past  year  as  banks  and  property 
companies  became  mired  in  a  nonperforming  loan  crisis 
comparable  to  America's  s&L  disaster  of  the  1980s. 

For  more  than  a  year  the  country's  respected  central 
bank  tried  to  create  liquidity  for  the  banks  with  a  sec- 
ondary market  in  mortgages  modeled  on  America's  $2 
trillion  mortgage-backed  securities  market.  Legislators 
and  bankers  alike  ignored  the  idea.  The  volume  of  bad 
loans  continues  to  build,  to  the  point  that  some  major 
institutions  are  at  risk. 

If  Thailand's  government  cracks  down  on  corruption 
and  reforms  its  financial  markets,  the  Thai  market  will 
come  roaring  back. 

Philippines  President  Fidel  Ramos,  a  West  Point  grad- 
uate (see  p.  128),  is  showing  what  determined  reformers 
can  accomplish.  Growth  was  negative  when  Ramos  took 
office  in  1992.  Now  GDP  is  growing  at  7%  per  year,  and 
exports  are  growing  at  18%  a  year,  the  fastest  of  any  Asian 

country. 

What  was  Ramos' 
secret?  No  secret  at  all. 
Just  honest,  impartial 
government.  He  began 
the  process  of  breaking 
up  monopolies  enjoyed 
by  a  few  oligarchic  fam- 
ilies and  gave  budding 
entrepreneurs  their  shot. 

The  Philippines  still 
has  a  long  way  to  go. 
Ramos'  national  security 
adviser,  Jose  Almonte, 
describes  Philippine  so- 
ciety as  "a  mountain 
peak  of  privilege,  with  a 
few  at  the  top,  and 
below  are  all  the  maids." 
Like  Thailand,  the  Philippines  has  built  up  a  huge  head 
of  steam,  but  it  is  bottled  up  in  part  by  the  considerable 
corruption  still  prevalent.  The  problem  is  how  to  correct 
it.  Last  December  cigarette  tycoon  Lucio  Tan  single- 
handedly  held  up  a  tax  reform  intended  to  remove  special 
privileges  for  local  tobacco  and  beer  producers. 

The  Ramos  government  managed  to  push  through 
sales  taxes  on  the  cigarettes  and  alcohol  produced  by  these 
oligopolists.  However,  legislators  held  hostage  to  vested 
interests  blocked  key  elements  of  Ramos'  program, 
including  tax  reform  for  individuals  and  corporations. 

Nothing  better  illustrates  how  structural  shortcomings 
delay  Asian  prosperity  than  the  current  situation  in  Japan. 
Japan's  stagnant  economy  represents  the  single  biggest 
drag  on  growth  for  all  the  economies  of  the  Pacific  Rim. 
Hopes  for  Japanese  growth  were  set  back  in  December, 
when  the  Hashimoto  government  offered  a  new  budget, 
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including  steep  tax  increases  in  the  middle  of  a  recession. 
In  response,  Japan's  stock  market  fell  to  its  lowest  point 
in  two  years.  It  is  still  falling. 

The  situation  in  Korea  isn't  a  lot  better.  Seoul's  habit- 
ual arrogance  turned  an  otherwise  beneficial  reform  of 
labor  laws  into  allout  social  confrontation,  in  which  strik- 
ing industrial  workers  have  drawn  broad  support  from 
white-collar  workers  and  professionals. 

What's  wrong  in  Japan  and  Korea?  The  world  econo- 
my is  changing  too  fast  for  the  cozy  partnership  of  gov- 
ernment planners  and  corporate  cartels  that  run  Japan  and 
South  Korea.  If  Japan  and  Korea  continue  on  their  pres- 
ent course,  within  a  few  years  they  will  suffer  the  same 
double-digit  unemployment  rates  that  afflict  Western 
Europe.  If  Korea's  social  system  is  under  strain  now,  what 
will  Seoul  look  like  with  10%  unemployment? 

Rapid  technological  change  dominates  the  world  econ- 
omy. Products  that  offered  high  profit  margins  a  few  years 
ago,  like  the  16-bit  memory  chips  that  Korea  produces, 
have  become  today's  low-margin  commodity  business. 

Of  all  the  cities  in  the  world,  Seoul  has  the  largest  pro- 
portion of  Ph.D. s  per  capita.  Yet  where  are  Korea's  high- 
tech entrepreneurs?  Most  of  them  are  in  the  U.S.  Indeed, 
Korea's  most  characteristic  export  of  the  past  decade  is 
not  steel  or  chips — hut  young  businesspeople. 

Korea  needs  to  open  its  capital  markets.  That  means  the 
end  of  directed  bank  credit.  It  means  free  international 
capital  flow,  low-entry  thresholds  for  new  companies  seek- 


The  pause 


Asian  prosperity  is  being  stalled  by  the  need 

for  structural  reforms  and  economic  liberalization. 


Workers  in  Seoul, 
(left),  protesting 
new  laws  that  make 
layoffs  easier.  In 
Hong  Kong,  (right), 
the  last  hurrah  for 
free  speech? 


Economies  that  will  grow  the  fastest 
will  deal  head-on  with  corruption, 
monopolies  and  bureaucracy. 


ing  stock  market  financing  and  a  secondary  market  for 
home  mortgages.  It  means  an  end  to  the  bureaucracy. 

Here  a  $2  trillion  secondary  market  in  mortgages 
makes  it  easy  for  Americans  to  become  homeowners  and 
feel  part  of  the  system.  Japanese  and  Koreans,  by  contrast, 
must  save  several  times  as  much  as  Americans  for  a  down 
payment  to  purchase  a  home.  In  this  sense,  our  free  cap- 
ital market  helps  create  a  more  democratic  society. 

Our  capital  markets  make  it  relatively  easy  for  a  person 
with  an  idea  to  get  financing  and  challenge  established 
businesses.  This  not  only  spreads  opportunity,  it  forces 
established  businesses  to  stay  on  their  toes.  Those  coun- 
tries will  succeed  that  give  their  most  talented  and  ener- 
getic decisionmakers  the  chance  to  try  their  luck. 

The  good  news  is  that,  unlike  Western  Europe,  most  of 


Thailand's  completed  housing  units  vs  GDP  growth 
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The  Philippines  must  deal 
with  big  special  interests. 
Cigarette  tycoon  Lucio  Tan 
held  up  vital  tax  reform. 
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Thailand's  economic 
growth  has  leveled 
off,  leaving  40%  of 
all  new  housing 
unoccupied. 


\ 


Forbes  ■  February  24,  1997 


Tli 


V 


ming  surge 


ipRM  and  worker  mobility  are  major  strengths  for 
gson  gearing  up  for  another  round  of  vibrant  growth. 


Asia  seems  to  be  adapting.  Meanwhile,  the  Asian  boom  is 
becoming  increasingly  self-financed.  By  1993  so-called 
newly  industrialized  economies  like  Taiwan,  Singapore 
and  South  Korea  had  themselves  become  major  overseas 
investors.  They  invested  $127  billion  in  ASEAN  (Singapore, 
Malaysia,  Thailand,  Indonesia,  the  Philippines,  Brunei  and 
Vietnam),  according  to  a  U.N.  study. 

So  whether  or  not  Japan  solves  its  long-term  economic 
problems  will  not  determine  how  the  rest  of  Asia  goes.  On 
the  contrary,  the  fact  that  Southeast  Asia's  growth  rates 

The  countries  that  copy  the  free 
and  open  capital  markets  of  the  U.S. 
will  flourish. 


Asia  is  financing 
its  own  boom. 
Taiwan,  Korea  and 
Singapore  have 
invested  $127  bil- 
lion in  ASEAN 
member  nations. 


Thailand's  many 
new  infrastructure 
projects  will  help 
alleviate  its  noto- 
rious snarled  traf- 
fic and  keep  com- 
merce perking. 


barely  fluttered  while  the  Japanese  growth  machine 
ground  to  a  halt  signals  a  change  in  the  regional  economy. 

The  next  step  for  the  fast-track  Asian  countries  is  the 
development  of  strong  bond  markets.  Equity  markets  are 
already  quite  well  developed.  Asian  equities  markets, 
excluding  Japan,  have  a  market  capitalization  in  excess  of 
$1.5  trillion,  according  to  the  International  Finance  Corp. 
But  by  most  estimates,  the  volume  of  local  currency 
bonds  outstanding  is  little  more  than  a  tenth  as  much. 

Do  bonds  matter?  Most  definitely  they  do.  Bonds  are 
important  because  consumers  require  mortgages  and 
installment  credit,  and  unless  you  create  a  domestic  con- 
sumer economy  you  limit  economic  growth. 

Malaysia's  problems  of  attracting  interest  in  its  new 
derivatives  market  underscore  the  point.  Malaysia  set  up 
Asia's  most  advanced  futures  market  last  year,  but  volume 
is  too  low  to  interest  traders  at  the  international  banks. 
Local  banks  simply  don't  know  how  to  conduct  large- 
volume  hedging  transactions. 

Consumer  credit  markets  require  a  bond  market — 
equity  markets  can't  provide  consumer  credit.  Last  year 
American  capital  markets  turned  more  than  $500  billion 
of  home  mortgages,  credit  card  receipts  and  auto  loans 
into  fixed-income  securities.  With  more  then  ten  times 
our  population  and  double  the  GDP,  Asian  markets  secu- 
ritized  less  than  $5  billion.  Thus  home  mortgages  are 
hard  to  come  by,  and  consumer  credit  is  scarce. 

Currency  stability  is  essential  to  the  creation  of  region- 
al bond  markets.  Unless  currencies  are  stable,  it  becomes 
risky  for  people  in  one  country  to  buy  fixed  income  debt 
in  another  country.  Any  fall  in  the  value  of  the  currency 
of  denomination,  however,  reduces  outright  the  value  of 
a  fixed-income  stream. 

Asia  took  an  important  step  forward  toward  creating 
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Asian  countries,  including 
South  Korea,  have  agreed 
to  press  for  currency  sta- 
bility— a  key  to  function- 
ing bond  markets. 


China's  nascent  stock 
market  boomed  last  year. 
With  continued  reform, 
economic  growth  was  up 
10%  and  inflation  fell. 


efficient  bond  markets  in  local  currencies  last  year.  Meet- 
ing in  Hong  Kong  in  January  1996,  Asian  central  banks 
agreed  to  keep  their  exchange  rates  stable  and  to  set  up 
credit  lines  to  help  each  country  defend  its  currency 
against  speculative  attack. 

In  principle,  the  ASEAN  countries,  and  Korea  and 
Taiwan,  have  agreed  to  this  stability  program,  an  essential 
precondition  for  a  functioning  bond  market. 

So  far,  so  good.  All  of  the  Asian  central  banks  resisted 
pressures  for  devaluation  last  year.  The  Thai  and  Indone- 
sian central  banks  resisted  heavy  selling  pressure  against 
their  currencies  late  last  summer.  They  resisted  pressure 
for  devaluation  and  defended  their  currencies  by  allowing 
interest  rates  to  climb.  Eventually  the  markets  acknowl- 
edged the  central  banks'  resolve,  and  rates  fell  back. 

Market  capitalizations  provide  a  rough  scorecard  for 
Asia's  economies  in  1996.  They  show  the  amount  of 
wealth  created  and  destroyed  on  stock  markets  during  the 
year.  I  believe  changes  in  market  wealth  measures  tell  us 
more  than  GDP  numbers. 

GDP,  after  all,  depends  on  arbitrary  accounting  decisions 
by  civil  servants.  Market  capitalization  reflects  the  collec- 
tive view  of  tens  of  thousands  of  investors. 

Ranging  from  worst  to  best,  we  observe  that  South 
Korea  and  Thailand  each  lost  more  than  $50  billion  of 
wealth  during  1996,  while  Taiwan  and  Hong  Kong 
gained  about  $60  billion  and  $100  billion,  respectively. 
China's  modest  $35  billion  increase  in  stock  market  cap- 
italization reflects  a  huge  price  increase  of  an  extremely 
thin  market.  The  rest  of  Asia  was  almost  flat. 

This  illustrates  my  basic  point:  Different  countries  are 
adapting  to  the  world  economy  differently. 

Korea,  the  region's  worst  performer  in  1996,  shows  the 
weakness  of  a  top-down  growth  model  that  gives  little  heed 


to  the  aspirations  of 
ordinary  people.  The 
country  has  insulated 
its  capital  markets  from 
foreign  participation 
and  relied  on  a  few 
large  quasi-monopolies 
to  drive  growth. 

Koreans  cannot 
choose  to  better 
themselves  by  risk- 
taking,  so  the  Korean  trade  unions  demand  job  security 
instead.  Korean  wages  have  tripled  in  the  past  ten  years. 
Korean  workers  began  to  walk  off  the  job  en  masse  at 
year-end  to  protest  new  legislation,  making  it  easier  for 
companies  to  lay  off  workers.  Unrealistic  as  the  workers' 
demands  may  be,  President  Kim  Young  Sam  made  mat- 
ters worse  by  passing  the  new  law  in  closed  session. 

More  than  anything  else,  Korea  needs  to  open  its  cap- 
ital markets.  That  means  the  end  of  the  cozy  deal  by 
which  government  directs  bank  credit  to  the  large  con- 
glomerates known  as  chaebol.  Korea's  corporate  giants  bet 
massively  on  a  few  industries,  such  as  random  access 
memory  chips.  Chips  account  for  35%  of  Korea's  exports. 
When  computer  memory  prices  fell  by  60%  between  Jan- 
uary and  August  1996,  Korean  earnings  took  a  beating 

China  receives  a  qualified  bravo.  Its  economic 
reforms  are  succeeding.  The  qualification  is  that 
investors  would  rather  take  advantage  of  China's  great 
promise  at  a  respectful  distance.  That  is,  they  prefer  to 
let  Taiwan  and  Hong  Kong  investors  act  as  their  inter- 
mediaries. The  whipsaw  performance  of  China's  stock 
market  during  December,  when  a  People's  Daily  edito- 
rial provoked  a  30%  crash  in  the  prices  of  shares  avail- 
able for  sale  to  foreigners,  indicates  how  much  work 
China  has  to  accomplish. 

China  does  not  really  have  a  stock  market,  not  to  men- 
tion a  banking  system.  With  capitalization  of  less  than  $90 
billion,  its  market  amounts  to  just  $75  per  capita,  com- 
pared with  $32,000  in  the  U.S.  To  some  extent,  China's 
future  earnings  are  discounted  on  the  well-developed 
stock  exchanges  of  Hong  Kong  and  Taiwan.  Until  China 
permits  its  own  markets  to  flower,  its  people  will  lack  the 
means  to  turn  their  industry  into  wealth. 

Among  the  stock  markets  in  Southeast  Asia, 
Malaysia,  Indonesia  and  the  Philippines  turned  in 
respectable  performances. 

Thailand  remains  the  biggest  disappointment. 
Investors  are  not  convinced  that  the  new  government 
will  accomplish  what  it  has  promised.  If  Thai  leaders 
accept  the  market's  judgment  and  act  aggressively  in 
such  areas  as  tax  reform  and  capital  market  liberaliza- 
tion, Thailand  might  become  the  region's  turnaround 
story  in  1997. 

In  short,  it  no  longer  makes  sense  to  speak  of  Asian 
economies  as  a  single  unit.  From  now  on  we  will  be 
seeing  varying  results— just  as  we  see  today  in  the  West, 
where  the  U.S.  economy,  with  its  developed  and  open 
capital  markets,  is  thriving,  while  Western  Europe 
stifles.  WB 
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Philip  President  Fidel  Ramos  explains  how  "the 
sick       of  Asia"  escaped  the  intensive  care  ward. 

If  lay  by  the  rules 


By  Andrew  Tanzer 

On  surging  exports  and 
investments  the  Philippines' 
gross  national  product  grew 
7%  in  1996  and  may 
do  8%  this  year.  The 
stock  market  has 
boomed,  and  looks  set 
to  boom  again. 

Much  credit  for  the 
Philippines'  turnaround  goes  to  Pres- 
ident Fidel  Ramos,  the  plainspoken 
West  Point  graduate  and  former 
defense  minister  who  took  office  as 
elected  president  of  his  then-sick 
country  in  June  1992. 

Ramos  gave  his  country  a  dose  of 


called  the  Philippines  the  sick 
man  of  Asia. 

Ramos:  We've  had  a  budget  surplus 
now  for  three  years  in  a  row. 

We  established  a  regime  of  dereg- 
ulation. We  deregulated  telecommu- 
nications and  shipping  and  went  on 
to  banking  and  insurance.  It  was  pre- 
cisely the  protectionist  policies  of  past 
administrations — well  before  Mrs. 
Aquino's — that  put  us  in  the  inten- 
sive care  ward. 

Now  we  are  about  finished  with 
the  comprehensive  tax  reform  pro- 
gram. Income  taxes  for  individuals 
and  corporations  [will]  go  down  [to 


Philippine  President 
Fidel  Ramos 
"We  have  proven 
that  you  can  have 
democracy  first 
and  economic 
growth  later." 


what  any  developing  country  needs  to 
raise  living  standards:  honest,  impar- 
tial institutions  and  an  environment  in 
which  free  enterprise  can  thrive. 

Ramos  gave  ordinary  people  a 
chance  to  show  what  they  could  do — 
and  they  did.  Forbes  interviewed 
Ramos  at  the  presidential  Malacahang 
Palace  late  last  year,  shortly  before  he 
underwent  surgery  to  remove  a 
blockage  in  his  neck.  He  appears  to 
have  recovered.  Highlights  of  the 
interview: 

Forbes:  A  few  years  ago  everyone 


a  top  marginal  rate  of  30%],  and  we 
are  making  them  simpler. 
The  Philippines  has  been  notori- 
ous for  the  scale  of  its  corruption 
and  for  oligarchies  with  their 
concentrations  of  political 
and  economic  power. 
We  are  dismantling  cartels,  monopo- 
lies and  economic  oligopolies.  We  are 
not  going  after  people  or  families,  but 
we  are  asking  [them]  to  play  accord- 
ing to  the  rules. 

For  example,  telecommunications 
used  to  be  controlled  by  just  one 
family  [the  Cojuangco  clan].  Now  we 


have  at  least  1 1  consortia.  Shipping? 
Now  anyone  can  operate  a  ferry  as 
long  as  they  comply  with  safety  stan- 
dards. This  is  a  place  for  ferries:  7,107 
islands  during  high  tide  and  a  few 
more  during  low  tide. 
It  appears  that  for  the  first  time 
a  middle  class  is  rising  here. 
The  major  reason  is  that  people  are 
finding  better  jobs  at  home,  in  their 
local  towns.  We  have  a  very  well- 
established  countrywide  program  of 
export  zones,  free  ports,  tourism 
estates  and  industrial  parks. 

Secondly,  just  look  at  consumption 
of  electric  power.  Consumption  by 
industry  is  growing  8%  to  10%,  but  in 
households  it  is  growing  at  about 
15%.  What  does  that  mean?  It  means 
people  can  afford  more  lights,  maybe 
an  extra  TV  set,  a  washing  machine. 
Your  labor  is  far  from  the 
cheapest  in  Asia.  What  brings 
people  here? 

Our  Filipino  engineers  in  Silicon 
Valley — medical  as  well  as  electron- 
ic—are bringing  big  investors  here. 
Our  people  are  the  best  animators  in 
the  Asia-Pacific  region.  We  are  the 
best  programmers  and  software 
people  where  English  is  the  medium 
of  instruction. 

There  are  also  many  Filipino- 
Americans  who  want  to  retire  here. 
For  the  price  of  one  servant  [in  the 
U.S.],  you  can  get  ten  here.  You  talk 
about  gardeners,  security  guards,  a 
couple  of  maids,  a  cook,  somebody 
to  watch  the  baby.  The  Philippines 
was  rated  number  one  in  the  world  as 
a  retirement  destination  by  a  Geneva- 
based  council. 

Many  people  in  Asia — Singapore's 
Lee  Kuan  Yew  is  probably  the 
leading  example — believe  it's  best 
to  develop  an  economy  first  and 
then  worry  about  so-called  luxu- 
ries like  democracy  and  freedom. 
In  our  case  we  have  proven  that  you 
can  have  democracy  first  and  econom- 
ic growth  later.  We  are  doing  our 
thing  in  accordance  with  our  consti- 
tutional system,  which  is  a  "people 
power"  kind  of  democracy  because  it's 
participatory  at  the  grass-roots  level. 

This  is  not  the  place  for  cheap 
labor.  But  if  you're  looking  for  skills, 
for  transparency  and  accountability  on 
the  part  of  officials,  then  come  to  the 
Philippines.  Come  and  get  it!  B 
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ft  er  One  Night  At  The  Sherry-Netherland, 
You'll  Never  Want  To  Stay  In  A  Hotel  Again. 


When  you  first  arrive  at 
The  Sherry-Netherland,  you 
may  have  the  same  reaction 
as  many  of  our  guests. 

"I've  never  seen  anything 
like  this." 

Which  is  hardly  surprising, 
because  there's  nothing  like  The  "^^[^^ 
Sherry-Netherland.  Instead  of  the 
usual  crowded  hotel  lobby,  the  quiet 
marble-columned  space  looks  like 
the  interior  of  a  classical  European 


from  Bergdorf  Goodman,  Tiffany, 
and  F.A.O.  Schwarz  —  and 

ROMAN-GRECO  VASE 

building.  Which  is  understandable.      in  one  of  our  suites    just  a  short  walk  to 
It  was  inspired  by  the  Vatican  Library. 


came  from.  Some  have 
marble  bathrooms,  hand- 
loomed  French  carpets, 
crystal  chandeliers. 

We  even  have  a  library. 
Ask  for  a  book  or  a  movie. 
It  will  be  in  your  room  in 
J  M4    minutes.  And  we  have  the  best 
location  in  New  York.  Across 
from  Central  Park,  a  few  steps 


Although  this  is  your  first  visit,  the 
concierge  greets  you  by  name,  as  will 

the  staff.  Of  which  we  have  two 
to  three  per  guest.  (At  a  hotel, 
the  reverse  is  true.) 

The  serendipities  continue. 
When  did  you  last  enter  an 
elevator  that  was  a  work  of  art? 
Where  a  white-gloved  oper 
ator  whisks  you  silently 
up  to  your  floor. 
The  suites  and  rooms  are 
another  revelation.  Some  contain 
antiques  worthy  of  the 
Vanderbilt  Mansion,  which 
in  many  cases  is  where  they 

even  our  clock  is  a  designated  landmark 
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Rockefeller  Center. 

The  Sherry-Netherland 
is  not  a  hotel.  Rather,  it  is 
a  magnificent  residence 
owned  by  a  small  group 
of  exceptionally 
diffident  people  who  ^ 
live  there. 

It's  their  place  in  town. 
If  you,  too,  would  like  to  enjoy  their 
kind  of  luxury,  we  invite  you 
to  call  Mr.  Louis  Ventresca  at 
212-355-2800. 
But  we  warn  you.  After  one  night 
with  us,  you  may  never  want  to  stay 
in  a  hotel  again. 

C7/e  SH€RRV  N€TH€RIAND 

Your  Place  In  Town 


Precision 


NORTHROP  GRUMMAN 


Each  capability  is  important  on  its  own.  However,  when  integrated, 
these  capabilities  and  the  core  technologies  they  represent  allow  new 
levels  of  coordination  in  joint  military  operations.  Northrop  Grumman 
has  expertise  in  each  of  these  areas.  And  even  more  important,  in  an  era 
when  conflicts  are  resolved  as  much  with  information  as  with  hardware, 
we  have  the  knowledge  and  skills  to  integrate  these  technologies.  Northrop 
Grumman.  Systems  integration,  defense  electronics,  military  aircraft, 
precision  weapons,  commercial  and  military  aerostructures.  The  right 
technologies.  Right  now. 


It's  potentially  the  greatest  market  in 

nistory  of  the  world:  To  keep  growing 
and  improve  living  standards  Asia  needs 
trillions  of  dollars'  worth  of  roads  and 
ports  and  power  plants  and  water  mains. 

Power- 
hungry 

Asia 


By  Neil  Weinberg 

"It's  like  a  wave  in  a  football  stadium  when 
everyone  stands  up  and  sits  down,"  says  Thomas 
Bispham,  managing  director  of  Peregrine 
Project  Finance,  Ltd.  in  Hong  Kong. 
"Country  by  country  it's  surprising  how 
quickly  the  concessions  and  financing  are 
lined  up." 

When  it  comes  to  infrastructure — roads, 
ports,  power  plants,  communications — most  of  Asia  is  a 
century  or  more  behind  Europe  and  North  America.  For 
its  economic  growth  to  continue  and  for  it  to  deliver  a 
better  living  standard  to  its  masses,  Asia  has  a  lot  of  catch- 
ing up  to  do  here. 

The  World  Bank  estimates  that  Asia  will  require  up  to 
$2  trillion  in  power  plants,  water  systems,  telecommuni- 
cations systems,  airports,  highways  and  other  infrastruc- 
ture investment  between  1995  and  2004.  That's  $4  bil- 
lion a  week — a  week!  Odds  are  only  a  fraction  of  that  will 
actually  get  built  in  the  time  frame,  but  even  so,  the 
prospective  market  is  breathtaking. 

In  the  West,  which  had  centuries  to  put  infrastructure 
in  place,  most  of  the  money  came  from  governments.  But 
Asian  governments  haven't  a  prayer  of  raising  the  needed 
sums.  Wall  Street  and  its  counterparts  elsewhere  are  pos- 
itively drooling  at  the  prospect  of  the  fees  to  be  earned 
raising  private  money  to  get  the  jobs  done. 

In  the  early  1980s  the  Pakistani  government  decided  to 
raise  private  money  to  build,  operate  and  own  a  giant 
thermal-electric  plant  at  the  mouth  of  the  Hab  River  near 
Karachi.  Negotiations  dragged  on  for  close  to  a  decade. 


Finally,  in  1994,  Pakistan's  ruling  party,  tired  of  losing  an 
annual  $1  billion  in  output  to  chronic  power  shortages, 
announced  that  it  would  greatly  simplify  the  process  for 
approving  foreign-owned  power  plants. 

Rather  than  cap  rates  of  return,  Pakistan  would  simply 
buy  electricity  at  5.9  cents  per  kilowatt-hour  from  any 
power  producer  that  built  a  plant  by  the  end  of  1997. 
Foreigners  soon  put  in  bids  for  19,000  megawatts  of  gen- 
erating capacity.  Pakistan's  previous  3,000-megawatt 
shortage  should  be  eliminated  by  the  end  of  this  year. 

In  short,  governments  are  learning  that  it  cannot  be 
bureaucratic  business  as  usual  if  they  hope  to  keep  up  with 
the  demands  of  their  economies.  Jin-Yi  Lee,  head  of  J. P. 
Morgan's  emerging  Asia  advisory  business  in  Hong  Kong, 
says  that  until  recently  it  took  about  four  years  from  the 
time  the  Thai  government  gave  the  go-ahead  for  a  private 
project  until  financing  was  lined  up.  A  recent  deal  closed 
in  around  14  months,  and  Lee  expects  a  third  to  take  less 
than  a  year.  "We  learned  along  the  way,  and  the  govern- 
ment set  up  a  standard  bidding  format,"  he  explains. 

Last  year  investors  lined  up  financing  for  $5  billion  in 
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private  Asian  infrastructure  deals.  Lee  expects  the  number 
to  be  $10  billion  this  year  and  as  much  as  $15  billion  in 
1998.  Still,  the  surface  is  barely  being  scratched.  "We're 
starting  to  see  a  broadening,  both  in  countries  and  types 
of  projects,"  he  says. 

Many  of  these  private  infrastructure  projects  are  so- 
called  build-own-transfer  deals.  Private  investors  construct 
the  projects  and  own  and  operate  them  for  several  years 
to  get  their  money  out  with  a  profit.  In  some  cases,  they 
then  transfer  the  assets  to  the  host  government. 

Asia's  most  dramatic  success  story  so  far  is  the  Philip- 
pines. With  power  shortages  paralyzing  the  economy,  the 
government  passed  a  build-own-transfer  law  in  1990. 
Companies  from  the  U.S.,  Europe  and  Asia  rushed  in, 
and  generating  capacity  quickly  took  off.  The  brownouts 
that  crippled  Manila  as  recently  as  1993  are  no  more. 

President  Fidel  Ramos  (see  p.  128)  wants  private 
investors  to  finance  more  of  the  country's  infrastructure. 
Late  last  month  the  Philippines  awarded  $7  billion  in  con- 
tracts to  two  consortia,  one  including  the  Bechtel  Group, 
to  privately  operate  Manila's  water  system. 


Hong  Kong's  Tsing  Ma  Bridge  (left) 
and  Calcutta's  new  subway 
Asia  needs  private  industry's  help  to 
build,  in  a  few  decades,  infrastructure 
it  took  the  West  centuries  to  develop. 


This  building  has  a  leverage  effect 
on  Asian  economies.  "For  every  one 
percent  rise  in  per  capita  incomes,  a 
country  must  increase  infrastructure 
spending  a  like  amount,"  says  Masa- 
taka  Hattori,  head  of  project  finance 
at  the  Export-Import  Bank  of  Japan. 
The  building  not  only  makes  eco- 
nomic growth  possible,  but  also  stim- 
ulates it. 

China  is  the  glittering  prize.  The  World  Bank  figures  it 
will  require  over  $700  billion  in  new  infrastructure  in  the 
decade  through  2004.  The  central  government  wants 
16,000  megawatts  a  year  of  new  electric  generating  capac- 
ity alone  through  the  year  2000,  which  will  require  $20 
billion  in  foreign  capital.  The  Communist  Party  leader- 
ship is  backing  away  from  its  early  1990s  position  that 
controlled  electricity  prices  and  kept  investors'  returns  at 
low  levels — and  stalemated  deals.  After  virtually  no 
approvals  for  several  years,  China  granted  permission  last 
year  for  over  half  a  dozen  private  power  projects. 

Beijing  is  also  showing  signs  of  being  willing  to  exper- 
iment with  market-oriented  financial  and  regulatory  for- 
mulas. Electricite  de  France  and  GEC  Alsthom  received 
approval  in  November  to  develop  Laibin  B,  a  $650  mil- 
lion, 700-megawatt  project  in  Guangxi  Province.  It  will 
be  China's  first  100%  foreign-owned  power  plant. 

Unlike  most  earlier  projects,  the  contract  was  negoti- 
ated not  on  rates  of  return  but  on  cost  per  kilowatt-hour 
of  supply.  In  essence,  prices  for  the  electricity  are  capped, 
but  the  developers  are  free  to  hike  their  profits  by  boost- 
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Power  plays 

If  i'Oi<  OWN  shares  in  an 
emerging  market  or  Asian 
mutual  fund,  you  probably 
already  have  some  expo- 
sure to  the  Asian  infra- 
structure boom.  Such 
funds  regularly  buy  shares 
in  companies  involved  in 
infrastructure  projects. 
Beyond  that,  getting 


direct  exposure  isn't  so 
easy.  The  half-dozen  or  so 
Asian  infrastructure  funds 
are  limited  to  institutional 
investors.  One  easy — but 
risky — way  to  get  in  the 
game  is  to  buy  shares  of 
one  of  the  handful  of  Chi- 
nese projects  with  Ameri- 
can Depositary  Receipts, 
such  as  Guangshen  Rail- 
way or  Huaneng  Power. 


Other  alternatives:  the 
closed-end  Emerging  Mar- 
kets Infrastructure  Fund, 
managed  by  bea  Associates 
from  their  New  York 
offices,  and  Nasdaq-listed 
AES  China  Generating. 

Listed  on  Hong  Kong's 
stock  exchange  are  several 
construction  companies 
that  specialize  in  infrastruc- 
ture projects.  Two  solid 


firms,  according  to  Antho- 
ny Wu,  an  analyst  at  Credit 
Lyonnais  Securities  (Asia): 
Cheung  Kong  Infrastruc- 
ture and  New  World  Infra 
structure.  "They  each  have 
cash  cow  businesses  in 
Hong  Kong  and  get  very 
good  terms  for  their  Chi- 
nese power  plants  and  toll 
roads,"  says  Wu. 

-N.W.  mm 


ing  their  plants'  efficiency.  Rauf  Diwan,  manager  of  the 
power  division  at  the  World  Bank's  International  Finance 
Corp.,  thinks  this  sort  of  deal  will  become  common  for 
power  stations,  toll  roads  and  other  private  infrastructure 
projects  all  over  China. 

"There's  growing  trust  on  both  sides,  and  I  think  the 
willingness  to  provide  information  will  expand  across 
China  and  make  raising  international  financing  much 
easier  for  medium-size  projects,"  says  Peter  Geldart,  man- 
aging director,  Asia-Pacific,  for  GE  Capital  Services'  Struc- 
tured Finance  Group. 

In  December  GE  Capital  closed  what  it  says  is  the  first 
commercial  financing  not  covered  by  government  or  pri- 
vate guarantees  for  a  Chinese  power  plant,  the  $250  mil- 
lion Shanghai  Zhabei  project. 

In  another  twist,  a  subsidiary  of  U.S.  independent 
power  producer  Sithe-Energies  and  its  partners  also 
recently  won  financing  for  a  plant  in  Tangshan,  China, 
east  of  Beijing,  by  bringing  in  the  People's  Insurance  Co. 
of  China  to  write  a  political  risk  policy. 

The  Chinese  have  even  discovered  the  U.S.  junk  bond 
market.  Last  year  AES  China  Generating,  an  affiliate  of 
Arlington,  Va. -based  independent  power  producer  AES 
Corp.,  offered  $180  million  in  high-yield  bonds  at  375 
basis  points  over  the  ten-year  U.S.  Treasury.  The  bonds 
are  to  be  repaid  from  revenues  of  eight  plants  with  a  total 
of  818  megawatts  of  capacity,  as  well  as  future  projects. 
The  issue  was  oversubscribed  by  a  factor  of  five. 

Alok  Sama,  head  of  the  Asia-Pacific  communications 
group  at  Morgan  Stanley  in  Hong  Kong,  expects  to  see 
private  wireless  phone  projects  in  Indonesia,  Malaysia  and 
Thailand  tap  the  U.S.  junk  bond  market  this  year.  "A  lot 

Asia  needs  to  spend  $2  trillion  on 
infrastructure  over  the  next  decade — 
that's  $4  billion  a  week! 


of  U.S.  telecom  startups  were  financed  this  way,"  he  says, 
thinking  of  companies  like  MCI  Communications  and 
McCaw  Cellular  Communications. 

In  theory  the  Chinese  have  banned  foreign  investors 
from  their  telecommunications  business.  But  the  Chinese 
are  nothing  if  not  pragmatic.  Instead  of  equity,  foreign 
investors  are  cutting  "revenue-sharing  agreements"  that 
offer  equity-like  returns. 

Even  India  is  showing  signs  of  getting  serious  about 
privatizing  infrastructure.  This  follows  a  disastrous  episode 
in  which  its  on-again,  off-again  approval  for  Enron's  $2.5 
billion  Dabhol  power  project  in  the  western  state  of 
Maharashtra  spooked  foreign  investors.  The  Indian  gov- 
ernment recently  announced  tax  breaks  for  private 
investors  and  will  no  longer  require  central  government 
approval  for  power  plants  of  up  to  250  megawatts. 

Are  the  Indians  serious  this  time?  Or  will  domestic  pol- 
itics and  corruption  interfere  once  again?  That  remains  to 
be  seen. 

Fact  is  that  the  problems  David  Goldman  cites  in  his 
article  (see  p.  122)  remain  obstacles  to  economic  develop- 
ment. After  Japan's  Kumagai  Gumi  completed  a  Bangkok 
toll  road  a  few  years  ago,  for  example,  the  Thai  govern- 
ment broke  the  operating  contract  and  cut  the  maximum 
toll  by  33%.  Kumagai  Gumi  sold  its  share  in  the  once 
promising  project  at  near  break-even. 

Says  Rebecca  Mark,  chairman  and  chief  executive  of 
Enron  International:  "Given  the  sheer  bureaucratic  ten- 
sion, the  private  sector  is  going  to  have  to  get  more 
sophisticated  and  creative  all  the  time  to  play  a  significant 
role  [in  Asian  infrastructure]." 

As  Asian  public  opinion  becomes  more  vocal  about 
environmental  pollution,  you  can  look  for  more  problems 
in  infrastructure  building. 

Expect  more  foreign  companies  to  take  on  local  part- 
ners or  buy  into  local  firms  to  defuse  antiforeigner  senti- 
ment. Unsuccessful  in  several  bids  around  Asia,  Atlanta- 
based  power  producer  Southern  Co.  became  Southeast 
Asia's  largest  independent  power  plant  operator  last 
month  by  purchasing  Consolidated  Electric  Power  Asia 
for  $2.7  billion  from  Hong  Kong's  Hopewell  Holdings. 

Problems  or  no  problems,  few  businesses  can  afford  to 
turn  down  the  challenge.  There's  enough  potential  work 
building  Asian  infrastructure  to  keep  world  industry  busy 
for  a  half-century  or  more.  mm 


134 


Forbes  ■  February  24,  1997 


consulting,  risk  management  and  more, 
the  curve.  And  now,  more  than  ever,  a  CPA  -T  This  not  only  lets  them  look  at  your 

can  help.  As  business  advisors,  many  CPAs  have  business  objectively,  but  also  gives  them  the  vision 

a  wide  exposure  to  all  the  operational  aspects  to  help  your  business  make  the  right  moves 

of  many  different  businesses.  Plus  wide-ranging  at  the  right  time.  And  stay  right  on  target. 


experience  in  strategic  planning,  turn-around    (  J     You  sec  numbers.  We  see  opportunities. 


THE    CPA.    NEVER    UNDERESTIMATE    THE  VALUE." 

American  Institute  of  Certified  Public  Accountants  AJCPA  Online  (http://www.aicpa.org) 


What  happens  in  a  deal  with  a  Chinese  partner  if  the  Chinese  partner 
breaks  the  deal?  Lots  of  luck,  fellows. 

Confucian  confusion 


By  James  D.  Zirin 

Robert  Aronson,  an  American  engineer  and  busi- 
nessman, runs  Revpower,  based  in  Fort  Lauderdale, 
Fla.  A  decade  ago  he  signed  a  joint  venture 
deal  with  the  Shanghai  Far  East  Aero-Tech- 
nology Import  &  Export  Corp.  to  develop  a 
battery  factory. 

Revpower  would  provide  the  know-how 
and  distribute  the  product.  The  Chinese 
would  organize  the  plant.  In  1989  the  Chinese  imposed 
on  Revpower  a  price  hike  of  40%,  purportedly  because  of 
higher  utility  costs.  Aronson  terminated  the  deal  and  start- 
ed arbitration  proceedings  in  Stockholm. 

Aronson  won  a  $5  million  award,  which,  with  interest, 
comes  to  $8  million.  But  Aronson's  award  could  be 
enforced  for  only  six  months,  and  the  Chinese  courts  stalled 
recognition  of  it.  After  the  U.S.  government  applied  diplo- 
matic pressure  on  the  Chinese  to  get  on  with  it,  the  Shang- 
hai Intermediate  People's  Court  finally  recognized  the 
award.  In  1996  Aronson  discovered  that  most  of  the  assets 
of  his  Chinese  partner  had  been  transferred  elsewhere. 

Aronson  went  home  empty-handed,  having  learned  too 
late  about  doing  business  in  the  world's  hottest  economy. 

The  Chinese,  perhaps  demonstrating  a  higher  level  of 
civilization  than  exists  here,  abhor  litigation.  Their  tradi- 
tional approach  to  resolving  disputes  has  been  through 
good  faith  negotiation.  This,  they  believe,  offers  the  obvi- 
ous advantages  of  a  disposition  with  neither  side  losing  face. 
The  Chinese  aversion  to  litigation  has  its  roots  in  the  Con- 
fucian teaching  of  harmony  in  thought  and  conduct — 
people  should  conduct  themselves  by  moral  example,  not 
legal  compulsion. 

The  outcome,  however,  does  not  always  satisfy  our  own 
ideas  of  justice.  A  foreign  investor  at  commercial  odds  with 
his  Chinese  coventurer  could,  of  course,  sue  in  his  home 
court.  The  difficulty,  however,  is  finding  sufficient  assets 
outside  China  against  which  to  enforce  the  award.  The 
enforceability  of  a  foreign  judgment 
generally  rests  on  international  treaty. 
China  has  entered  into  precious  few. 
Conspicuously  absent  are  its  most 
important  trading  partners,  the  U.K., 
Japan,  Germany  and  the  U.S. 

What  if,  as  is  often  the  case,  all  of  the 
defendant's  assets  are  in  China?  Under 
Chinese  law,  a  dispute  arising  out  of  a 
Sino-foreign  joint  venture  is  within  the 
exclusive  jurisdiction  of  the  People's 
courts,  and  People's  courts  are  unlikely 
to  enforce  a  foreign  judgment  against 
-Chinese  assets. 


Sino-foreign  joint  venture  contracts  may  provide  for 
arbitration  before  a  recognized  body,  such  as  the  Interna- 
tional Chamber  of  Commerce  in  Paris  (ICC).  There  is  still 
much  uncertainty  as  to  whether  an  ICC  or  another  foreign 
arbitration  award  would  be  enforced  by  the  Chinese  courts. 

Under  laws  enacted  in  1994  and  1995,  it  is  now  possi- 
ble to  enter  into  binding  arbitration  agreements  with  Chi- 
nese firms.  These  are  under  the  auspices  of  the  China  Inter- 
national Economic  &  Trade  Arbitration  Commission 
(Cietac).  There  is  a  set  of  written  rules  under  which  the 
proceeding  is  conducted.  The  tribunal  is  selected  from  a 
panel  of  some  300  arbitrators,  of  whom  roughly  90  are  for- 
eigners, including  a  handful  of  Americans. 

The  arbitrators  are  mandated  to  take  into  account  not 
only  the  law  of  the  contract  but  "international  practices  and 
the  principles  of  fairness  and  reasonableness."  Arbitration 
awards  are  binding  and  conclusive  on  parties  and  general- 
ly enforceable  in  the  People's  courts.  There  is  no  appeal. 

But  in  China,  where  there  is  yang,  there  is  also  yin. 
Whether  a  subpoena  process  exists  under  Cietac  for  com- 
pelling production  of  documents  is  somewhat  nebulous. 
Hearings  normally  take  place  in  Beijing,  Shanghai  or  Shen- 
zhen, not  outside  China,  where  witnesses  and  documents 
may  reside.  The  proceeding  is  conducted  in  Mandarin. 

Under  the  rules,  there  is  to  be  either  a  three-member  tri- 
bunal, two  of  whom  are  selected  by  each  of  the  parties,  and 
the  third,  the  chair,  selected  by  Cietac  or  else  a  one- 
member  tribunal  selected  by  Cietac.  The  Cietac  nominee, 
who  casts  the  deciding  vote,  must  be  a  Chinese  national. 

In  all,  the  possibility  of  arbitration  is  hardly  comforting 
to  a  foreign  investor  seeking  to  establish  contractual  rights 
against  a  hometown  hero.  In  1987  China  ratified  the  New 
York  Convention  on  the  Recognition  &  Enforcement  of 
Foreign  Arbitral  Awards,  agreeing  to  enforce  such  awards, 
but  only  if  this  enforcement  is  consonant  with  the  "public 
policy"  of  China — whatever  that  means. 

The  situation  is  further  confused  in  that  one 
never  knows  whether  the  other  party  is  govern- 
ment owned  or  not  because  Chinese  government 
bodies  frequently  conduct  commercial  affairs 
through  nominees  and  straw  men.  Assuming  that 
the  government  identified-  itself,  the  parties  would 
be  free  to  submit  the  controversy  to  the  Interna-  ,* 
tional  Center  for  Settlement  of  Investment  Dis- 
putes, a  World  Bank  organization.  But  the  gov- 
ernment may  not  choose  to  identify  itself  as  owner. 

Until  China  offers  more  due  process,  together 
with  swift  and  certain  enforcement  of  arbitral 
awards,  its  legal  system  will  appear  inscrutable  and 
forbidding  to  foreign  investors.  B 
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LEADING  LATI 
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ECONOMY 


BY  MARY  RAMOND 


Colombia  has  one  of  the  strongest 
economies  in  all  Lartn  America.  It  boasts 
more  than  four  decades  of  positive  economic 
growth,  a  low  (by  Latin  American  standards)  and 
generally  declining  inflation  rate  hovering  near 
20%,  and  a  growing  middle  class. 

The  country's  strategic  location  at  the 
northwest  corner  of  the  continent  next  to 
Panama,  which  links  Central  and  South 
America,  and  its  ports  on  both  the  Pacific 
Ocean  and  the  Caribbean  Sea  make  Colombia  a 
natural  gateway  to  the  emerging  markets  of 
South  America. 

Colombia  is  a  leader  among  the  Andean 
Pact  countries  (Bolivia,  Colombia,  Ecuador, 
Peru  and  Venezuela),  whose  members  are  work- 
ing to  develop  free  trade  by  1 998  with  the 


Mercosur  nations  to  the  south  (Argentina, 
Brazil,  Paraguay,  Uruguay  and,  as  an  associate, 
Chile).  Colombia's  leadership  and  network  of 
other  trade  agreements  confirm  its  role  as  a  key 
player  in  continental  trade. 

Colombia's  recent  economic  history  has 
been  characterized  by  a  steadily  growing  gross 
national  product  (GNP)  and  generally  declining 
inflation.  Unlike  other  major  Lahn  American 
countries,  Colombia  never  suffered  from  the 
debt  and  hyperinflation  crises  of  the  1980s. 
Nor  has  it  been  forced  to  restructure  its  exter- 
nal debt.  Interestingly,  public  sector  participa- 
tion in  Colombia's  economy  —  never  more 
than  18%  of  GNP  —  has  been  among  the  low- 
est in  Latin  America.  Other  countries  have 
ranged  as  high  as  70%. 
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February  1997 


Dear  Friends: 

We  want  to  encourage  you  to  take  a  new  look  at  Colombia. 

Colombia  is  emerging  as  one  of  the  new  leaders  in  the  international  business  community.  I  am 
committed  to  continuing  and  consolidating  the  reforms  enacted  to  modernize  Colombia's 
economy  and  to  open  its  doors  to  international  markets. 

My  government's  task  is  to  continue  to  create  and  maintain  an  environment  in  Colombia  that  is 
favorable  for  the  private  sector  to  take  the  lead  in  economic  reform  and  progress.  This  business 
environment  is  based  on  our  efforts  to  control  inflation  and  to  maintain  stable  macroeconomic 
policies. 

Increasing  the  competitiveness  of  Colombia's  business  sector  will  increase  exports  and  expand 
job  opportunities.  I  am  convinced  that  this  process  will  benefit  all  Colombians. 

Colombia's  economic  future  is  bright.  The  prices  for  Colombia's  exports  are  improving  with  the 
global  economic  recovery.  Colombia's  new  oil  discoveries  underscore  this  positive  trend. 

This  report  shows  the  true  face  of  Colombia:  a  country  with  immense  natural  and  human 
resources;  a  strong  and  vibrant  business  sector  ready  to  expand  and  develop  new  markets;  and 
an  open  and  modern  society  which  is  welcoming  foreign  partners  with  open  arms. 

We  look  forward  to  introducing  you  to  the  exciting  trade  and  investment  opportunities  that  await 
you  in  Colombia. 


Sincerely, 


Ernesto  Samper  Pizano 
President 

Republic  of  Colombia 


ADVERT 


16th-century  Cartagena  de 
Indias  on  Colombia's 
Caribbean  coast  has  been 
recognized  as  a  unique  city 
-  an  historical  patrimony  of 
humanity  -  by  the  United 
Nations. 

Experts  agree  that 
Colombia  has  not  just 
managed  its  economy, 
but  has  done  so  well. 
The  economy  has  never 
been  a  speculative  one. 
And  it  has  had  a  solid 
basis  for  growth,  with 
agriculture  and  indus- 
try each  contributing 
25%  to  the  GNP. 

Colombian  trade 
interests  traditionally 
have  leaned  toward  the  import 
of  capital  goods  and  raw  materi- 
als rather  tiian  of  consumer 
goods.  The  country  has  always 
preferred  to  accumulate  foreign 
exchange  reserves  rather  than 
spend  them. 

In  their  1996  Executive 
Board  Report,  the  International 
Monetary  Fund's  Directors 
observed  that  "the  favorable  per- 
formance and  the  ability  of  the 
Colombian  economy  to  weather 
the  shocks  in  the  regional  econ- 
omy testified  to  the  authorities' 
sound,  consistent  economic 
management."  That  consistency, 
says  economist  Morris  Harf- 
Meyer,  Colombia's  Minister  of 
Foreign  Trade,  is  due  in  part  to 
the  fart  that  for  more  than  a 
quarter  of  a  century,  a  group  of 
trained  economists  has  helped 
set  policy  and  guide  the  econo- 
my, has  remained  in  close  touch 
with  one  another  whether  mem- 
bers have  moved  into  private 
business  or  other  posts  in  gov- 
ernment,  and  has  for  the  mosi 
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part  kept  apart  from  politics. 
Among  other  Latin  American 
countries,  only  Chile  has  had 
the  same  good  fortune. 

Colombia  and  Chile  are  the 
only  Latin  American  countries 
given  investment  grade  ratings 
by  Standard  &  Poor's.  The 
Economist  Intelligence  Unit, 
Moody's  and  Duff  &  Phelps 
characterize  Colombia  as  "low 
risk."  Not  surprisingly  foreign 
direct  investment  in  Colombia, 
which  has  been  moving 
upward  since  1 994,  rocketed 
72%  between  January  and 
April  1996. 

Why,  then,  is  Colombia 
one  of  Latin  America's  best 
kept  investment  secrets?  For 
two  main  reasons,  according  to 
Minister  Harf-Meyer: 
Colombia  has  the  lowest  per 
capita  foreign  debl  in  Latin 
America  and,  historically,  it 
has  maintained  strict  controls 
on  short-term  capital  flows, 
thereby  curbing  speculation  in 
(he  economy. 
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cginningin  1990, 
Colombia  initiated  a 
series  of  economic  reforms 
known  as  The  Apertura  to 
open  and  internationalize  its 
economy.  These  reforms 
were  designed  to  free  trade, 
to  streamline  production 
and  to  redefine  the  economic 
role  of  the  government  in 
order  to  make  public  spend- 
ing more  effective. 

As  part  of  liberalizing  its 
trade,  Colombia  reduced 
tariffs,  eliminated  import 
quotas,  removed  legal  restrictions 
on  foreign  investment  and  reduced 
foreign  exchange  controls.  The  gov- 
ernment coupled  trade  reform  with 
efforts  to  integrate  Colombia's 
economy  with  those  of  its  main 
trading  partners.  Colombia  has 
been  moving  toward  regional  inte- 
gration for  40  years,  starting  with 
the  Latin  American  Free  Trade 
Association  agreement  in  1956. 
This  continued  in  1969  when 
Colombia  signed  the  Andean  Pact 
with  partners  Venezuela,  Ecuador, 
Peru,  Bolivia  and  Chile  (which 
withdrew  in  1976). 

In  1994,  Colombia  signed  the 
G-3  agreement  with  Colombia. 
Mexico  and  Venezuela  to  accelerate 
trade  relations  with  the  Central 
American  and  Caribbean  countries. 
These  steps  toward  integration  have 
become  a  part  of  the  process  to 
achieve  die  Free  Trade  Area  of  the 
Americas  by  the  year  2005. 

The  government  passed  laws  to 
attract  and  protect  domestic  and 
foreign  investment  in  order  to 
broaden  the  base  of  the  economy 
and  promote  private  sector  partici- 
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pation  in  industrial  and  infrastruc- 
ture projects.  The  foreign  invest- 
ment statute  guarantees  equal 
treatment  (to  foreign  trade  as  well 
as  domestic  investors)  in  both  tax 
and  exchange  regulations.  Foreign 
capital  is  welcomed  in  all  sectors  of 
investment  and  the  automatic  right 
to  invest  without  special  authoriza- 
tion is  guaranteed  by  law. 

These  reforms,  among  others, 
effectively  institutionalized  trends 
begun  in  die  1970s,  which  eventu- 
ally led  to  the  opening  of  the  econo- 
my and  to  its  transformation  from  a 
protected  into  a  modern,  open  one. 
The  Ernesto  Samper  Administration, 
elected  in  1994,  continued  these 
policies.  Furthermore,  it  has  sought 
to  improve  the  Colombian  econo- 
•  my's  productivity  and  performance 
in  global  markets  by  setting  forth 
a  competitiveness  strategy  that 
emphasizes  export  industries. 
To  these  trade  policies,  the  Samper 
government  has  added  a  social 
element. 

Samper  has  made  it  a  priority 
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Through  its  international  and 
national  offices  PROEXPORT 
COLOMBIA  offers  you  the 
support  that  your  business 
may  require  for  purchasing 
Colombian  goods  and  services. 

•  Provides  commercial  information 

•  Makes  commercial  contacts  with 
Colombians 

•  Organizes  commercial  missions 
to  Colombia 

•  Offers  logistical  support  to 
buyers  of  products  and  services 

•Provides  information  on  foreign 
investment  in  Colombia 


VISIT  THE  P  R  O  EXPO  RT-C  DLOMBIA 
WEB  SITE  ON  THE  INTERNET 


http:llwww.proexport.com  e-mail:  proexport@proexport.com 
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Colombia 

Santafe  de  Bogota  (Headquarters) 

Calle  28  No.  13A-15  Piso  1,  Local  8 

Tel.:  (571)  341-2066 

Exts.:  224,  226,  227,  228 

Fax:  (571)  282-8130,  282-8230 
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to  increase  public  spending  on 
health,  education  and  housing  for 
lower  income  groups.  His  govern- 
ment's National  Development 
Plan,  which  he  called  El  Salto 
Soda!  (the  Social  Leap  Forward), 
set  new  guidelines  for  economic 
and  social  policy. 

The  Salto  Social  called  for 
creating  1.6  million  jobs,  con- 
structing 775,000  houses,  dis- 
tributing 2.5  million  acres  of  land 
to  70,000  families  and  extending 
social  security  benefits.  It  also 
called  for  extending  the  water  sup- 
ply and  sewage  system  to  90%  of 
the  country,  constructing  1,700 
miles  of  new  roads  and  maintain- 
ing 1,500  miles  of  existing  ones. 


MACROECONOMIC  INDICATORS 
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olombia's  economy  thrived  in  1995, 
according  to  most  economic  indica- 


tors. Real  annual  gross  domestic  product 
(GDP)  grew  5.3%,  maintaining  1993  and 
1994  levels  of  over  5%.  Colombia's 
recorded  growth  was  nine  times  higher 
tiian  the  Latin  American  average  (0.6%) 
and  below  only  that  of  Chile  (8.5%)  and 
Peru  (6.9%).  The  consumer  price  index 
rose  to  19.5%,  three  points  below  the 
inflation  rate  of  1994,  and  the  peso's 
appreciation  trend  was  controlled.  In  addi- 
tion, aggregate  demand  rose  6.9%,  con- 


COLOMBIA  1996 


Population: 

37  million 

Area: 

1.14  million  square  kilometers 

Capital: 

Bogota,  pop.  7.3  million 

Language: 

Spanish 

Currency: 

Colombian  peso.  U.S.  $1  =  Pesos  1,018 

GNP: 

U.S.  $89.2  billion 

GNPPer  Capita: 

U.S.  $2,485 

Average  Inflation  Rate  (1991-1996): 

17.0% 

Labor  Force: 

5.2  million 

Unemployment  Rate: 

7.9% 

The  second-oldest  democracy  in  the  Americas,  Colombia  was  settled  and 
dominated  by  Spain  until  its  liberation  by  Simon  Bolivar  in  1819.  It  became  a 
republic  with  executive  powers  vested  in  a  president,  elected  every  four  years  by 
popular  vote.  In  June  1994,  the  Libera!  Party  candidate  Ernesto  Samper  was  elect- 
ed president  for  the  term  1 994  to  1 998. 

Colombia  today  is  divided  into  32  departments  and  1,024  municipalities.  Its 
capital,  Santafe  de  Bogota,  has  a  population  of  7.3  million.  An  urban  nation,  72%  of 
the  population  lives  in  urban  centers.  Other  major  cities  are  Cali,  1.8  million; 
Medeilin,  1.8  million;  and  Barranquilla,  1.1  million. 


sumption  grew  5.9%  and  real  investment 
grew  11%,  reaching  the  highest  share  of 
the  GDP  in  decades:  21.3%. 

Oil  drilling  and  the  increase  in 
industrial  exports  contributed  strongly 
to  the  economy's  performance  during 
1995.  Oil  production  grew  to  5  8  5 ,000 
barrels  per  day  (BPD)  by  year  end  from 
454,000  BPD  in  1994,  a  30% 
increase.  And  crude  oil  shipped  to  inter- 
national markets  increased  by  40%.  As 
1996  ended,  the  value  of  oil  exports 
had  surged  to  S2.5  billion,  up  from 
$1.6  billion  in  1 995  and  $980  million 
the  year  before. 

Total  exports  grew  1 5.4%  to  $9.7 
billion  in  1995,  and  preliminary  esti- 
mates indicate  they  will  reach  $1 3  bil- 
lion for  1996.  Industrial  exports  grew 
25%  to  $3.4  billion,  more  than  double 
the  10%  growth  rate  registered  in  the 
previous  two  years. 

To  achieve  price  stability  in  this  surg- 
ing economy,  in  1 995  the  government 
signed  a  productivity,  price  and  wage  pact 
with  unions  and  business  representa- 
tives. The  pact's  main  objective  was  to 
reduce -the  unwanted  effects  of  wage 
indexation  on  the  inflation  rate  by  chang- 
ing economic  targets  and  by  increasing 
salaries  according  to  new  inflation  tar- 
gets and  gains  in  productivity. 

Despite  these  impressive  gains,  real 
GDP  growth  for  1996  is  estimated  at 
3%,  due  to  slowed  production  —  a 
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We  know  why  they're  here. 


Cafe  de  Colombia 
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result  of  political  instability 
during  the  year  —  and 
restrictive  monetary  policies 
of  the  Central  Bank.  It  has 
also  been  affected  by  a  reces- 
sion in  the  construction 
industry,  the  result  of  over- 
building and  falling  demand, 
both  of  which  coincided  with 
the  end  of  that  industry's 
expansion  cycle. 

The  first  quarter  of  1996 
showed  promise.  Real  GDP 
grew  4.2%  before  declining 
in  the  second  and  tJiird  quar- 
ters to  2.2%  and  2.4%, 
respectively  Cumulative  growth 
until  September  was  2.9%.  The 
target  rate  for  inflation  —  1 7%  for  the 
year  —  will  not  be  met:  1996  inflation 
is  expected  to  come  in  at  about  22%. 

What  is  behind  these  temporary  down- 
turns? Exports  suffered  from  a  strong 
appreciation  of  the  Colombian  peso,  which 
hurt  their  competitiveness  and  weakened 
their  position  in  international  markets. 
Industrial  exports  fell  1.4%  to  $1.6  billion. 
On  die  positive  side,  total  exports  rose  to 
$5.1  billion  in  the  first  six  months  of 
1996,  up  from  $4.9  billion  in  the  same 
period,  a  growtii  rate  of  4.4%. 

Fortunately,  strong  earnings  from 
mining  and  hydrocarbon  industries,  tele- 
communications and  financial  services 
will  more  than  compensate  for  1996 
industrial  export  losses. 

FOREIGN  INVESTMENT 

OPPORTUNITIES 

ABOUND 

Colombia,  as  analysts  and  observers 
agree,  offers  foreign  investors 
attractive  investment  opportunities. 
New  foreign  direct  investment  inflows 
reached  $  1  billion  in  the  first  eight 
months  of  1996.  And  these  funds  were 
not  limited  to  hydrocarbon  industries. 
Mexican  investors  spent  more  than 
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$600  million  to  acquire  two  cement 
companies,  and  the  Spanish  Banco 
Bilbao  Vizcaya  bought  40%  of  Banco 
Ganadero  for  $330  million. 

Finance  Minister  lose  Antonio 
Ocampo,  a  former  Director  of  the 
National  Planning  Office,  points  to  a 
number  of  recent  developments  that 
strengthen  Colombia's  economic  funda- 
mentals and,  consequently,  attract 
investors: 

•  The  country's  oil  boom,  wliich  is  lead 
ing  the  entire  economy 


•  Colombia's  current  investment  in 
infrastructure,  which  will  provide 
new  and  better  sources  of  energy 
for  industrial  production 

•  The  openness  and  sophistication 
of  the  country's  capital  markets, 
which  will  fund  growth 

•  The  country's  growing  middle 
class,  which  is  acquiring  spending 
power,  and 

•  The  government's  willingness  to 
reduce  public  spending. 

The  Samper  Administration 
remains  committed  to  achieving 
its  macroeconomic  goals,  which 
include  reducing  inflation  to  1 5%, 
keeping  the  real  GDP  growth  rate  over 
5%  and  holding  the  government's 
deficit  near  0. 5%  of  GDP.  Already,  the 
government  and  the  business  commu- 
nity have  agreed  to  take  steps  to  "reac- 
tivate" the  economy  in  1997.  They 
foresee  a  trend  toward  stability  based 
on  recent  investments  in  manufactur- 
ing, particularly  in  machinery  and 
equipment,  increasing  labor  productivi- 
ty controlling  inflation,  monetary 
order,  a  solid  banking  system  and  a 
moderate  fiscal  deficit. 


GROWTH  OF  GDP 
BY  ECONOMIC  ACTIVITY 


1995 

1996(P) 

1997(P) 

Agriculture,  Forestry,  Fishing  and  Hunting 

5.2% 

2.8% 

3.6% 

Mining  and  Quarrying 

5.2 

11.5 

15.5 

Manufacturing 

1.0 

0.7 

2.6 

Electricity,  Gas  and  Water 

6.1 

3.0 

8.2 

Construction  and  Public  Works 

3.8 

4.4 

6.0 

Retailing,  Restaurants  and  Hotels 

5.2 

0.7 

3.6 

Transportation,  Storage  and  Communications 

5.1 

6.4 

5.1 

Financial  Sector 

4.5 

3.6 

5.9 

Community,  Social  and  Personal  Services 

7.4 

7.8 

5.2 

Subtotal  Aggregate  Value 

4.8 

3.7 

4.7 

Growth  of  GDP 

5.2% 

3.5% 

4.5% 

Note:  (P)  Projected 
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1     S  E 

The  world's  second-largest  exporter  of 
coffee  for  nearly  a  century,  Colombia 
produces  a  flavorful,  high-mountain- 
grown  Arabica,  which  is  prized  by  coffee 
roasters  and  drinkers  alike. 


The  government  plans  to  correct 
1996  monetary  and  credit  adjustment, 
promote  exports,  fight  contraband 
trade,  increase  participation  of  private 
investment  in  infrastructure  projects 
and  accelerate  programs  to  develop 
technology. 

The  Samper  Administration's 
economic  objectives  are  to  promote 
sustained  growth  and  rising  prosperity. 
It  hopes  to  achieve  those  objectives  by 
improving  the  long-term  performance  of 
the  economy  maintaining  a  stable  macro- 
economic  environment,  lowering  infla- 
tion and  keeping  sound  public  finance. 

Such  efforts  are  not  going  unnoticed. 
Morgan  Stanley  economist  Carlos 
Janada,  speaking  at  a  joint  meeting  of 
the  Americas  Society  and  the  Council  on 
Foreign  Relations  in  New  York 
December  1 3,  assessed  the  Colombian 
economy's  short-term  future  in  positive 
terms.  He  predicts  higher  growth  in 
1997,  driven  by  demand  that  in  turn 
will  be  fueled  by  lower  interest  rates. 

The  world's  second-largest  flower  exporter 
after  Holland,  Colombia  has  established 
European  Union  and  U.S.  markets  and  is 
moving  into  Japan. 


DRIVING  THE 
ECONOMY 

AGRICULTURE 

Agriculture  —  coffee,  food  and  flowers 
: —  historically  has  been  the  back- 
bone of  Colombia's  economy.  Since  its 
introduction  in  the  1 7th  cenmry,  to  its 
first  export  in  1890,  coffee  continually 
has  dominated  Colombia's  agriculture. 
Throughout  the  20di  century  Colombia 
has  been  second  onlv  to  Brazil  as  die 


world's  largest  coffee  exporter. 

In  1996  Colombia  shipped 
10.6  million  60-kilo  bags  of 
green  coffee  beans,  up  8%  from 
1995,  at  a  value  of  $1.7  billion 
to  international  markets. 

Colombia  began  exporting 
flowers  in  the  late  1 960s.  Today,  it 
is  the  world's  second-largest 
flower  exporter  after  Holland,  with 
11%  of  the  world  flower  market. 
The  country's  stable  climate,  low 
production  costs  and  the  vision  of 
investors  encouraged  the  industry's 
rapid  growth.  Today  Colombian-grown 
flowers,  especially  carnations,  roses  and 
pompoms,  fill  international  markets  and 
their  production  has  created  more  than 
75,000  direct  jobs.  In  1995,  the  indus- 
try exported  more  than  $475  million  — 
up  from  its  $20,000  beginning  in  1965 
—  and  it  is  still  growing. 

The  food  industry  —  including  the 
production  and  marketing  of  fruits  and 
vegetables  —  has  been  characterized  by 
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Leather  manufacturing  has  grown 
throughout  the  20th  century  into  one  of 
Colombia's  leading  export  industries. 


strong  demand,  increasing  levels  of 
productivity  and  profitability  In 
1 995,  gross  production  amounted 
to  $8.7  billion.  The  industry  grew 
9.3%  in  real  terms  in  the  first  half 
of  1996,  and  employs  more  than 
1 10,000  people.  Its  export  value 
rose  to  $567  million  in  1995  from 
$500  million  in  1994.  Overall, 
sector  growth  is  expected  to  contin- 
ue as  neighboring  Venezuela's  econ- 
omy gains  strength  and  imports 
more  Colombian  produce. 


MANUFACTURING 

Manufacturing  in  Colombia  is  led  by 
the  apparel  and  textile  industries, 
industrial  chemicals  and  the  automotive 
industry.  The  country's  20,000  apparel 
companies  together  employ  more  than 
240,000  people.  In  1995,  production 
reached  $731  million,  about  2.3%  of 
total  manufacturing.  Apparel  exports 
grew  6%  to  $590  million  that  year,  but 


fell  1 1%  in  the  first  six  months  of  1996. 

Gross  textile  production,  employing 
more  than  60,000  workers,  totaled  $2 
billion  in  1995  and  increased  6%  in  the 
first  half  of  1 996.  Exports  rose  from 
$181  million  in  1994  to  $252  million  in 
1995  but  remained  flat  in  the  first  six 
months  of  1 996.  Venezuela,  with  a  2  5% 


share  of  Colombia's  textile  exports,  is  the 
country's  main  market. 

In  recent  years,  the  textile  and  appar- 
el industries  have  been  hurt  by  low-cost 
Asian  competition.  And  Asia  isn't  the 
only  threat.  Money  laundering  opera- 
tions have  dumped  textiles  and  other 
consumer  durables  such  as  electronic 


MESSAGE  FROM  THE  COLOMBIAN  MINISTER  OF  FOREIGN  TRADE 


"C 


Colombia's  Foreign  Trade  Minister  Morris  Harf-Meyer  reviews  his  coun- 
try's trade  policies  with  Secretary  General  Renato  Ruggiero  of  the  World 
Trade  Organization  at  its  Geneva  headquarters  in  September  1996. 


olombia  historically  has  taken  a  position  of  leadership  in  the 
process  of  economic  integration  and  free  trade.  Starting  with 
the  treaty  of  Montevideo  signed  in  1956,  and  the  Andean 
Group  in  1969,  Colombia  is  now  leading  the  association  between  the 
Andean  Community  and  Mercosur,  with  the  active  participation  of  the 
private  sector  in  the  negotiations. 

"In  addition,  Colombia  hosted  the  second  Hemispheric  Conference  of 
Trade  Ministers  in  Cartagena  in  March  of  1996,  in  order  to  continue  with 
the  commitment  of  the  Presidential  Summit  of  the  Americas  for  the 
creation  of  a  Free  Trade  Area  of  the  Americas  (FTAA)  by  the  year  2005. 

"This  not  only  ratified  the  export-oriented  policy  of  President  Ernesto 
Samper's  Administration,  but  offers  the  opportunity  to  the  international 
community,  especially  the  United  States,  to  work  together  for  an  economic 
integration  leading  to  greater  prosperity  and  the  strengthening  of  demo- 
cratic and  market-oriented  institutions  throughout  our  hemisphere!' 

Morris  Harf-Meyer 


Stepped-up  drilling  by  Colombia's  national 
petroleum  company,  Ecopetrol,  and  foreign 
associates  has  produced  a  flood  of  crude  oil 
into  the  United  States  and  other  markets. 


items,  computers  and  transportation 
equipment  (especially  trucks)  on  the 
Colombian  market.  The  Samper  govern- 
ment has  resolved  to  fight  these  contra- 
band activities,  which  not  only  hurt 
domestic  prices  but  undercut  the  govern- 
ment's tax  base. 

Industrial  chemical  production, 
employing  1 1 ,000  people,  is  a  growth 
industry.  In  1 9  9  5 ,  production  reached 
$1.8  billion.  Exports  soared  5 1%  to 
$695  million  that  year,  with  Andean 
Pact  countries  buying  5  5%  of  the  value 
sold.  In  the  first  six  months  of  1 996, 
export  growth  continued,  rising  6.3% 
to  $3  51  million. 

Colombia  currently  has  three  auto- 
motive assembly  companies,  which 
employ  an  estimated  2 1,000  people 
and  together  produce  more  than 
100,000  vehicles  a  year.  The  industry 
experienced  a  boom  during  the  first 
three  years  of  trade  liberalization  with 


cumulative  real  growth  of  88%.  In  the 
past  year,  however,  growth  slowed,  a 
result  of  falling  demand,  with  gross 
production  valued  at  $1.8  billion. 

ENERGY  AND  MINING 

What  agriculture  meant  to 
Colombia's  economy  in  its  past, 


energy  and  mining  clearly  will  mean  in  its 
future.  Colombia's  oil  production  reached 
historical  liighs  in  1995,  allowing 
Ecopetrol,  the  national  oil  company,  to 
increase  its  contribution  to  the  nation's 
development  and  welfare. 

In  1974,  Ecopetrol  changed  its  oil 
contracting  policies  to  give  it  more  flexi- 


From  Colombia  you'll  always 
take  the  best  memories. 


is 


You'll  always  remember  a  country  full  of  beautiful 

places  and  nice  people.  Our  modern  airplanes, 

excellent  food  and  countrywide  destinations  will 
make  it  easy  for  you  to  see  Colombia  and  all  it  offers. 

Fly  Avianca  from  New  York,  Miami  or  Los  Angeles 
to  Arauca,  Armenia,  Bahia  Solano,  Barranquilla, 

Bogota,  Bucaramanga,  Cali,  Cartagena, 
Cucuta,  Manizales,  Medellin,  Monteria,  Pasto, 
Popayan,  Pereira,  Quibdo,  San  Andres,  Santa 
Martajumaco  and  Valledupar. 

Avianca 

La  Aeroh'nea  de  Colombia 

For  more  information  on  AVIANCA  and  SAM,  visit  our  web  site  at  www.avianca.com  or  fax  us  at  (011)  571-621-9919 
In  the  U.S.,  call  us  at  1-800-AVIANCA,  or  contact  your  nearest  travel  agent. 


A  ::Dr,,  V     ER     TIS     EM     ENT  12 


bility  in  identifying  and  accessing 

oil  investment  risk  capita] 
from  global  capital  markets.  The 
strategy  has  proved  successful. 
Ecopetrol  signed  a  total  of  83  new 
contracts  in  1995,  up  from  72 
contracts  in  1994.  Investments 
rose  32%  over  1994  with 
Ecopetrol  contributing  $24.2  mil- 
lion and  associates  contributing 
$18.5  million.  Together,  Ecopetrol 
and  associate  companies  have 
drilled  1 6  exploratory  wells. 
Using  investments  of  more  than 
$270  million,  they  plan  to  drill 
another  18  to  22  wells.  Explor- 
ation investments  will  now 
total  $308  million,  of  which 
Ecopetrol  will  have  contributed  $38 
million,  or  12%. 

Not  surprisingly,  oil  production  has 
soared.  1995  oil  production  grew  29% 
over  1 994  to  2 13  million  barrels,  an 
average  of  585,000  BPD.  By  September 
of  1996,  production  had  risen  to  an 
average  of  approximately  623,000 
BPD.  Exports  amounted  to  $2.5  billion, 
led  by  a  flood  of  Colombian  crude 
from  Cusiana  —  one  of  the  Western 
hemisphere's  biggest  oil  finds  since 
Alaska's  Prudhoe  Bay  —  which  began 
making  its  way  to  the  United  States  in 
1995.  US.  companies  responded  enthu- 
siastically, grateful  for  a  growing  supply 
of  oil  from  a  nonmember  of  the 
Organization  of  Petroleum  Exporting 
Countries  (OPEC). 

Oil  isn't  Colombia's  only  growing 
source  of  energy.  President  Samper's 
administration  is  committed  to  a  massive 
natural  gas  consumption  program.  This 
program  has  led  to  the  construction  of 
main  transportation  grids  and  the  intro- 
duction of  this  energy  source  to  an  ever- 
increasing  number  of  Colombian  homes. 
The  number  of  houses  served  by  natural 
gas  increased  to  939,691  in  1995, 19% 
above  1994  levels. 


COLOMBIA'S  POWER  SYSTEM 

Power  drives  the  Colombian  econo- 
my, as  surely  as  oil  and  gas  supply 
much  of  its  fuel.  Colombia's  power  sys- 
tem's installed  capacity  is  10,454 
megawatts,  excluding  a  100  megawatt 
interconnection  capacity  with 
Venezuela.  This  capacity  is  derived  from 
7,838  megawatts  (75%)  from  hydraulic 
plants  and  2,616  (25%)  from  thermal. 
Eighteen  companies  (16  public,  two 
private)  are  involved  in  power  genera- 
tion. By  the  end  of  1997,  four  addition- 
al private  generating  companies  are 
expected  to  begin  operation. 

Power  demand  has  been  rising, 
along  with  prosperity  in  Colombia.  In 
1995,  demand  grew  5.52%,  reaching  a 
total  of  41,967  gigawatts.  For  the  first 
half  of  1996,  growth  rates  were  lower, 
resulting  in  part  from  high  rainfall,  high- 
er tariffs  in  residential  areas,  the  use  of 
natural  gas  in  some  cities  and  lower 


Colombia  is  the  world's  fourth-largest  coal 
supplier.  Unmined  20  years  ago,  coal  today  is 
one  of  Colombia's  major  exports. 


GDP  growth  rates.  However,  yearly 
demand  is  expected  to  grow  an  average 
of  5.95%  to  100,000  gigawatts  by  the 
year  2010. 

Indeed,  the  investment  news  is  out. 
According  to  the  Center  for  Business 
Intelligence,  a  Massachusetts-based 
conference  and  workshop  organizer, 
Colombia's  national  energy  demands  will 
increase  dramatically,  and  opportunities 
for  investment  and  profit  in  Colombia's 
private  energy  market  remain  vast.  A 
two-day  conference  March  20-21, 1997 
will  highlight  growing  investment  oppor- 
tunities in  private  energy  in  Colombia. 
Economist  and  author  Rodrigo 
Villamizar,  Colombia's  Minister  of  Mines 
and  Energy,  will  give  a  keynote  address 
on  recent  developments. 
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MINING 

In  the  1980s,  Colombia  entered  the  coal 
and  nickel  markets  despite  lacking  a  his- 
tory of  mining  those  metals.  Colombian 
exports  from  mining  have  experienced 
impressive  growth  of  40.7%  between 
1981  and  1991.  Today,  coal,  nickel  and 
emeralds  represent  nearly  5%  of  the 
country's  GNP,  with  a  cumulative  total  of 
almost  $3.5  billion  annually.  Mining 
exports,  according  to  estimates,  will 
account  for  1 5.5%  of  GNP  by  year  end. 

Emeralds 

Colombia,  the  world's  leading  source  of 
emeralds,  supplies  60%  of  the  gems 
sold  in  international  markets.  Colombian 
mines  exported  $452  million  worth  of  cut 
and  uncut  emeralds  in  1 995. 
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Coal 

n  the  1980s,  Colombia  entered  the 
world  mineral  markets  despite  lacking  a 


Pre-Columbian  figures  fill 
Bogota's  Gold  Museum, 
relics  of  Colombia's  rich 
history  as  the  fabled 
El  Dorado. 


history  as  a  mining 
country.  Coal  mining, 
primarily  from  the  beds 
at  El  Cerrejon,  the 
Western  hemisphere's 
largest  open  pit  mine, 
has  since  become  an 
important  source  of 
export  revenue. 

Today,  Colombia  is 
the  world's  fourth- 
largest  coal  supplier, 
with  the  largest  coal 
reserves,  estimated  at 
6.6  billion  tons,  in 
Latin  America.  At 
current  annual  levels 
of  production,  these 
reserves  should  last 
255  years.  In  1995, 
production  reached  26  million  tons,  of 
which  exports  totaled  18  million  tons,  an 
estimated  $595  million.  In  1996,  coal 
export  earnings  exceeded  $700  million. 

The  Cerrejon  Zona  Norte  project  is 
behind  much  of  the  surge.  Developed 
to  supply  the  international  steam  coal 
market,  it  increased  production  to  13.5 
million  tons  in  1995,  8.5%  higher 
than  in  1994.  A  coal  wash  plant  is 
scheduled  to  start  this  year,  which  will 
improve  the  quality  of  the  coal  and  the 
mine's  productivity. 

Nickel 

Nickel  ore  has  also  become  an  impor- 
tant new  resource  for  Colombia. 
Before  1 994,  however,  a  continuous 
flood  of  nickel  from  the  former  Soviet 
Union  was  a  major  problem  for  Colombia 
—  as  well  as  for  most  nickel  producers. 

1995  was  the  best  year  in 
Colombia's  nickel  production  history.  A 


record  production  of  more  than 
54  million  pounds  (8  million 
more  than  in  1994)  with  a  total 
of  $  1 90  million  in  sales  were  the 
industry's  high  points.  Reserves 
increased  to  about  500,000  tons 
with  a  3%  nickel  content;  this 
figure  was  42,000  tons  above 
earlier  estimates. 

KEEPING  COLOMBIA 
COMPETITIVE  — 
INFRASTRUCTURE 

Colombia's  commitment  to 
strengthening  its  roads,  rail 
system,  ports  and  telecommuni- 
cations is  playing  a  significant 
role  in  the  country's  economic 
transformation. 
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ROADS 

Improving  links  between  Colombia's 
main  cities  and  ports,  as  well  as 
between  regions  separated  by  the  Andes, 
is  among  the  Samper  Administration's 
foremost  priorities.  At  present, 
Colombia's  73,557  miles  of  roads 
include  7,800  miles  of  paved  main 
roads,  35,820  miles  of  secondary  roads 
and  29,967  miles  of  access  roads.  But 
that  will  change. 

The  administration's  Development 
Plan  includes  construction,  maintenance 
and  repair  of  the  existing  network.  For  the 
period  1995-1998,  an  estimated  $7.5 
billion  will  be  invested  in  road  work,  four 
times  the  amount  spent  between  1991 
and  1 994.  Of  that  sum,  $2.2  billion, 
30%  of  the  planned  investment,  will  be 
developed  by  the  private  sector  through 
concessions. 

RAILROADS 

Colombia's  1,612  miles  of  railway 
track  also  are  due  to  be  upgraded. 
The  government's  network  rehabilitation 
plan  is  under  way  at  an  estimated  cost  of 
SMI!  million.  To  help  fund  thisambi- 
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tious  project,  the  govern- 
ment has  issued  new  regula- 
tions allowing  the  private 
sector  to  invest  in  the  rail 

system. 
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PORTS 

olombia's  main  ports 
located  at 
Barranquilla,  Cartagena  and 
Santa  Marta  on  the  coun- 
try's Caribbean  coast  and 
Buenaventura  on  the  Pacific 
-  play  a  critical  role  in  the 
government's  policy  of 
export  development.  To 
make  them  more  efficient, 
regional  port  companies 
with  private  capital  contributions 
of  70%  have  been  created. 


1995  Exports  to  the  U.S. 


In  Millions  of 
U.S.  Dollars 

TOTAL  $3,284.7 

Textiles  4 1.3 

Leather 
Goods  52.6 


Coal  89.4 
Bananas  125.1 

Oil  Derivatives  126.5 

Other  Agriculture  126.9 


Emeralds  139.9 


Note:  Other  products  include  basic  chemicals,  graphic  arts, 
sugar,  nickel,  coffee  products,  metallurgical  products,  shrimp 
and  footwear. 

Exports  FOB  (Free  on  Board) 


the  East  regions.  In  each  zone 
two  networks  with  a  ten-year  con- 
cession are  licensed  to  compete 
with  each  other.  One  is  private; 
the  other  is  of  mixed  capital. 

FREE  ZONES  — 
BEST  INVESTMENT 
BET  FOR  THE  21  st 
CENTURY 
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TELECOMMUNICATIONS 

Colombia's  telecommunications  have 
developed  well  in  recent  years,  a 
result  of  large  investments  in  expanding 
and  strengthening  the  system.  Between 
1995  and  1998,  total  investment  in 
telecommunications  including  value- 
added,  television,  postal  and  other 
services  will  reach  about  $4.4 
billion,  an  increase  of  65%  over 
the  preceding  four  years.  Private- 
sector  capital  will  fund  36.5% 
of  the  total. 

In  more  than  500  municipali- 
ties throughout  Colombia,  it  is 
possible  to  have  direct  dial  access 
to  150  countries.  In  1996,  the 
number  of  lines  installed 
increased  to  5.9  million  from  1.6 
million  in  1982. 

The  government's  goal  is  to  see 
7  million  new  telephone  lines 
installed.  Current  density  of  1 6 
lines  for  every  100  inhabitants 
will  be  increased  to  18  lines  by  the 
end  of  1 998.  And  public  and 
private  investments  will  further 


contribute  by  installing  3.5  million  new 
phone  lines  during  this  period. 

Cellular  phone  usage,  already  wide- 
spread, is  expected  to  reach  580,000 
users  by  the  year  2000.  In  1992,  Law 
3  7  approved  the  provision  of  mobile  cel- 
lular telephone  service,  which  began  in 
1994.  Three  zones  provide  cellular 
service:  the  Atlantic  coast,  the  West  and 


1995  Imports  from  theU.S 

in  Millions  of 
U.S.  Dollars 

TOTAL  $5,417.1 

Mining  74.0 
Plastic  76.0 

Other  Light 
Industry  128.0 

Agroindustrial 

139.9 

Textiles  154.8 
Metallurgy  271.5 

Automobile  327.9  '       Agricultural  460.6 

Note:  Other  products  include  soaps  and  cosmetics,  oil  deriv 
atives,  apparel,  graphic  arts  and  footwear. 

Imports  CIF  (Cost  Insurance  and  Freight) 


oth  Colombian  and  foreign 
investors  seeking  new  invest- 
ment opportunities  would  profit 
by  investigating  Colombia's  new 
free  zone  legislation.  Free  zones 
are  defined  as  geographically 
bound  areas  located  within  the 
country  whose  primary  objective 
is  to  produce  goods  and  services 
destined  for  foreign  markets. 
Important  for  economic  development, 
they  also  generate  employment  and 
promote  export-oriented  activities  and 
foreign  investment.  For  these  reasons, 
President  Samper's  administration  estab- 
lished an  innovative  new  free  zone 
regime  in  December  1996. 

Under  the  new  plan,  national  or  for- 
eign investors  can  develop  and  manage 
free  zones.  A  free  zone  may  be 
extended  to  ports  or  international 
airports  as  well  in  order  to  devel- 
op service  activities  related  to  the 
construction,  maintenance  and 
repair  of  ships  and  airplanes. 

The  government,  to  promote 
Colombian  industrial  exports, 
offers  tax  and  customs  incentives 
to  zone  operators.  Incentives 
include  exemption  from  income 
and  complementary  taxes  on 
export  earnings  and  duty-free 
import  of  goods  and  services  for 
the  manufacture  of  exports. 
Goods  brought  into  free  zones 
from  outside  the  country  will 
not  be  considered  imports. 
Moreover,  national  products  sold 


If  oil  is  your  business... 


Take  a  look  at  Colombia 


The  Colombian  State  Oil  Company  -Ecopetrol-,  through  its  Association  Contract  System, 
gives  you  the  opportunity  to  multiply  your  investment. 

At  present,  60  major  oil  companies  are  involved  in  over  87  Association  Contracts. 


Some  of  the  benefits  are: 

-  Extensive  exploration  blocks 

-  Highly  prospective  areas  on  a 
"first  come  first  served"  basis 

-  Free  access  to  complete  technical  data 
-  Stable  business  terms 
-  No  Ring  Fence 
High  quality  oil:  Cusiana  API  average  36  and 
Caho  Limon  API  29,5 


EMPRESA  COLOMBIANA 
DE  PETROLEOS 


PLEASE  CONTACT  EXPLORATION 
AND  PRODUCTION, 
VICE-PRESIDENCY 
PHONE  NUMBER:  571-2879308 
FAX  NUMBER:  571-2870041 
SANTAFE  DE  BOGOTA,  D.C.  COLOMBIA 


The  Second  Oldest  Democracy 
In  The  Hemisphere. 


Fifty  Consecutive  Years 
Of  Economic  Growth. 


An  Incredibly 
Rich  Cultural  Heritage. 

There's  A  Lot  To  Be  Proud  Of. 
Except  For  One  Thing. 

And  We're  Working  On  That. 

In  1996,  Colombia  once  again  made  tremendous  strides  in  the  battle  against  drugs. 
With  the  continuing  support  of  our  friends  and  allies  around  the  globe,  we  will  have  yet 
one  more  achievement  to  point  to  with  great  pride  in  the  years  just  ahead. 


The  37  million  people  of  Colombia. 


Working  to  change  the  way  you  think  about  our  country. 
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to  free  zones  will  be  consid- 
ered exports  and  will  receive 
the  same  tax  treatment  and 
incentives  as  items  manufac- 
tured within  the  zones. 

Taking  full  advantage  of 
Colombia's  network  of  trade 
treaties,  the  new  legislation 
provides  that  goods  pro- 
duced in  the  free  zones  can 
receive  the  same  preferential 
tariff  treatment  granted 
Colombia  by  the  Andean 
Trade  Pact  Agreement  signa- 
tories and  by  the  European 
Union's  special  Cooperation 
Program.  Free  zone  exports, 
moreover,  will  receive  the 
same  tariff  treatment  Colombia's  trade 
agreements  guarantee. 

This  new  free  zone  legislation  effec- 
tively establishes  Colombia  as  the  gateway 
to  South  and  Central  American  markets. 

COLOMBIAN-U.S. 
TRADE:  A  SUCCESSFUL 
PARTNERSHIP 

The  United  States  and  Colombia  have 
experienced  an  ever-increasing  level 
of  trade.  As  Colombia's  largest  trading 
partner,  the  United  States  consumed 
33.4%  of  Colombia's  exports  and  pro- 
vided 39.1%  of  its  imports  in  1995. 
Trade  between  the  two  countries 
has  grown  rapidly,  due  in  large 
part  to  the  consistent  stability  of 
Colombia's  economy 

Colombian  trade  with  the 
United  States  in  1995  increased 
by  12.5%  to  a  total  of  $8. 7  bil- 
lion, 36.8%  of  Colombia's  total 
global  trade.  Colombian  exports  to 
the  U.S.  grew  5.4%  to  $3.3  billion 
and  imports  from  the  U  S.  grew 
17%  to  $5.4  billion. 

Colombia's  main  exports  to  the 
United  States  are: 
•Oil  — SI  billion 
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•Coffee  — $388  million 

•  Flowers  —  S  3  7 1  million 

•  Apparel  —  S3  3  4  million 

These  products  represent  two-thirds 
of  Colombia's  total  exports  to  the  United 
States.  U.S.  exports  to  Colombia  consist 
primarily  of: 

•  Machinery  and  equipment  —  S2.3 
billion 

•  Industrial  chemicals  —  $1.1  billion 

•  Agricultural  products  —  $460  million 

•  Automotive  industry  goods  —  $327 
million 

•  Metallurgical  products  —  $271  million 
•Textiles  — $155  million 


U.S.  Net  Direct  Foreign 
Investment  in  Colombia 
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These  goods 
account  for  85%  of 
Colombia's  total 
imports  from  the  U.S. 

Besides  being  its 
major  trading  partner, 
the  United  States  also 
ranks  as  Colombia's 
greatest  source  of  for- 
eign direct  investment. 
In  1991,  the  net  flow 
of  U.S.  foreign  direct 
investment  into 
Colombia  (excluding 
oil)  amounted  to  $18 
million;  by  1995,  that 
figure  soared  to  $631 
million. 

Between  lanuary  and  April  1996,  for- 
eign direct  investment  continued  its  lofty 
trend,  climbing  71.7%  to  $272.5  million. 
The  stock  of  U.S.  foreign  investment  grew 
from  $2.5  billion  in  1991,  to  $4.1  billion 
in  1995  (55.7%  of  the  total  stock  of  for- 
eign investment  in  Colombia).  Colombia 
clearly  has  attracted  the  attention  —  and 
money  —  of  overseas  investors. 

Colombia's  favorable  business  cli- 
mate and  its  relaxed  foreign  investment 
regulations  not  only  have  contributed  to 
this  surge  in  investments,  but  account 
for  Colombia's  BBB-,  low-risk  invest- 
ment grade  rating  by  Standard  &  Poor's 
in  October  1996.  During  roughly 
the  same  period,  the  Economist 
Intelligence  Unit,  Duff  &  Phelps 
and  Moody's  gave  Colombia  B  low 
risk,  BBB  and  Baa  3  ratings, 
respectively. 

Latin  America's  best-kept 
investment  secret  no  longer  is  a 
secret.  It  is  an  open  invitation  to 
profit  in  investments  and  trade. 
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MaryRamond,  President  of 
Caribbean  Business  Development  in 
New  York  writes  about  countries  in 
Latin  America  and  the  Caribbean. 


If  Moore's  Law  holds  for  the  next  few  years,  much  of  the  credit 
will  go  to  Cymer  Inc.'s  Bob  Akins  and  Rick  Sandstrom. 

Laser  dudes 


By  Josh  McHugh 

Robert  Akins  checks  his  watch, 
frowns  and  looks  around  the  Fortune 
Cookie  Restaurant  for  our  waitress. 
It's  been  ten  minutes  since  he 
ordered.  The  45-year-old  cofounder 
and  chief  executive  of  Cymer  Inc.  is 
getting  anxious. 

Pale,  gaunt,  6  foot  6,  Akins  looks 
as  though  the  last  thing  he  needs  is  to 
miss  a  meal.  But  two  minutes  and  a 
soft-spoken  apology  later,  Akins  is 
gone,  back  to  his  office,  leaving  his 
chief  financial  officer,  a  reporter  and 
a  bewildered  waitress  in  his  wake. 

Forgive  his  impatience.  For  ten 
years  Akins  and  Cymer  have  quietly 
tinkered  with  lasers  in  dusty  northern 
San  Diego,  subsisting  on  a  meager 
diet  of  government  assistance,  invest- 
ments by  a  handful  of  foreign  com- 
panies and  sporadic  shots  of  venture 
capital.  Now,  suddenly,  equipment 
suppliers  to  Intel,  NEC  and  Motorola 
are  breaking  down  Cymer's  doors  to 
get  its  ultraviolet  lasers. 

Orders  for  these  lasers,  which  print 
tiny  circuit  patterns  onto  silicon  to 
make  microprocessors  and  memory 
chips,  are  up  350%  over  the  past  year. 


The  company's  sales  have  exploded 
from  $18  million  in  1995  to  $65  mil- 
lion in  1996.  Cymer  sold  stock  to  the 
public  for  the  first  time  in  September, 
at  $9.50  a  share.  Three  months  later 
it  sold  more  at  42,  making  it  the 
year's  hottest  new  issue.  These  days 
Cymer  trades  at  50,  making  Akins' 
2%  stake  worth  $12  million. 

Behind  this  action  is  Moore's  Law, 
which  postulates — pretty  accurately, 
over  the  past  30  years — that  chip- 
makers  can  double  the  number  of 
transistors  on  a  microchip  every  18 
months.  For  example,  Intel's  Pen- 
tium, vintage  1993,  had  3.2  million 
transistors;  its  Pentium  Pro,  released 
about  two  years  later,  uses  5.5  million 
transistors. 

Moore's  Law,  Corollary  1:  The 
length  and  width  of  a  transistor  must 
shrink  29%  every  18  months.  Corol- 
lary 2:  Tall,  gaunt  physicists  who 
know  about  ultraviolet  light  get  rich. 

We  left  out  a  few  steps  between 
Corollaries  1  and  2.  Here  they  are: 

In  the  chip  factory,  a  round,  8-inch 
wafer  of  crystalline  silicon  is  coated 
with  light-sensitive  chemicals  and  put 


Robert  Akins 
and  Richard 
Sandstrom, 
Cymer  Inc. 
founders,  with  baby 
What's  harder 
to  get  than 
a  Tickle  Me  Elmo 
doll?  A  Cymer 
laser. 


Cymer's  krypton 
fluoride  lasers  let 
chipmakers  carve 
circuit  features  half 
the  width  of  the  0.5- 
micron  canyons  in 
the  chip  at  left 
"Moore's  Law 
is  more  of 
an  economic 
imperative  than 
anything  else." 


into  a  machine  called  a  stepper.  The 
stepper  sends  pulses  of  light,  typical- 
ly a  •  thousand  times  a  second, 
through  a  stencil  depicting  the  circuit 
pattern  of  the  nascent  chip,  onto  the 
wafer.  The  chemical  coating  on  the 
wafer  reacts  where  the  light  touches 
it.  That  pattern  in  turn  determines 
where  lines  will  be  etched  on  the 
wafer  in  a  later  step. 

But  here's  where  the  laws  of  optics 


154 


Forbes  ■  February  24,  1997 


become  a  stumbling  block  for 
Moore's  Law:  The  circuit  lines  can 
generally  only  be  as  thin  as  the  wave- 
length of  the  light  that  shines 
through  that  stencil.  So  to  keep 
increasing  the  density  of  transistors 
on  a  chip,  engineers  must  shrink 
those  wavelengths. 

Originally  chipmakers  used  visible 
light.  By  the  late  1980s,  chipmakers 
turned  to  the  shorter  wavelengths  of 


invisible  ultraviolet  light.  Ultraviolet 
light  emitted  by  hot  mercury  gas 
makes  lines  as  thin  as  0.35  micron, 
a  micron  being  one  25,000th  of 
an  inch. 

That's  pretty  thin.  But  Moore's 
Law  now  says  it's  time  to  get  shorter 
wavelengths  than  mercury  ultraviolet. 
It's  time  for  a  Cymer  excimer  laser 
(see  box,  p.  156).  Those  photolithog- 
raphy lasers  aren't  easy  to  make. 


Cymer  is  one  of  three  companies  in 
the  world  capable  of  making  them, 
and  last  year  it  had  more  than  80%  of 
the  market. 

It's  a  far  cry  from  the  summer  of 
1985,  when  Akins  and  fellow  physi- 
cist Richard  Sandstrom  tossed  Fris- 
bees  on  the  beach  and  slurped  beers 
in  the  Belly  Up,  a  Southern  Califor- 
nia bar  near  Del  Mar.  Under  discus- 
sion: whether  or  not  to  open  a 
Wendy's  outlet. 

Akins  and  Sandstrom  both  had 
Ph.D.s  from  the  University  of  Cali- 
fornia at  San  Diego.  Akins'  was  in 
optical  information  processing — a 
still -impractical  form  of  computing  in 
which  light  replaces  electricity.  Sand- 
strom's  specialty  was  in  the  behavior 
of  laser  light  as  it  travels  through  the 
atmosphere. 

After  receiving  their  degrees,  they 
took  jobs  with  San  Diego  defense 
contractor  hlx  Inc.,  where  they 
worked  on  esoteric  projects  including 
laser-induced  nuclear  fusion,  a  satel- 
lite-to-submarine laser  communica- 
tions link  and  the  ill-fated  Strategic 
Defense  Initiative.  After  a  half-dozen 
years,  both  decided  to  quit. 

But  Wendy's?  "When  the  technol- 
ogy starts  to  get  overwhelming," 
deadpans  Sandstrom,  "you  want  to 
be  a  farmer." 

"We  wanted  to  spend  the  produc- 
tive years  of  our  lives  doing  some- 
thing more  aligned  with  the  real 
world,"  says  Akins.  "It  was  1985 — 
fast  food  franchises  were  hot." 

Fortunately  for  the  semiconductor 
industry,  the  two  founded  Cymer 
Laser  Technologies  in  1986  and  set 
about  building  lasers.  They  brought 
in  another  colleague  from  HLX,  Uday 
Sengupta,  to  handle  marketing. 

"We  didn't  have  the  money  to  see 
our  way  through  the  development 
effort  if  we  were  going  to  sink  it  into 
having  components  made,"  Akins 
recalls.  So,  with  a  little  help  from 
their  friends  in  the  UCSD  machine 
shop,  he  and  Sandstrom  built  their 
own  laser,  working  the  lathes  and 
milling  machines. 

"We'd  go  in  on  a  Saturday  morn- 
ing at  9  a.m.  and  come  out  at  7  or  8 
p.m.  with  one  set  of  electrodes,"  says 
Akins.  It  was  hard  work,  but  the  price 
was  right.  "When  it  came  time  to  pay 
for  the  equipment  and  materials,  the 
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Cymer's  ultraviolet 
excimer  laser  beams  are 
generated  inside  a  2 /4-foot 
long  aluminum  chamber. 
Tanks  near  the  chamber 
pump  in  a  mixture  of 
gasses,  mostly  krypton  and 
fluorine.  A  power  unit  on 
top  of  the  chamber  deliv- 
ers a  12,000-volt  charge 
across  two  electrodes 
inside. 

The  charge,  which  lasts 
for  75  nanoseconds  (bil- 
lionths  of  a  second), 
excites  the  krypton  atoms 


enough  to  get  them  to 
couple  with  the  fluorine 
atoms.  A  krypton  fluorine 
molecule  thus  formed  is 
known  as  an  excited 
dimer,  hence  the  term 
"excimer." 

When  the  charge  stops, 
the  molecules  break  apart, 
releasing  a  burst  of  heat 
and  deep-ultraviolet  light. 
The  light  shoots  out  of  a 
window  at  one  end  of  the 
chamber  and  through  a 
series  of  mirrors  and  strips 
of  aluminum,  which  puri- 
fies the  beam.  The  beam 
enters  the  stepper 


machine,  then  passes 
through  a  stencil  and 
emblazons  circuitry  onto 
the  silicon  wafer. 

Why  is  Cymer's  laser  so 
hard  to  make?  It  has  to 
run  for  months  at  a  time 
while  handling  1,000  jolts 
of  electricity  per  second. 
The  chamber's  electrodes 
have  to  be  shaped  and 
spaced  perfectly  to  create 
the  right  "plasma"  of 
excited  molecules.  The 
apparatus  assures  most  of 
the  wavelengths  in  the 
beam  hover  around 
0.25  micron. 


That  slice  of  ultraviolet 
is  suitable  for  etching  lines 
just  0.25  micron  wide  on 
a  silicon  chip,  making  pos- 
sible another  leap  forward 
in  the  density  of  transis- 
tors on  a  chip. 

The  next  state  of  the 
art  in  chip  manufacture 
calls  for  lines  0.18  micron 
wide.  Cymer  physicist 
Richard  Sandstrom  is 
hard  at  work  on  an  argon 
fluoride  laser  that  would 
draw  lines  at  0.17 
micron,  just  barely  small 
enough. 

-J.McH.  n 


guy  who  ran  the  shop  told  us,  Til 
just  keep  this  thing  [the  invoice]  in 
the  bottom  drawer  until  you  guys  get 
the  money  to  pay  for  it.'" 

Cymer  had  roughly  $250,000  in 
unpaid  tabs  to  the  university  by  the 
end  of  1986.  "That  was  our  principal 
seed  financing,"  Akins  chuckles.  The 
company  was  able  to  coax  funds  out 
of  the  government's  defense  research 
budget,  as  well  as  technical  and  finan- 
cial help  from  Sematech,  the  Austin- 
based  semiconductor  consortium. 
Akins  and  Sandstrom  both  took  out 
second  mortgages  on  their  homes  to 
keep  Cymer  afloat. 

In  1988  Cymer  repaid  UCSD  when 
it  received  its  first  real  outside  invest- 
ment, from  venture  capitalist  Richard 
Abraham.  A  researcher  and  factory 
manager  at  Fairchild  Semiconductor, 
Motorola  and  Texas  Instruments, 
Abraham  knew  the  semiconductor 
industry  well,  and  liked  what  he  saw 
in  the  fledgling  company.  But  his 
money  came  with  strings  attached: 
Cymer  had  to  focus  entirely  on  semi- 
conductor applications  for  its  lasers. 

At  the  time,  chipmakers  assumed 
they  would  jump  all  the  way  from 
mercury  light  to  X  rays,  which  have 
smaller  wavelengths  than  visible  or 
ultraviolet  light.  Abraham  figured 
there  would  be  a  stopping  point 
along  the  way  for  deep  ultraviolet. 
He  was  right.  X  rays  have  so  far 
proved  too  costly  and  difficult  to  use 
in  chipmaking. 

In  1988  a  delegation  of  scientists 


and  executives  from  Canon,  a  stepper 
manufacturer,  paid  Akins  and  Sand- 
strom a  visit.  Soon  after  that,  a  group 
from  Nikon,  another  Japanese  step- 
per-maker and  a  fierce  competitor  of 
Nikon's,  dropped  by  Cymer's  modest 
laboratory.  Nikon  and  Canon  teamed 
up  to  buy  6%  of  Cymer. 

It  looked  as  though  Cymer  might 
have  its  big  break  around  1990. 
Light  from  mercury  bulbs,  with  a 
wavelength  of  0.48  micron,  was 
expected  to  be  useless  for  drawing 
circuits  thinner  than  0.5  micron.  But 
by  coating  wafers  with  new  high-res- 
olution photoreactive  chemicals, 
chipmakers  have  been  able  to  draw 
lines  thinner  than  the  light's  wave- 
length, down  to  the  0.35  micron  fea- 
tures on  today's  cutting-edge  chips. 

Luckily  for  Cymer,  two  years  ago 
chip  and  stepper  companies  realized 
that  that  technique  was  about  to  hit 
a  wall.  Thus  began  the  switch  from 
mercury  light  to  excimer  laser  light. 
Cymer's  krypton  fluoride  laser  deliv- 
ers a  pure  0.25  micron  beam. 

The  semiconductor  industry  began 
to  slump  in  late  1995.  But  paradoxi- 
cally the  slump  increased  demand  for 
Cymer's  next-generation  technology. 
Chipmakers  decided  that  the  only 
way  to  shore  up  their  shrinking  profit 
margins  was  to  move  ahead. 
"Moore's  Law  is  more  of  an  eco- 
nomic imperative  than  anything 
else,"  says  Akins.  "If  the  industry 
wasn't  in  the  doldrums,  this  wouldn't 
be  happening." 


Cymer  expected  stepper  manufac- 
turers to  follow  an  established  buying 
pattern,  ordering  just  a  few  of  the 
lasers  for  testing,  then  buying  large 
numbers  nine  months  later.  Didn't 
happen.  Demand  from  chipmakers 
forced  the  stepper  companies  right 
into  high-volume  buying  soon  after 
Cymer  launched  its  $450,000  model. 

With  the  $80  million  raised  in  its 
two  public  of  ferings,  Cymer  has  built 
a  137,000-square-foot  factory  in  San 
Diego  and  is  forming  a  laser-making 
partnership  with  Japan's  Seiko  Instru- 
ments. But  whether  Cymer  can  keep 
up  with  frenzied  demand  for  its  lasers 
and  keep  its  customers  happy  remains 
to  be  seen. 

"We're  experiencing  the  fastest 
growth  of  any  semiconductor  equip- 
ment company — ever,"  Akins  says. 
Far  from  bragging,  he's  feeling  the 
full  pressure  of  the  $132  billion  semi- 
conductor industry  bearing  down  on 
him.  "If  we  don't  perform,  the  whole 
industry  gets  slowed  down,"  he  says. 
"We're  a  bottleneck." 

If  Cymer  can  make  enough  lasers 
and  keep  the  lion's  share  of  the 
market  to  itself,  as  it  has  so  far,  it 
should  be  a  half-billion-dollar  com- 
pany in  four  years.  If  it  can't  keep  up 
with  demand,  and  if  the  industry 
goes  somewhere  else  for  lasers, 
Cymer  will  have  squandered  one  of 
the  great  opportunities  of  all  time. 
Either  way,  the  waitresses  will  have  to 
be  fast  if  they  want  to  serve  Bob 
Akins.  Hi 
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You're  going  to  hear  a  lot  about  competition  between  wireless  technologies.  The  battle  will  be 
confusing,  but  the  winner  will  be  clear.  Only  CDMA  technology  (Code  Division  Multiple  Access)  will  truly 
change  how  you  communicate  by  providing  a  new  generation  of  digital  wireless  services,  from  cellular  to 
PCS.  The  spoils  of  victory:  crystal  clear  calls  with  no  static  and  less  background  noise,  fewer  dropped 
calls  and  no  cloning.  We  don't  just  offer  CDMA--we  developed  the  technology  and  the  phones.  Now 
/ou  can  get  both  at  your  local  wireless  provider.  It's  your  call. 
Technology  for  the  future.  Or  technology  for  musty  archives.  For  details. 
:ontact  us  at  http7/www. qualcomm.com/cdma/  or  1-800-349-4188 
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where  digital  comes  from. 


CDMA  PHONES  AND  TECHNOLOGY  ARE  NOW  AVAILABLE  FROM: 
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Remember  when  all  the- pieces  fit  together  right  out  of  the  b< 
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simpler  way  to  work. 


Today's  enterprise  networks  are  such  a  com- 
plex maze  of  disparate  parts  that  it  can  be  diffi- 
cult to  keep  the  system  running,  let  alone  stay 
focused  on  the  big  picture.  Wouldn't  it  be  great  to 
have  a  flexible,  seamless  solution  that  ensures  what 
you  buy  today  works  with  what  you'll  require 
tomorrow? 

Enter  Cabletron.  We  help  you  sec  the  finished 
picture  before  another  piece  goes  into  place. 

We  believe  in  compatible  migration  for  the  life 
of  your  network,  protecting  investments  even  in 
the  face  of  ever-changing  business  demands.  Our 
vision  remains  sharp  through  the  industrys 
strongest  investment  in  R&D  combined  with 
select  technology  acquisitions  that  sensibly  and 
seamlessly  mesh  with  our  product  strategy.  We're 
with  you  from  the  desktop  to  the  data  center,  out 
to  the  wide  area/ remote  access  environment 
(ISDN,  frame  relay,  ATM)  and  across  the  full 
spectrum  of  enterprise  management  software. 
And  it's  all  backed  by  our  legendary  commitment 
to  service  and  support,  ensuring  picture-perfect 
assistance— now  and  for  the  long  run. 

So  whether  you're  laying  out  your  companys 
strategic  network  puzzle  or  just  piecing  together 
this  year's  bandwidth  needs,  Cabletron  truly  does 
offer  a  simpler  way  to  work. 

For  more  information  on  how  we  can  help 
simplify  your  view  of  networking,  call 
603-337-0930  or  visit  us  on  the  Web  at 
www.cabletron.com. 
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Accounting  for 
Twinkles 


BY  PETER  HUBER 


Peter  Huber,  a  senior 
fellow  of  the  Manhattan 
Institute,  is  the  author 
of  Orwell's  Revenge; 
E-mail  address  is 
72643.2211® 
CompuServe.com 
His  home  page  is 
http://www.phuber.com 
/huber/home.html 


A  DOLLAR  spent  on  a  toaster  doesn't  reduce 
your  wealth  in  the  same  way  as  one  spent  on 
a  Twinkie.  One  lasts,  the  other  doesn't.  But 
where  do  toasters  end  and  Twinkies  begin  in 
the  information  economy? 

Tax  collectors  and  securities  regulators  tell 
American  corporations  how  to  make  that  call. 
Washington's  accounting  rules  insist  that  land 
values  last  forever,  brick  and  metal  for  10  to 
30  years,  and  your  typical  silicon  chip  for  5  or 
10.  Windows  95,  and  the  cost  of  training 
human  wetware  to  use  it,  are  all  pure 
Twinkie.  Officially,  that  is. 

But  suppose  Washington  has  it  backwards. 
Say  that  only  half  the  value  of  buying 
Windows  95  for  your  office  is  to  make  your 
workers  more  productive  this  year.  The  other 
half  is  to  keep  your  office  moving  with  the 
rising  tide  of  software — to  prepare  for 
Windows  97.  Which  you'll  buy  for  the  same, 
divided  purposes.  The  useful  life  of  the  soft- 
ware may  depend  largely  on  how  long  you 
retain  your  Windows-trained  employees, 
whose  productivity  may  grow  year  after  year, 
commensurately  with  the  power  of  the  soft- 
ware they  have  mastered. 

Maybe  learning  how  to  use  E-mail  prepares 
you  for  even  more  productive  use  of  the  Web 
two  years  later.  Maybe  the  painful  cost  of 
connecting  up  your  first,  slow  office  network 
not  only  pays  for  itself  in  a  year  or  two  but 
slashes  the  cost  of  upgrading  for  the  next 
fifty.  Maybe  productivity  just  keeps  rising  as 
one  layer  of  software  wisdom  is  spread  over 
the  next. 

If  your  accounts  told  that  story,  your  p&l 
statement  might  look  very  different.  When 
Disney  pours  millions  into  the  next  digital 
Hunchback,  it's  a  good  bet  that  this  kind  of 
software  will  generate  income  for  decades  to 
come.  The  rest  of  America  has  made  massive 
software  investments  of  its  own.  Now  playing 
on  a  desktop  near  you. 

Meanwhile,  the  once  durable  desks,  com- 
puters and  buildings  are  getting  Twinkied. 
When  you  run  out  of  disk  space  or  processing 
power,  w  hich  do  you  throw  out,  your  soft- 
ware and  files,  or  your  old  computer?  When 
networking  software  lets  a  credit  card  compa- 


ny abandon  expensive  real  estate  in 
Manhattan  for  cheap  quarters  in  Nebraska, 
the  Twinkie  is  eating  the  toaster. 

Accountants  understand  the  general  prob- 
lem, but  they  don't  know  what  to  do  about 
it.  Capitalizing  anything  that  you  can't  drop 
on  your  foot — software,  worker  training, 
America  Online's  marketing  expenses — can  be 
hugely  speculative.  You  never  find  out 
whether  such  things  have  real,  future  value 
until  the  future  arrives.  So  securities  regula- 
tors insist  on  expensing  them  to  prevent 
inflated  valuations.  Tax  collectors  go  the 
other  direction  in  order  to  maximize  their 
revenue.  If  the  Internal  Revenue  Service  had 
its  way,  you  would  have  to  capitalize  every- 
thing from  airline  engine  maintenance  to 
advertising. 

Should  we  trust  the  accounting  directives 
that  issue  from  either  government  agency? 
For  years,  Washington  quietly  and  earnesdy 
miscalculated  the  inflation  rate.  Suddenly  we 
learn  that  decades  of  numbers  on  productivi- 
ty, wages,  tax  rates  and  Social  Security  are  all 
wrong.  The  deficit  figures  may  be  wrong  too, 
because  they  don't  track  capital  investment. 
The  fact  is,  Washington  is  losing  its  grip  on 
economic  reality. 

So  maybe  stocks  are  trading  at  too-high 
multiples  of  corporate  earnings.  But  how  do 
the  bearish  pundits  know?  A  stock's  price  is 
the  market's  estimate  of  the  true  value  of  a 
company's  capital — hardware,  software,  work- 
er training,  ingenuity,  the  lot.  Last  year's  net 
earnings,  by  contrast,  are  creations  of  govern- 
ment-approved tabulators,  whose  Twinkie- 

If  your  account  books  could  say  what 
software  is  doing  to  productivity, 
your  P&L  might  look  very  different. 

toaster  calls  make  all  the  difference  between 
black  and  red. 

Companies  with  heavy  investment  in  the 
old  kind  of  capital — solid  assets  like  assembly 
lines  and  trucks — may  own  less  than  meets 
the  accountant's  eye.  Companies  that  have 
invested  well  in  information  may  own  more. 
Many  may  own  durable,  even  appreciating, 
assets  that  appear  nowhere  on  their  official 
books.  Bad  accounting  rules  may  have  artifi- 
cially depressed  capital  accounts,  just  as  bad 
inflation  numbers  artificially  depressed  pro- 
ductivity and  wages. 

That,  in  any  event,  seems  to  be  what  the 
market  currently  believes.  It  may  be  wrong. 
But  so  may  the  government-approved  books 
of  account.  Sell  off  your  trust  in  bureaucrats 
before  you  unload  vour  stock.  Ml 
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Monkey 
on  your 
back  #15: 
How  to  make 
sure  a  server 
that's  optimized 

for  Windows  NT 
isn't  less 
than  optimal 
for  your 
organization. 


0 


PENTIUM  PRO 


Pick  a  wrong  server  and 
things  could  get  complicated. 
Pick  a  Digital  server  and  sud- 
denly life  becomes  less  stressful.  One  reason: 
now  you  can  get  the  Prioris™  server  that 
came  in  first  in  the  TPC-C  benchmark* 
among  all  systems  running  Microsoft" 
Windows  NT*  4.0  and  SQL  Server'"  6.5. 
And  to  make  your  decision  even  sim- 
pler, they  all  come  with  ServerWORKS" 
Manager,  the  management 
tool  that  actually  has 
Windows  NT  support  built 
right  in.  Add  the  fact  that 
no  other  vendor  can  equal 
Digital's  full  line  of 
Windows  NT-optimized 
products,  or  the  service  and 
support  to  back  them  up, 
and  it  becomes  very  clear: 
Digital  is  the  optimal 
choice.  For  your  nearest 


Prioris  -  ZX  6000  Series 

Winner  of  6  AIM  Technology  Hot 
Iron  Awards.  3  on  Windoxos  NT* 

Full  line  of  servers  from 
166  MHz  to  WO  MHz  Pentium- 
Pro  processors,  designed  with 
high  bandwidth  PCI. 

64MB  to  2GB  memory. 

ServerWORKS'  Manager  and 
ServerWORKS"  Quick  Launch 
are  standard  on  all  systems. 


mm 


WHATEVER  IT  TAKES 

reseller,  call  1-800-DIGITAL,  or  visit 
www.windows.digital.cotn . 

•First  in  pnce^perlormance  wiih  TPC-C  results  for  Digital  of:  6.712  53  tpmC  at 
$65  16/lpmC  Digital  s  TPC  results  (as  of  11/14/96)  obtained  running  Microsoft  Windows 
NT  4  0  and  Microsoft  SOL  Server  6  5  on  a  Digital  Pnons  ZX  6200  MP'4  TPC-C  results 
for  the  performance  runner-up  Compaq  ProLiant  5000  Model  6/200  c/s  are.  6.671.67 
tpmC  at  $90.20/tpmC  fo  Digital  Equipment  Corporation.  1997  Digital,  the  Digital  logo, 
ServerWORKS  and  Pnons  are  trademarks,  and  Whatever  It  Takes  is  a  service  mark  ol 
Ihe  Digital  Equipment  Corporalion  Intel.  Pentium,  and  the  Intel  Inside  Penlium  Pro 
processor  logo  are  registered  trademarks  of  the  Intel  Corporation  TPC  is  a  registered 
trademark  of  the  Transaction  Processing  Performance  Council  SOL  Server  is  a 
trademark  and  Microsoft  and  Windows  NT  are  registered  trademarks  of  the 
Microsoft  Corporation  in  the  U  S  and  other  countnes 
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Click  before 
you  leap 


BY  JOSEPH  R.  GARBER 


Joseph  R.  Garber  is  a 
strategist  with 
Americom  Corp.  in 
San  Francisco. 
garber@well.com 


An  Internet-illiterate  friend  called,  asking 
if  I  knew  anything  about  an  outfit  called  Des- 
tiny Telecomm.  Nope,  I  replied,  why  do  you 
want  to  know?  "I  just  gave  them  my  credit 
card  number,  and  now  I  wish  I  hadn't." 
Uh-oh. 

Keeping  my  friend  on  hold,  I  logged  on  to 
the  World  Wide  Web,  clicked  a  mouse  button 
that  took  me  to  the  Excite  search  engine  and 
pecked  Destiny's  name  into  the  computer. 
Two  more  mouse  clicks  summoned  a  Federal 
Trade  Commission  press  release  to  my  screen: 
"The  Federal  Trade  Commission  and  enforce- 
ment officials  from  25  states  today  announced 
that  they  have  taken  more  than  75  law 
enforcement  actions  so  far  against  get-rich- 
quick  self-employment  schemes,  including 
work-at-home  scams  and  pyramid  schemes 
often  pitched  on  the  Internet." 

One  action  was  against  Destiny  Telecomm, 
under  subpoena  for  a  "multi-level  marketing 
scheme  involving  prepaid  calling  cards." 

Picking  the  phone  back  up,  I  gave  my 

My  cardiologist  recommended 
some  expensive  herbal  tablets. 
A  quick  Web  search  steered 
me  away.  Two  months  later 
the  cardiologist  had  a  coronary. 


friend  the  bad  news,  adding,  "Dammit,  now 
will  you  go  out  and  buy  a  modem  and  a  Web 

browser?" 

Turns  out  he  had,  but  he  hadn't  installed 
them  yet.  That  installation,  and  a  little  work  in 
learning  how  to  search  the  Internet,  would 
save  a  lot  of  people  a  lot  of  headaches. 

While  I  don't  think  I'm  a  particularly  suspi- 
cious guy,  the  very  first  thing  I  do  when 
anyone  recommends  anything — a  stock,  a 
product,  a  vacation  destination,  you  name  it — 
is  check  it  out  on  the  Internet.  Sometimes  I'm 
glad  I  did.  A  while  back  my  former  cardiolo- 
gist recommended  some  uncommonly  expen- 
sive herbal  tablets.  He  swore  he  took  them 
himself.  A  quick  Web  search  told  me  that  the 


wonder  pills  were  high-markup  horse  medi- 
cine peddled  by  a  pyramid  sales  outfit.  I 
decided  not  to  try  the  stuff.  Two  months  later 
the  cardiologist  fell  over  with  a  coronary  Now 
I  have  a  new  cardiologist. 

If  you  want  to  play  do-it-yourself  private 
eye,  the  Internet  makes  it  easy.  All  the  data 
you  need  are  out  there.  Tons  of  it.  The  best 
way  to  get  started  is  to  use  one  of  the  Inter- 
net search  engines.  Magellan,  Excite,  Yahoo, 
Infoseek  and  Lycos  are  the  most  popular.  All 
you  need  to  do  to  ferret  out  facts  on  any 
company,  person  or  topic  is  type  in  a  keyword 
or  two.  Yes,  you  can  get  11,300  irrelevant 
citations.  But  most  of  them  will  be  at  the 
bottom  of  the  list  that  the  search  service 
hands  back  to  you. 

Anyway,  those  search  engines  are  only  a 
place  to  start.  To  really  burrow  into  a  topic, 
you've  got  to  work  harder.  Why?  Because  the 
amount  of  information  available  on-line  is 
simply  too  enormous  for  the  search  engines 
to  cross-index.  Here  are  a  few  hints  for 
digging  deeper. 

If  you're  suspicious  about  a  certain  stock, 
then  go  to  www.sec.gov/cgi-bin/ 
sreh-edgar.  That's  the  Securities  &  Exchange 
Commission's  Edgar  database — chockablock 
with  annual  reports,  prospectuses  and  all  the 
other  paperwork  demanded  of  public 
companies. 

If  you  think  somebody's  trying  to  run  a 
swindle  on  you,  you  should  check  out  what 
the  FTC  says  (www.ftc.gov).  Then  visit  the 
Better  Business  Bureau  (www.bbb.org)  and 
the  National  Fraud  Information  Center 
(www.nfic.inter.net). 

If  you're  truly  paranoid  about  a  prospective 
business  partner,  then  see  whether  the  law 
enforcement  crowd  has  anything  to  say  about 
him.  Typing  www.usdoj.gov  will  get  you  to 
the  Department  of  Justice,  which,  like  most 
government  agencies,  puts  all  its  press  releases 
up  on-line.  Nor  do  you  have  to  read  those 
press  releases  line  by  weary  line.  Most  govern- 
ment sites  include  a  little  feature  called  a 
"gopher"  (the  pun  is  obvious) — a  mini-search 
engine  that  will  do  the  reading  for  you. 

Various  state  and  local  law  enforcement 
agencies  have  Web  sites,  too.  For  example, 
the  state  of  Florida's  is  at  legal.firn.edu  (no 
www  on  that  one ) — not  a  bad  site  to  check 
out  the  next  time  you  get  a  call  from  a  penny- 
stock  peddler. 

Some  folks  claim  the  Internet  is  a  powerful 
tool  for  scamsters.  I  say  it's  an  even  more 
potent  weapon  against  them.  Remember,  it 
took  me  three  mouse  clicks  to  get  the  scoop 
on  Destiny.  It  rarely  takes  more  than  ten  to 
get  the  goods  on  anybody.  ■ 


162 


Forbes  ■  February  24,  1997 


Guess  whuchcompany  can  take 
you^wltere  you  want  to  go 

on  the  Internet? 


Sun  Microsystems.  We're  driving  the  revolution  of  using  Internet  technologies  for  a  competitive 
•  ■  advantage  in  your  business.  A  proven  leader  and  innovator,  we  provide  the  hardware  and  software  that 
JAVA  make  the  Internet  work.  And  there's  no  better  example  than  our  Java™  technologies  that  have  taken  the 
world  by  storm.  Experts  in  network  security,  we  make  sure  your  data  doesn't  fall  into  the  wrong  hands.  And  we've 
established  helpful  services  like  the  Sun™  Internet  Associates™  program  for  end-to-end  Internet  solutions.  Not  to 
mention  our  ongoing  partnerships  to  meet  your  total  business  needs.  So  don't  just  look  for  a 
company  that  talks  about  the  Internet/look  for  one  that  can  take  you  there  safely  and  easily.  Sun.  ^j^j^ 
For  more  information  contact  us  at  http://www.sun.com  THE  NETWORK  IS  THE  COMPUTER™     ^  microsystems 


©1996  Sun  Microsystems,  Inc.  All  rights  reserved.  Sun,  Sun  Microsystems,  the  Sun  Logo,  Java,  the  Java  Coffee  Cup  Logo,  and  The  Network  Is  The  Computer  are  trademarks  or  registered  trademarks  of  Sun  Microsystems,  Inc.  in  the  United  States  and  other  countries- 


THE  FUNDS 


eware 
the  scalpers 

The  booming  fund  industry  has  a  seamy  underside.  The  participants  in  this  dubious 
business  include  SunAmerica  and  a  former  subsidiary  of  Mutual  of  New  York. 


By  Julie  Androshick  and  Thomas  Eastern 

If  there  was  ever  a  client  who 
needed  a  low-risk,  low-cost  invest- 
ment strategy,  it  was  Mary  Dudley,  a 
73-year-old  widow  in  Santa  Rosa, 
Calif,  with  a  disabled  son.  Her  only 
significant  assets  were  a  mobile  home 
and  $130,000  in  CDs. 

What  she  got  was  Kim  Nazarek,  a 
man  who  knew  how  to  make 
money — for  himself.  Between  1991 
and  1994  this  Santa  Rosa-based  secu- 
rities  salesman   moved  Dudley's 


money  from  one  financial  product  to 
another,  collecting  commissions 
along  the  way  from  fund  loads,  annu- 
ities, bad  mortgage-backed  bonds, 
consultations,  a  market-timing  service 
and  a  life  insurance  policy  she  couldn't 
afford.  After  three  years  of  this 
churning,  Dudley  finally  refused  to 
give  Nazarek  any  more  of  her  cash. 

"I  wanted  some  money  I  could  get 
at  without  paying  a  fee,"  she  says. 
She  recalls  Nazarek's  response:  "You 


are  not  following  our  plan." 

Had  Dudley  gone  to  a  conserva- 
tive big  New  York  Stock  Exchange 
member  firm,  it  is  unlikely  she  would 
have  been  treated  like  this.  But 
Nazarek,  39,  is  not  an  employee  of 
any  well-known  firm.  He's  an  inde- 
pendent contractor  operating  with 
scant  supervision  under  the  aegis  of 
FSC  Securities,  headquartered  in 
Atlanta.  Nazarek's  investment  advice 
to  Mary  Dudley  was  terrible,  but  did 
it  violate  rules  of  the  National  Asso- 
ciation of  Securities  Dealers?  Proba- 
bly not.  Four  complaints  about 
Nazarek  to  the  NASD  have  gone 
nowhere,  and  despite  the  angry  ex- 
clients,  his  career  flourishes  at  fast- 
growing  FSC  Securities. 

Nazarek  is  one  of  50,000  indepen- 
dent brokers — NASD-registered  secu- 
rities salesmen  who  work  as  indepen- 
dent contractors.  They  sell  out  of 
their  own  offices,  often  their  own 
homes.  They  pay  their  own  expenses 
and  are  accountable  to  a  faraway 
headquarters  that  cannot  provide 
much  supervision. 

Training?  "A  lot  of  these  guys 
operate  by  the  adage:  Don't  tell  me 
how  it  works,  just  give  me  something 
to  sell,"  says  Jeffrey  Himstreet,  an 
attorney  for  the  North  American 
Securities  Administrators  Association. 

As  often  as  not,  funds  the  inde- 
pendent brokers  sell  carry  famous 

Mary  Dudley 
About  her  broker: 
"I  thought  he  would 
take  care  of  me." 
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brand  names:  Oppenheimer,  Putnam, 
Franklin.  Wrapped  around  these 
funds,  however,  is  a  latticework  of 
extras  such  as  "timing  services"  or 
consultation  fees  that  can  easily 
create  a  combined  expense  burden 
topping  4%  of  assets  annually  (see 
illustration,  p.  170).  That's  about 
three  times  the  average  expense  ratio 
on  U.S.  stock  funds. 

Does  the  typical  timing  service 
make  the  client  wealthier?  Scarcely. 
Market  calls  by  LBS  Capital  Manage- 
ment, a  firm  used  by  Nazarek,  has 
underperformed  the  benchmark  S&P 
500  index  four  out  of  the  past  five 
years.  But  a  timing  service  does  inject 
money  into  the  broker's  pocket.  Out 
of  the  2%  fee  charged  by  LBS,  the 
broker  keeps  almost  half.  Think  of 


these  services  as  the  high-priced 
dealer  undercoating  on  a  new  car. 

Why  don't  respectable  fund  spon- 
sors refuse  to  wholesale  their  prod- 
ucts to  retailers  who  wrap  them  in 
extra  fees?  Oppenheimer  says  it  has 
told  200  fund  salesmen  to  go  away 
for  that  reason.  Invesco,  Putnam  and 
others  are  more  laissez-faire.  "Any  fee 
that  is  charged  beyond  our  pricing 
structure  is  one  that  is  out  of  our 
control,"  says  Gregory  Johnson, 
president  of  Franklin/Templeton 
Distributors. 

Here's  another  explanation.  Fund 
houses  may  simply  be  hooked  on  the 
independents'  distribution  power. 

Almost  overnight  this  dispersed 
sales  force  has  grown  from  a  segment 
too  small  to  track  to  a  major  distri- 


John  Woodbridge,  an  architect  who  wanted 
to  build  buildings,  not  financial  portfolios 
The  $88,000 
"sure  thing." 


bution  channel  for  funds  and  variable 
annuities.  Cerulli  Associates,  a 
Boston-based  consulting  firm  for  the 
financial  industry,  estimates  that 
during  1996  independent  brokers 
accounted  for  7%  of  the  $580  billion 
in  stock-  and  bond-fund  sales.  The 
independents  do  15%  of  the  faster- 
growing,  but  smaller,  $55  billion 
annual  volume  in  variable  annuities. 

Variable  annuities  are  products 
tailor-made  for  brokers  seeking  hand- 
some commissions.  The  annuity  is,  in 
essence,  a  mutual  fund  with  a  thin 
veneer  of  life  insurance  over  it.  The 
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THE  FUNDS 


What  kind  of 
advice  do  indepen- 
dent brokers  give 
to  investors?  We 
dropped  in  on 
three  of  them  to 
find  out. 

0 

Fees  in  all  flavors 

Stop  in  at  the  cramped 
Camarillo,  Calif,  office  of 
Marold  Strand  and 
Connie  Benton,  not  far 
from  the  beach.  They  are 
registered  representatives 
of  Marcon  Financial  Ser- 
vices. Connie  gives  you 
coffee  and  muffins  and 
then  departs  after  a  good- 
bye hug.  Marold,  a  gray- 
haired,  avuncular  ex-Navy 
man,  is  all  business.  We 
talked  about  a  friend  with 
$500,000  to  invest,  and 
whatever  tax  issues  come 
with  lots  of  loot. 

Strand's  recipe:  Fill  out  a 
written  questionnaire,  pay 
$1,000  for  it  to  be  consid- 
ered, then  a  $500  fixed 
annual  fee,  then  another 
2%  of  assets  to  hire  Meridi- 
an Investment  Manage- 
ment company  to  allocate 
assets  among  stocks,  bonds 
and  other  sectors.  Then 
pay  additional  fees  for 
funds,  annuities  or  consult- 
ing. The  annuities  come 
from  SunAmerica  and 
other  high-cost  providers. 
Including  the  costs  for  the 
underlying  fund  or  invest- 
ment pool,  and  the  "mor- 
tality and  expense"  charge 
for  the  annuity,  the  prod- 
uct costs  up  to  3%  of  assets 
annually. 

All  told,  a  half-million- 
dollar  account  could  hit 
$14,500  in  first-year  costs, 
against  something  like 
$1,500  if  it  were  invested 


Donald  Wallace  of  Royal  Alliance 
Clients  should  work  for  him? 


in  a  mix  of  Vanguard  stock 
and  bond  funds. 


You  be  the 
salesman 

Donald  Wallace,  a  tall, 
lanky  46-year-old  former 
auto  parts  salesman,  from 
Royal  Alliance,  sits  in  a 
Sarasota,  Fla.  office  sur- 
rounded by  family  pic- 
tures, a  Rotary  certificate, 
a  few  tomahawks  and 
arrowheads  and  an  aging 
salesman-of-the-year 
award  from  another  secu- 
rities firm.  With  us  is  a 
young  nurse  with  a  house- 
hold income  of  $60,000. 

Wallace,  who  went 
through  a  protracted  per- 
sonal bankruptcy  a  few 
years  ago,  is  undaunted  by 
the  prospect's  modest 
income.  "The  less  money 
you  have,  the  more  you 
need  planning,"  he  says. 
Fees?  Initial  consultations 
with  a  financial  planner 
here  cost  between  $1,500 
and  $15,000.  "People 
grumble,"  sighs  Wallace. 


On  top  of  the  consulta- 
tion fee  comes  a  yearly 
maintenance  fee  of  $500, 
waived  if  the  clients  refer 
him  other  clients.  "I 
expect  referrals,"  says  Wal- 
lace. "I  work  really  hard 
for  my  clients,  I  expect 
them  to  work  for  me." 

If  you  adopt  the  recom- 
mended plan,  you  pay 
sales  commissions  ranging 
from  1%  to  8%.  Some 
clients  take  market-timing 
and  allocation  services 
that  add  another  2.5% 
annually. 

And  then?  "Once  we 
get  to  know  each  other 
better,"  he  says,  "there  are 
some  select  other  products 
like  offshore  annuities." 
He  won't  sell  them  direct- 
ly. Problems  there.  But 
he'll  give  out  a  phone 
number  and  advice. 


Cutting  through 
the  clutter 

Larry  Flynn's  office,  in  a 
nondescript  building  out- 
side Portland,  Ore.,  has 
seen  better  days.  A  secre- 
tary quit  in  August;  paper- 
work piles  up.  There  are 


copies  of  account  state- 
ments stacked  on  top  of 
filing  cabinets.  A  desktop 
groans  beneath  publica- 
tions and  unopened  mail. 

"I'm  working  on  some 
big  projects,"  assures 
Flynn  as  two  visitors,  one 
of  them  a  77-year-old 
woman  looking  for  invest- 
ment help,  step  around 
piles  of  folders.  Flynn  is  a 
middle-aged  man  in  pin- 
striped banker's  attire  who 
has  survived  24  years  as  a 
broker  and  is  now  an 
independent  contractor 
for  Linsco/Private 
Ledger,  a  San  Diego-  and 
Boston-based  firm  with 
assets  of  over  $200  million 
and  2,500  brokers. 

Flynn  clears  a  space  atop 
a  coffee  table  and  whips 
out  a  long-term  perfor- 
mance chart  of  one  of  the 
excellent  American  funds 
run  by  Capital  Research  of 
Los  Angeles.  The  fund 
carries  a  sales  commission 
of  up  to  5.75%,  but  once 
you  are  in,  annual  expens- 
es are  only  0.6%. 

Nice  illustration,  but 
that's  not  what  Flynn 
wants  to  sell.  Instead  he 
pulls  out  information  on 
Linsco's  Strategic  Asset 
Management  account.  It 
adds  1.3%  in  annual  fees 
on  top  of  the  expense 
ratio  drawn  off  by  the 
underlying  funds  chosen 
for  investment. 

What  is  this  strategic  asset 
service,  anyway?  Nothing 
but  a  systematic  portfolio  of 
mutual  funds,  which  is  what 
brokerage  customers  used 
to  get  for  free  when  they 
bought  load  funds. 

Flynn  says  that  his  firm, 
unlike  Merrill  Lynch,  does 
no  underwriting  and  pro- 
vides no  proprietary  prod- 
ucts, "so  we  have  a  more 
objective  outlook." 
Right.  -J.A.  and  T.E.  WM 
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Are  You  Ready  To  Be 
Unemployed? 


RETIREMENT 
AHEAD 


Unemployment.  Retirement. 
They're  much  the  same.  Neither 
provides  a  paycheck.  And  most  people 
might  never  be  prepared. 

Think  of  your  retirement  as  a  major 
purchase,  something  you  buy  with  monthly 
installments.  Your  investment  returns  today 
will  determine  how  much-or  how  little-you 
receive  tomorrow  through  these  installments. 

The  AIM  Retirement  Roadmap  is  a  handy 
calculation  tool  that  can  show  you  how  large  your 
installments  should  be  to  achieve  financial 
independence  in  retirement.  Order  your  free  copy 


today,  along 
You  Be  Ready  F 
Unemployment?"  I 
For  more  comprehem 
with  retirement  planning 
consultant.  Because  success! 
results  don't  just  happen.  Tha 
Funds  are  sold  through  financ 
The  AIM  companies 
manage  approximately 
$62  billion  in  assets  as  of 
November  30,  1996.  Ask  r 
a  professional  about  AIM. 


CALL  TOLL-FREE  FOR  YOUR  FREE  COPY! 


1-800-246-4246 

www.aimfunds.com 


AIM 


For  more  complete  information  about  AIM  Funds,  including  sales  charges  and  expenses,  ask  your  financial  consultant  or  call  the 
number  above  for  a  free  Investors  Guide  and  prospectus.  Please  read  the  prospectus  carefully  before  investing  or  sending  money. 
Fund  performance  cannot  be  guaranteed  and  will  fluctuate.  A I  M  Distributors,  Inc.  1/97. 


THE  FUKOS 


insurance  merely  guarantees  that,  if 
the  owner  of  the  annuity  dies,  the 
fund  account  will  be  worth  at  least  as 
much  as  the  owner's  original  invest- 
ment. That's  enough  to  endow  the 
product  with  an  alluring  tax  deferral. 

Bui  it  also  makes  die  annuity  rather 
more  complicated  than  a  mere 
fund — in  turn  creating  opportunities 
for  extra  layers  of  fees  with  which  to 
compensate  salesmen.  Thus,  the 
Davis  New  York  Venture  Fund  will 


cost  you  a  reasonable  0.9%  of  assets 
annually  in  fees.  A  similar  invest- 
ment— the  Polaris  Venture  Value 
fund1 — bought  as  an  annuity  from 
Sun  America,  will  cost  you  2.4%  of 
assets  annually.  And  if  you  need 
money  and  want  out  of  the  contract, 
you  have  to  pay  a  surrender  charge 
that  starts  out  at  7%. 

State  securities  authorities  have 
begun  taking  a  closer  look  at  the 
independent  brokers.  "It  is  one  of  the 


regulatory  black  holes  out  there," 
says  Richard  Cortcsc,  a  Vermont 
securities  regulator.  Poor  monitoring, 
poor  compliance  reporting  and  poor 
oversight  are  all  common  among  the 
brokerage  industry's  independent 
contractors,  says  Kelly  Lee,  an  attor- 
ney with  the  Texas  Securities  Board. 
"We  have  walked  into  offices  with 
vodka  bottles  in  the  trash,"  he 
reports.  "Who  is  going  to  know?" 
How  differently  from  a  wirehouse 


Too  independent.5 

Homer  Forster  was  an 
independent  broker  work- 
ing for  Securities  America 
in  Atlanta.  He  was  a  reas- 
suring guy.  He  displayed 
on  die  wall  of  his  office 
pictures  of  his  work  with 
the  Boy  Scouts.  He  sold 
mutual  funds  and  variable 
annuities — funds  with 
high  commissions  that 
insure  against  potential 
market  losses  (if  you  drop 
dead  during  a  crash).  At 
his  urging,  many  of  his 
customers  signed  papers 
allowing  Forster  to 
redeem  their  investments 
fast,  in  case  of  unexpected 
events. 

That  proved  extremely 
useful,  to  Forster.  He 
cashed  out  $1.6  million 
worth  of  his  clients'  funds 
just  before  Christmas 
1993  and  wired  the 
money  to  Luxembourg. 
The  Securities  & 
Exchange  Commission 
says  he  is  a  fugitive  and  is 
probably  living  it  up  in 
Europe. 

His  burned  customers 
soon  learned  how  truly 
independent  Forster 
was — of  them,  and  of  the 
securities  firm  with  which 
he  had  been  associated. 

"Securities  America  just 
turned  their  back  on  us," 
said  James  Long,  49,  an 
Atlanta  dentist  whose 


account  encompassed 
about  one-quarter  of  the 
money  Forster  transferred 
out  of  the  country. 

After  spending  about 
$11,000  in  legal  fees, 
Long  says  he  got  the 
issuer  of  the  variable 
annuity — North  American 
Securities  Life  Insurance 
Co. — to  agree  to  reim- 
burse him,  provided  Long 
promised  to  maintain  the 
money  in  the  same  old 
annuity  for  six  more  years. 
"Some  choice,"  says  a 
rueful  Long,  who  accept- 
ed the  offer. 

Mark  Fink,  a  35-year- 
old  chiropractor  in  Fay- 
etteville,  Ga.,  had  never 
ventured  beyond  bank 
accounts  as  an  investor. 
Then  he  met  Forster  in 
1990.  He  turned  over  a 
$25,000  inheritance  for 
deposit  in  a  money  market 
fund.  Forster  flipped  it 
into  a  load  fund,  collected 
a  commission  and  then 
said  he'd  move  it  once 
more  to  a  better  load  fund 
(with  yet  another  commis- 
sion). The  money  never 
made  it.  In  early  1994  a 
patient  tipped  Fink  off 
about  Forster's  disappear- 
ance. He  called  Securities 
America.  "They  knew 
him,  they  knew  that  he 
skipped  town,  but  they 
pretty  much  denied  know- 
ing anything  about  me," 
Fink  said. 

It  took  Fink  two  years 


of  arbitration  to  get  his 
money  back,  and  half  was 
lost  to  legal  fees. 

How  could  Securities 
America  contest  its  obliga- 
tion to  reimburse  Forster's 
victims?  Forster's  malfea- 
sance came  through 
another  investment  firm 
he  operated  at  the  same 
time,  says  Securities  Amer- 
ica owner  Stephen  Wild. 

In  January  the  Securities 
&  Exchange  Commission 
concluded  separate  cases 
against  two  Royal  Alliance 
brokers.  One,  R.E.  Ander- 


son Cain,  churned  annu- 
ities of  elderly  investors  in 
Greensboro,  N.C.  without 
their  knowledge.  State- 
ments from  the  annuity 
company  went  not  to  the 
customers  but  to  another 
company  affiliated  with 
Royal  Alliance — Resources 
Trust — which  sent  them 
on  to  Cain.  Then  Cain 
sent  out  fraudulent 
reports.  Meanwhile  he 
juggled  funds  between  dif- 
ferent customers'  money 
market  accounts.  During  a 
four-year  stretch  conclud- 
ing in  1993,  some  $2  mil- 
lion was,  to  use  the  sec's 
polite  jargon,  "improperly 
diverted  and  transferred." 
We  couldn't  locate  Cain 
to  get  his  side  of  the  story. 


Robert  M.  Simpson, 
another  Royal  Alliance 
broker,  worked  Florida's 
wealthy  Palm  Beach  and 
Boca  Raton  enclaves,  ped- 
dling mutual  funds  and 
certificates  of  deposit. 
Buyers  thought  they  were 
getting  the  security  of  a 
bank,  with  slightly  better 
returns,  but  they  were 
buying  into  a  Ponzi 
scheme.  When  the 
scheme  collapsed, 
$400,000  was  gone. 

The  SEC  charged  Royal 
Alliance  with  wanton  lack 


of  supervision.  Inspections 
were  rare  (just  once  a 
year),  scheduled  (no  sur- 
prise) and  superficial 
(examiners  looked  at  as 
few  as  five  transactions). 
Even  if  a  problem  was 
found,  Royal  Alliance 
couldn't  verify  that  it  had 
been  corrected.  Only  four 
years  earlier  Royal  Alliance 
settled  a  case  with  similar 
allegations  brought  by 
Connecticut  regulators. 

Charles  Senatore,  the 
sec's  director  for  the 
southeastern  United 
States,  says  his  agency  is 
looking  at  other  indepen- 
dent brokers.  Warns  he: 
"You  may  see  more  of 
these  cases  from  us." 

-J.A.  andT.E.  mm 


"You  may  be  seeing  more  of  these  cases 
from  us,"  warns  SEC's  Charles  Senatore. 
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the  independents'  firms  are  organized 
can  be  seen  by  where  employees  are 
loc  Iward  D.  Jones,  &  Co., 

e  most  far-flung  of  the  New  York 
Stock  Exchange  member  firms,  has 
3,500  brokers  in  external  offices,  and 
2,000  support  staff  at  its  St.  Louis 
headquarters.  By  contrast,  indepen- 
dent broker  Nazarek's  firm,  FSC,  has 
1,350  brokers  sprinkled  throughout 
America,  monitored  by  just  150 
employees  at  its  Atlanta  headquarters. 

Edward  D.  Jones  connects  its  bro- 
kers through  an  on-line  system  that 
provides  an  instant  electronic  audit 
trail.  At  FSC?  Brokers  can  phone,  fax 
or,  for  small  transactions,  just  mail  in 
records  of  a  transaction.  Close  super- 
vision is  problematic. 

Yet  some  of  the  parent  firms  con- 
trolling the  independent  brokers  are 
as  big  as  better-known  national  and 
regional  firms.  FSC  was  sold  off  to 
employees  in  1989  by  the  venerable 
insurance  company  Mutual  of  New 
York.  The  biggest  participant  in  this 
industry  is  New  York  Stock 
Exchange-listed  SunAmerica,  a  finan- 
cial services  firm  that  derives  almost 
half  of  its  $3.2  billion  in  revenues 
from  a  booming  business  in  high- 
priced  annuities. 


A  third  of  Sun's  annuities  are  sold 
through  an  army  of  7,000  indepen- 
dent brokers  tied  to  three  Sun  sub- 
sidiaries: SunAmerica  Securities, 
Advantage  Capital  and  Royal 
Alliance.  The  last  is  a  descendant  of 
the  Integrated  Resources  Equity 
Corp.,  a  tax  shelter  vendor  that  col- 
lapsed under  a  mountain  of  debt  in 
the  late  1980s. 

From  their  parent  firms,  the  inde- 
pendent brokers  ask  for  a  minimum 
of  interference  and  a  maximum  of 
payouts  on  the  commissions  they 


Indy  race 

Sales  of  variable  annuities  and 
mutual  funds  by  independent 
brokerage  firms  ($billions) 

S43 

Variable  annuities 
Mutual  funds* 


$63 


$25 


$26 
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1994 


$7 


1995 


($10 


1996 


$19 


2000 


Firms  defined  as  those  employing  independent  contractors 
who  retain  70%  or  more  of  commissions  and  derive 
three-quarters  of  sales  from  funds  and  annuities. 
'Excludes  money  market  funds. 

Source:  Cerulli  Associates. 


generate.  The  parent  firms,  in  turn, 
like  the  arrangement  because  they 
save  on  rent,  payroll  and  overhead. 
And  they  can,  to  a  large  degree,  look 
the  other  way  if  a  rogue  broker  gets 
into  a  legal  dispute  with  a  customer. 

Take  a  look  at  the  recruitment 
material  published  by  Securities  Amer- 
ica, a  firm  based  in  Omaha,  Nebr.  and 
90%  owned  by  Stephen  Wild.  In  the 
last  five  years  it  has  almost  doubled  its 
sales  force  to  1,400  brokers.  It  lists  35 
reasons  to  join  up. 

Reason  1 :  The  independent  broker 
working  with  Securities  America 
retains  up  to  100%  of  the  gross  com- 
missions he  generates,  against  the  40% 
typical  maximum  at  a  big  wirehouse. 
Reason  2:  Commissions  paid  weekly. 
Reason  3:  You  keep  every  trailing 
commission  offered  on  mutual  fund 
and  money  market  accounts. 

Get  the  message?  You  have  to  go 
to  Reason  26  before  finding  anything 
that  could  benefit  a  customer  (a  dis- 
count on  Value  Line). 

SunAmerica's  Royal  Alliance  offers 
the  same  appeal.  "Quit  being  limited 
by  what  you  sell,"  says  a  pitch  to  bro- 
kers in  the  January  Financial  Plan- 
ning magazine.  "You're  the  boss. 
Quit  accepting  lower  payouts.  Cha- 


Eli  Broad:  Forbes  Four  Hundred  member 
and  SunAmerica  chief  executive 
More  money  to  be 
made  selling  annuities 
than  buying  them. 
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Deal  or  steal?  Kim  Nazarek  advised  the  Woodbridges  to  put  this 
variable  annuity  in  a  charitable  remainder  trust.  The  use  of  a  tax- 
deferred  annuity  in  a  tax-exempt  trust  is  highly  questionable; 
the  fees,  including  an  additional  market-timing  service,  are  stunning. 


Forbes  ■  February  24,  1997 


d:tech.97  is  the  annual  forum  for  the  digital  communications  revolution. 


The  equivalent  of  five  conferences  in  one,  the 
conference  will  be  organized  around  these  five 
specific  program  tracks: 

Communications  Strategies  for  Advertisers/Agencies 
Media  Decisions 
The  Creative  Process  and  Content  Development 
Identifying,  Reaching  &  Measuring  Your  Audience 
The  Evolving  Workplace 
Sessions  include: 


•  Web  sites  —  what 
advertisers  want  and 
what  makes  them  hot 

•  Identifying  and  knowing 
your  audience 

•  Search  engine  wars 

•  The  next  generation  of 
new  media  commerce 

•  Safeguarding  retail 
transactions 


•  Building  unified  databases 

•  Problems  of  moving  your 
business  to  the  Internet 

•  Television  goes  interactive 

•  The  new  "new  media" 

•  Microsoft  vs  Netscape: 

The  battle  for  Internet  control 

•  Building  new  media  brands 

•  Internets  and  intranets  in  the 
workplace 


Who  should  attend?  Anyone  planning  to  thrive  beyond 
the  year  2001 ,  including: 


•  Marketing  Managers 

•  CEOs  and  Managers 

•  Creative  Directors 

•  Art  Directors  &  Writers 

•  Graphic  Designers 

•  Broadcast  &  Digital 
Producers 


•  Media  Planners 

•  Publishers  &  Editors 

•  Account  Executives 

&  Consultants 

•  Direct  Marketers 

•  Brand  Managers 


Hear  the  experiences,  forecasts,  opinions  and  recom- 
mendations of  pathfinders  like: 

Steve  Forbes    Mark  Kvamme 


Milo  Medin 
Bob  Schmetterer 
David  Carlick 
Tim  Smith. 


Bob  Herbold 
Guy  Kawasaki 
Phil  Guarascio 
Mary  Modahl 

Among  the  more  than  70  noted  and  oft-quoted  @d:tech.97 
speakers,  they'll  join  hundreds  of  other  gurus,  prognosticators, 
experts,  specialists,  and  exhibitors  speaking,  conducting 
workshops  and  exhibiting  at  this  one-of-a-kind  conference. 
Over  20,000  square  feet  of  Expo 
Visit  with  the  leading  technology  providers  to  the 
communications  industries. 
Cutting  Edge  Workshops 
Apple's  Digital  Brand  Building  Workshop  will  provide 
hands-on  demonstrations  of  their  leading  technologies. 

CALL  us  toll  free  at  800-535-1 81 2  or 
FAX  this  coupon  to  804-643-8376  for  full 
schedules  and  list  of  speakers,  or 
register  early  and  save  hundreds  of  dollars. 

i  1 


COMPANr  NAME 


Register  on-line  at  http://www.ad-tech.com  or  you  can  e-mail  us  at  skip@ad-tech.com 
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wks  great, 
he  sounds  great." 

John  Woodbridge,  68,  a 
retired  Princeton-educat- 
ed architect,  brought  Kim 
Nazarek  $1.4  million  in 
1992  and  1993.  Nazarek 
had  him  sell  existing  secu- 
rities (generating  capital 
gains  and  commissions) 
and  then  set  up  a  charita- 
ble trust  with  half  the 
money  (legal  fees  to 
Nazarek's  father).  Next 
step  was  to  stuff  the  trust 
with  high-commission 
investments,  such  as  tax- 
deferred  (for  an  already 
tax-exempt  trust)  variable 
annuities,  a  partnership 
that  largely  returned 
Woodbridge's  own  capital 
in  the  form  of  dividends,  a 
"sure  thing"  $88,000  real 
estate  investment  (8% 
commission)  that  soured 
and  to  this  day  demands 
fresh  cash,  and  a  market- 
timing  service  (charge,  2% 
of  variable  annuity  assets 
annually).  Results:  Wood- 
bridge  estimates  Nazarek's 
initial  take  from  the  trust 
commissions  was  close  to 
$50,000,  plus  more  from 
investments  outside  the 
trust.  Meanwhile  he 
received  big  headaches 
and  little  return. 

Catherine  and  David 
Jones,  school  administra- 
tors, went  to  Nazarek  in 
1993.  He  had  them  refi- 


nance their  home,  adding 
$60,000  to  savings  of 
about  the  same  amount, 
then  advised  them  to 
invest  through  him  in 
variable  annuities,  a 
market-timing  service  and 
an  insurance  policy  they 
couldn't  afford  to  main- 
tain. Four  years  later  the 
Joneses  had  a  mere 
$12,000  in  tax  credits  to 
show  for  a  $70,000 
investment  in  partner- 
ships, and  a  pathetic 
return  of  under  7%  from 
$47,000  poured  into 
annuities.  When  problems 
emerged,  Nazarek  stopped 
returning  phone  calls  or 
showing  up  for  appoint- 
ments, Mrs.  Jones  says. 

"At  the  moment  that  it 
was  critical  to  pay  for  our 
children's  education," 
she  says,  "we  had  invest- 
ment losses  or  invest- 
ments that  couldn't  be 
sold  or  investments  with 
returns  too  meager  to 
make  a  difference." 

Six  years  ago  Kathleen 
Isaac  came  into  an  inheri- 
tance of  $165,000  in  blue 
chip  stocks.  She  went  to 
Nazarek  for  help.  He  invit- 
ed her  to  lavish  parties  at 
his  home,  and  provided  lots 
of  hand-holding.  On  his 
advice  she  immediately  sold 
shares,  triggering  taxable 
capital  gains  dating  back  to 
her  grandmother's  death  in 
1974.  He  then  put  her 
money  into  high-cost  annu- 


Kim  Nazarek,  independent  broker 
"Absolutely,  it  depends." 


ities,  load  funds  and  part- 
nerships that  went  bad. 

"He  looks  great,  he 
sounds  great,  and  for  the 
first  few  months,  he  makes 
you  feel  great,"  Isaac  says. 
She  stopped  by  to 
straighten  things  out.  "I 
thought  it  was  all  a  mis- 
take," she  says  about  her 
feeling  back  then.  "He 
laughed  me  out  of  his 
office." 

Carol  Werner,  a  CPA 
who  once  sent  clients  to 
Nazarek,  ceased  after 
seeing  the  resulting  invest- 
ments. "He  reads  from 
right  to  left,"  says  Werner, 
meaning  Nazarek  looks 
first  at  the  commissions, 
then  at  the  returns. 

Don't  look  to  the  law 
for  help  in  cases  like  these. 


Woodbridge  tried  media- 
tion. "The  judge  told  me 
that  with  all  the  widows 
and  orphans  in  the  world, 
I  wouldn't  get  much  sym- 
pathy." As  for  the  others, 
they  said  the  experience 
made  them  feel  like  fools. 
Litigation  could  just  con- 
tinue a  nightmare,  at  a 
high  cost. 

What  does  Nazarek 
have  to  say?  He  canceled 
an  interview  and  declined 
to  take  our  repeated  calls 
for  months.  When  we 
finally  caught  up  with 
him,  he  blamed  losses  on 
his  clients'  goals,  or 
improper  examinations  of 
investments  by  his  firm,  or 
inevitable  human  mis- 
takes. Overall,  he  said,  his 
clients  make  money.  If  so, 
credit  the  forgiving  nature 
of  a  bull  market. 

-J.A.  andT.E.  Bi 


ching,  cha-ching."  At  Royal  Alliance, 
the  cash  register  cha-chings  with  a 
payout  of  up  to  94%  of  commissions 
to  the  independent  broker. 

Add  in  additional  compensation 
for  recruiting  other  brokers.  In  an 
unfair-trade  case  Royal  Alliance  lost 
last  month  in  Illinois,  a  U.S.  district 
court  disparaged  the  firm's  recruit- 
ment practices,  which  amounted  to 
this:  If  you  are  a  Royal  Alliance 
broker  who  recruits  a  broker  from 


another  firm,  you  get  a  percentage  of 
the  first-year  commissions  he  gener- 
ates by  flipping  clients  out  of  the  old 
firm's  products  into  Royal's. 

Poor  clients.  In  a  ruling  handed 
down  in  January,  the  sec  fined  Royal 
Alliance  $50,000  for  failure  to  super- 
vise its  brokers  and  to  follow  ade- 
quate compliance  procedures. 

What  does  SunAmerica  have  to  say 
about  its  independent  contractor 
salesmen?  "There  are  fringe  elements 


in  every  industry  and  we  have  them, 
too.  I'm  not  proud  of  those  matters. 
It  has  been  [almost]  five  years  and  we 
do  a  better  job  of  supervising  now," 
says  Gary  Krat,  head  of  the  broker- 
dealer  division. 

Pay  salesmen  well  and  they  sell: 
SunAmerica's  high-priced  annuities 
are  selling  like  hotcakes.  SunAmeri- 
ca's stock  is  up  1,800%  in  the  past  six 
years.  Would  that  the  annuity  buyers 
came  even  close  to  that.  ■§ 
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The  Kaufmann  Fund 

A  Small  Company  Aggressive  Growth  Fund  ' 


#/  Performing  Fund  Since 
the  Market  Low  of  1987 

—  per  Mutual  Fund  Forecaster* 


Ten-Year  Compounded 
Annual  Return 


19.3% 

15.2% 

10.4% 

RUSSELL 

SAP 

KAUFX 

20O0 

$00 

FUND 

Frveyear  18  9% 

One  year  20.9% 


Lawrence  Auriana  and  Hans  Utsch, 
Portfolio  Co-managers 


Morningstar  5-Star  (★★★★★)  Rating' 

(Out  of  1,826  equity  funds  as  of  12/31/96) 


For  a  prospectus  call: 


•  equity  tunas  as  ot  iz/Ji/yoj 

(800)  346-5263  ^ 


Out  of  637  open-end  equity  funds,  for  the  period  of  12/4/87  -  12/31/96. 
Mominsstar  ratings  are  subject  to  change  every  month  and  are  calculated  from  the  funds' 
three-,  five-  and  ten-year  average  annual  returns  with  appropriate  sales  charge  adjustments 
and  a  risk  factor  that  reflects  performance  relative  to  three-month  Treasury  bill  monthly 
returns.  Ten  percent  of  the  funds  in  an  investment  category  receive  five  stars. 
Total  returns  for  periods  ending  December  31, 1996  are  historical  and  include  change  in 
share  price,  reinvestment  of  dividends  and  capital  gains.  There  is  a  0.2%  redemption  fee 
and  a  12b- 1  fee  in  excess  of  0.25%.  The  S&P  is  an  unmanaged  index  consisting  of  the  com- 
mon stock  of  500  publicly  traded  U.S.  companies.  The  Russell  2000  Index  consists  of 
2,000  small  and  mid-cap  companies.  For  more  complete  information  including  charges, 
expenses,  and  risks  on  small-cap  stocks  please  read  the  prospectus  carefully  before  you 
invest.  The  performance  cited  represents  past  performance  which  is  not  indicative  of 
future  results;  investment  performance  fluctuates;  fund  shares  when  redeemed  may  be 
worth  more  or  less  than  original  cost.  The  prices  of  small  company  stocks  are  generally 
more  volatile  than  those  of  large  companies. 

The  Kaufmann  Fund,  Inc. 

Fax  (212)  661-2266  •  Internet  -  http://www.kaufmann.com 


Lexington  Goldfund 


Gold  Bullion  and  Gold  Mining  Shares 
\  no-load  Fund  which  seeks  to  provide  capital  appreciation 
by  investing  in  a  careful  mix  of  gold  bullion  and  gold 
mining  shares  throughout  the  world. 


Consider  A  Gold  Investment  For: 
•  Capital  Appreciation  Potential 
•  International  Portfolio  Diversification 
•  Inflation  Hedge 


Lexington  Funds  Distributor,  Inc.,  Distributor 
1-800-526-0057 


(4/96) 


LEXINGTON  TROIKA  DIALOG  RUSSIA  FUND 


Die  Russian  Federation  ...  A  Unique  Investment  Opportunity 

A  no-load  Fund  which  seeks  long-term  capital  appreciation 
by  investing  its  assets  over  a  broad  spectrum  of 
Russian  equity  securities. 


Wlty  Invest  in  Russia? 
i/  Developing  Free  Market  Economy 
*/  Low  Comparative  Company  Valuations 
✓  Improving  Economic  Fundamentals 


Lexington  Funds  Distributor,  Inc.,  Distributor 
1-800-526-0057 


7/17/96 
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700,000  STUDENTS  ARE  PLAYING  FOR 
AMERICA'S  FINANCIAL  FUTURE! 


. ..  The  Stock  Market  Game™ designed  to  introduce  students  to 
the  American  economy  and  the  work  of  finance  and  investing. 

We  need  your  support.  Call: 

(212)  618-0519  or 
(212)  618-0594 

The  New  York  District, 
Securities  Industry  Foundation  for  Economic  Education 


For  more  information  on 
advertising  in  the  next 
Financial  Services  Guide,  contact 
Donna  Tarr  at  212-620-2339 


STATIST!-,*'?  SPOTLIGHT 
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Eastern  European  and  Russian  stocks  are  red-hot, 
but  they  are  still  very  cheap  by  Western  standards. 

By  John  H,  Christy 


Over  the  past  year 
Eastern  Europe  has 
been  home  to  some  of 
the  world's  best-per- 
forming stock  markets. 
From  year-end  1995 
through  the  end  of 
January,  Hungary  is  up 
167%  in  dollar  terms, 
Russia  247%  and 
Poland  71%. 

Is  it  too  late  to  par- 
ticipate in  this  rally? 
No,  says  Roy  Bracher, 
who  oversees  nearly 
$400  million  in  Eastern 
European  investments 
for  Invesco  Asset 
Management  in  Lon- 
don. Reason:  For  all 
the  excitement  in  these 
stocks,  they  are  still 


H 


inexpensive  by  European  or  U.S. 
standards. 

"Eastern  Europe  is  really  a 
reemerging  market,"  says  Bracher. 
"Unlike  Southeast  Asia  and 
Latin  America,  which  are  making 
the  transition  from  agricultural 
to  urban  economies,  Eastern 
Europe  is  already  industrialized." 
But  you  don't  pay  dearly  for  those 
factories.  Prague's  $18  billion  mar- 
ket value  equals  just 
.>!  44%  of  the  nation's 
g  gross  domestic  prod- 
5  uct.  Comparable  ratios 
for  Thailand  and 
Malaysia:  89%  and 
i|  255%. 

Despite  the  recent 
runup,  the  Morgan 
Stanley  Capital  Inter- 
national Eastern  Eu- 
rope index  sells  for 
just  13.3  times  trailing 
earnings  and  7  times 
cash  flow  (earnings 
plus  depreciation). 
Czech  stocks  are  the 
cheapest,  at  12  times 
earnings.  Yet  the 
economy  is  strong: 
Real  GDP  growth  is 
4.4%,  inflation  8.8%, 
and  there  is  almost  no 


Future  blue  chips 


Company/Country 

Business 

Recent 

—Earnings  per  share- 

— P/E  ratio- 

Price  to 

Return 

Yield 

Market 

price 

latest 

1997 

latest 

1997 

cash  flow 

on 

value 

12  mos 

estimated 

[2  mos  estimated 

equity 

($mil) 

Ceske  Radiokomunikace/Czech  Republic 

telecommunications 

$132.86 

$2.69 

$2.64 

49.4 

50.3 

15.6 

5.7% 

0.0 

$300 

CEZ/Czech  Republic 

electric  utility 

38.36 

7.08 

5.08 

5.4 

7.6 

3.6 

12.3 

0.0 

2,070 

•  Komercni  Banka/Czech  Republic 

bank 

85.45 

9.31 

11.84 

9.2 

7.2 

NM 

14.5 

4.0% 

1,624 

SPT  Telecom/Czech  Republic 

telecommunications 

121.62 

4.57 

6.72 

26.6 

18.1 

12.1 

4.7 

0.0 

3,917 

Tabak/Czech  Republic 

tobacco 

281.23 

25.00 

23.30 

11.2 

12.1 

9.7 

23.0 

8.4 

765 

•  Borsodchem/Hungary 

chemicals 

35.15 

4.26 

5.03 

8.2 

7.0 

7.0 

37.1 

0.0 

359 

Egis  Gyogyszergyar/Hungary 

pharmaceuticals 

64.82 

4.46 

5.32 

14.5 

12.2 

12.6 

20.7 

0.7 

505 

•  MOL/Hungary 

gas  utility 

20.18 

0.18 

1.25 

NM 

16.2 

8.6 

1.0 

0.3 

1,962 

Pick  Szeged/Hungary 

food  processing 

64.23 

5.75 

5.99 

11.2 

10.7 

9.0 

20.8 

1.4 

171 

•  Richter  Gedeon/Hungary 

pharmaceuticals 

64.82 

4.11 

4.49 

15.8 

14.4 

NA 

27.0 

0.9 

1,143 

Bank  Slaski/Poland 

bank 

106.65 

10.32 

13.75 

10.3 

7.8 

NM 

25.8 

1.8 

988 

BRE/Poland 

bank 

32.33 

3.56 

3.90 

9.1 

8.3 

NM 

28.5 

1.0 

469 

Elektrim/Poiand 

conglomerate 

10.53 

0.22 

0.61 

48.2 

17.4 

45.8 

7.9 

0.6 

705 

Gorazdze/Poland 

building  materials 

25.66 

2.63 

3.26 

9.7 

7.9 

7.9 

17.0 

2.1 

190 

WBK/Poland 

bank 

7.83 

0.90 

0.89 

8.7 

8.8 

NM 

44.5 

1.5 

539 

Prices  as  of  Jan.  31.  •Available  as  an  ADR.  NA:  Not  available.  NM:  Not  meaningful 


Sources:  Bank  of  New  York;  Bloomberg  Financial  Markets;  IBES  International  and  Morgan  Stanley  Capital  International  via  OneSource  Information  Services;  ING  Barings. 

If  you  are  willing  to  reach  a  little  geographically,  you  can  get 
a  piece  of  some  formidable  enterprises  at  surprisingly  low  prices. 
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unemployment  in  Prague. 

Pierre  Daviron,  the  New  York- 
based  manager  of  the  closed-end 
Czech  Republic  Fund,  says  that  this 
market's  weakness  stems  from  the 
hangover  following  a  massive 
voucher  privatization  of  1,600 
companies  since  the  early  1990s: 
"Many  of  these  so-called  companies 
are  simply  plants  or  factories."  Not 
Tabak,  a  tobacco  firm  controlled  by 
Philip  Morris.  Tabak  sells  for  11 
times  profits  and  offers  a  hefty 
8.4%  yield. 

Hungary  has  some  inviting  drug 
companies;  even  after  a  248%  price 
gain  since  the  end  of  1995, 
Hungarian  drugmaker  Richter 
Gedeon  sells  for  14  times  1997  esti- 
mated earnings.  Richter's  return  on 
equity  for  the  latest  12  months:  27%. 

Poland's  market,  at  13  times  cash 
flow,  is  only  slightly  more  expensive 
than  Hungary's.  Despite  its  recent 
gains,  Warsaw  is  off  more  than  50% 
(in  dollar  terms)  from  its  highs  of 
early  1994.  Three  banks — bre, 
Bank  Slaski  and  wbk — sell  for  less 
than  9  times  estimated  1997  earn- 
ings. Gorazdze,  a  Polish  cement 
company,  has  a  17%  return  on  equi- 
ty, a  2.1%  yield  and  a  price  just  8 
times  estimated  1997  profits. 

Russia  is  off  to  a  blistering  37% 
start  in  1997.  It's  an  asset  play.  Few 
analysts  even  bother  to  estimate 
earnings.  Lukoil's  p&l  statement  is 
a  mess,  but  its  reserves,  which  may 
be  in  the  same  league  as  Exxon's, 
are  valued  at  just  $1.17  a  barrel. 

There  are  special  hazards  in  these 
markets:  a  lack  of  liquidity,  especial- 
ly in  Prague;  dubious  accounting;  a 
Wild  West  approach  to  shareholder 
rights  in  Moscow.  But  where  else 
are  you  going  to  see  single-digit 
multiples  on  good  companies? 

Four  of  the  15  stocks  in  the  table 
have  American  Depositary 
Receipts.  The  remainder  are  suit- 
able for  long-term  investors  only. 
Another  option:  one  of  the  New 
York  Stock  Exchange-listed  closed- 
ends  specializing  in  Eastern 
Europe.  The  Czech  Republic  Fund 
trades  at  a  15%  discount  to  net  asset 
value.  Scudder's  New  Europe  Fund 
trades  at  a  21%  discount  and  has  a 
comparatively  low  1.6%  expense 
ratio.  M 
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IMPRESSIVE  PERFORMANCE 
FROM  A  CONSERVATIVE  FUND 


T.  Rowe  Price  Equity  Income  Fund, 

one  of  our  most  conservative  stock 
funds,  has  consistently  outperformed 
its  Lipper  Category  Average.  To  seek 
substantial  income  and  long-term 
capital  growth  with  less  risk,  the  fund 
invests  in  dividend-paying  stocks  of 
established  companies. 

As  with  any  stock  fund,  there 
will  be  price  fluctuation.  Minimum 
investment  is  $2,500  ($1,000  for  IRAs). 
No  sales  charges. 


Average  Annual  Total  Returns 

as  ofl  2/3 1/96- 
■  Equity  Income  Fund 
I  Lipper  Equity  Income  Funds  Average 

*»,85%  17,8% 


1  year  5  years  10  years 


Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-541-5862 


Invest  With  Confidence 

T.RoweRice 


m 
-Ik. 


*Source:  Lipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption 
than  at  original  purchase.  Past  performance  cannot  guarantee  future  results.  Read  the  prospectus  carefully  before 
investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  eifo?4488 


Laucala  Island. 


Vacation  in  a  private  paradise,  as  tropical  and  secluded 
as  any  undiscovered  island  Visit  Laucala,  a  Forbes 
Magazine  South  Pacific  Property  in  the  Fiji  Isles. 

This  pristine  paradise  offers  the  world's  finest 
scuba  diving  and  snorkeling.  Windsurf.  Sail. 
Play  tennis.  Waterski.  Go  deep-sea  fishing  on 
board  the  island's  private  fishing  boat.  Relax  by 
the  pool.  Do  it  all.  Or  do  nothing  at  all. 

Laucala  is  the  ultimate  vacation  experience  — 
the  finest  amenities  without  the  formalities.  All 
this  for  just  $2,495  pp  for  8  days  and  7  nights 
(plus  Fiji  tax).  And  that  includes  everything.  With 
its  own  private  runway  and  daily  scheduled  com- 
mercial flight,  Laucala  is  the  perfect  getaway. 

For  more  information, 
call  1-800-FORBES-5. 


FORBES 

MAGAZINE'S 
FIJI  ISLAND 


THE  MUHLENKAMP  FUND 


"My  money  is  in  it. 
My  name  is  on  it" 


Ron  Muhlenkamp, 
Fund  Manager 


AVERAGE  ANNUAL  RETURNS  THROUGH 

DECEMBER  31,1996 

ONE  YEAR 

30.0% 

THREE  YEAR 

17.1% 

FIVE  YEAR 

17.0% 

SINCE  INCEPTION 

14.9% 

>>  100%  No  Load   >  IRA's  Available 
>  $200  min.  investment 

CAIi  1-800-860-3863 

FOR  A  FREE  PROSPECTUS  AND 
MORE  INFORMATION. 


A 


Muhlenkamp  &  Company,  Inc. 

12300  Perry  Highway  •  Wexford,  PA  15090 
Internet  Address:  http://muhlenkamp.com 

Please  read  the  prospectus  carefully  before  you  invest. 
This  offer  is  made  to  persons  residing  in  jurisdictions 
where  such  offer  can  legally  be  made.  Past  performance 
does  not  guarantee  future  results.  Fund  shares  when 
redeemed  may  be  worth  more  or  less  than  original  cost. 


The  Guardian  Life  Insurance  Company  Of  America  announces  a 
$280  million  dividend  payout.  The  highest  in  its  136-year  history.* 

The  Guardian's  significant  increase  in  dividends  is  a  result  of  excellent  investment  returns  and 
The  Guardian's  underlying  financial  strength.**  Our  exceptional  dividend  payout  helps  lower  your 
premium  costs  and  helps  you  reinvest  in  The  Guardian.  Call  1-800-662-1006  and  find  out  why  today,  more 
than  ever,  The  Guardian  is  The  Intelligent  Choice  for  Life  Insurance,  Group  Insurance,  Reinsurance, 
Disability  Income  Insurance,  Equity  Products***  or  Group  Pensions. 


^  The  Guardian8 

The  Intelligent  Choice" 

Since  1860 

'Dividends  are  neither  estimated  nor  guaranteed  and  may  increase  or  decrease  each  year  to  reflect  changes  in 
investment  returns,  mortality,  expenses  and  taxes.  Dividends  may  also  be  affected  by  policy  loans. 

"Financial  information  for  The  Guardian  Life  Insurance  Company  of  America  as  of  12/31/95: 
Assets  =  $11  billion;  Liabilities  =  $9.9  billion  (includes  $7.6  billion  in  reserves);  Surplus  =  1.1  billion. 

'  "Equity  products  are  offered  through  Guardian  Investor  Services  Corporation,*  an  indirect  wholly-owned  subsidiary  of 
The  Guardian  Life  Insurance  Company  of  America.  Member  NASD.  SIPC. 

©1 997  The  Guardian  Life  Insurance  Company  of  America,  201  Park  Avenue  South,  New  York,  NY  1 0003 
www.theguardian.com 


THE  FORBES/BARRA  WALL  STREET  REVIEW 


BY  JOHN  H.  CHRISTY 


Brian  Posner,  manager  of  the  $520 
million  (assets)  Warburg  Pincus 
Growth  and  Income  Fund,  is  bullish 
on  Wal-Mart.  The  retailer's  stock  has 
climbed  only  14%  over  the  past  12 
months,  impressively  underperfbrm- 
ing  the  s&P  500,  which  was  up  23%. 
At  a  recent  price  of  23,  Wal-Mart  sells 
for  15  times  Posner's  fiscal  1997 
profit  forecast  of  $1.55  a  share  and  is 
generating  $1.5  billion  a  year  in  free 
cash  flow  (net  income  plus  deprecia- 
tion, less  capital  expenditures).  He 
thinks  some  cash  may  be  used  for  div- 
idend hikes  or  stock  buybacks. 

Posner  also  likes  Chrysler,  Forbes' 
"Company  of  the  Year"  (Jan.  13).  "It 
isn't  any  more  cyclical  than  a  compa- 
ny like  Caterpillar,  which  trades  at  1 1 
times  earnings,"  says  Posner. 
"Chrysler  deserves  a  much  higher 
multiple  than  7." 


The  overall  market 


Special  focus 


As  a  group,  steel  stocks  are  off  1 5%  over 
the  past  12  months,  yet  security  analysts 
expect  an  earnings  rebound  for  the 
industry  in  1997.  On  average  the  eight 
companies  below  sell  for  13.3  times 
1997  estimated  profits.  The  cheapest 
stock  is  USX-U.S.  Steel,  at  9  times  its 
1997  estimate. 


As  strong  as  steel 


Company 

Recent 
price 

1997 
est  P/E 

Carpenter  Technology 

36 

12  ' 

Gibraltar  Steel 

23  Vz 

16 

LTV 

127/s 

13 

Nucor 

52 

16 

Oregon  Steel  Mills 

173/8 

16 

Reliance  Steel  &  Aluminum 

28 

10 

USX-US  Steel  Group 

313/4 

9 

Worthington  Industries 

193/8 

16 

Sources.-  Market  Guide  via  OneSource  Information 
Services;  IBES  Express. 
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The  Barra  All-US  price  index  as  of  1/31/97 

Market  value:  $8,796.4  billion 
P/E:  20.7 

P/E  minus  negative  EPS:  18.9 
Price/book:  3.0 
Yield:  1.7% 


12-month  closeup 

.ann  "Barra  index 
t  juu  a  200-day  moving  average 


1200 


'87    '88    '89    '90    '91    '92    '93    '94    '95   '96  '97 


FMAMJJAS0NDJ 

'96  '97 


Closeup  on  the  markets 


%  change  from 

Index  or  investment 

 2-week  change  

—    1  year  ago 

5-year  high 

Barra  All-US  Index 

0.9% 

■ 

20.7  % 

-0.2  % 

S&P/Barra  Growth  index1 

2.1 

26.3 

0.0 

S&P/Barra  Value  index 

0.5 

■ 

21.0 

-0.4 

Dow  Jones  industrials 

-0.3 

1 

26.8 

-1.0 

S&P 500 

1.3 

23.6 

0.0 

NYSE 

0.7 

21.1 

-0.2 

Nasdaq 

2.3 

28.7 

-0.6 

PSE  Tech  100 3 

2.7 

27.9 

0.0 

EAFE" 

-2.0 

-0.2 

-5.9 

CRB  futures  index 

-1.1 

-3.7 

-8.7 

Gold'  (Comexspot) 

-3.0 

-16.8 

-16.9 

Yen"  (per  $US) 

3.5 

|  14.1 

-2.1 

Oil0  (W  Texas  Intermediate) 

-5.0  H 

35.4 

-14.1 

The  best  and  worst  performing  stocks 


2-week 

1997 

2-week 

1997 

Best 

Price 

change 

EPS' 

Worst 

Price 

change 

EPS' 

Vivus 

61 

60% 

$0.10 

Mercury  Finance 

2'/8 

-85% 

$0.97 

Target  Therapeutics 

693/4 

49 

1.21 

Jayhawk  Acceptance 

33/4 

-64 

0.54 

Asyst  Technologies 

26  3/„ 

47 

2.14 

Chicago  Miniature  Lamp 

22'/2 

-46 

1.10 

Calgene 

73/8 

47 

-0.45 

Intelligent  Electronics 

41/, 

-44 

0.21 

Learning  Tree  International 

39 

46 

0.83 

Cascade  Communications 

393/) 

-34 

1.11 

The  best  and  worst  performing  industry  factors8 


Best 

2-week 
change 

Change 
since 
12/31/96 

Worst 

2-week 
change 

Change 
since 
12/31/96 

Cosmetics 

10.5% 

14.3% 

Oilfield  services 

-5.8% 

9.1% 

Pollution  control 

10.3 

19.0 

Paper 

-4.7 

1.5 

Water  transport 

6.5 

10.8 

Misc  mining  metals 

-3.8 

7.7 

Trucking 

5.6 

16.3 

Aluminum 

-3.5 

9.3 

Hotels,  restaurants 

4.2 

6.4 

Business  equip 

-3.4 

4.6 

Note:  Data  for  period  ending  1/31/97.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on 
U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings 
growth.  'Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  !A  price-weighted  index  of  100  widely  followed  U.S. 
technology  stocks.  Base  value  =  50  (adjusted),  12/31/82.  "A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  5lndex  of  21 
commodity  futures.  'Source:  Knight-Ridder  Financial  Publishing.  'Estimate.  Source:  IBES  Express.  eShows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics. 
Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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BY  ROBERT  J.  SHERWOOD 


Standard  &  Poor's  reports  that  in 
1996  more  companies  raised  their 
dividends  than  in  any  other  year  since 
1980.  Last  year  the  number  of  divi- 
dend increases  rose  14%  over  1995, 
as  2,171  companies  hiked  their  divi- 
dends. Overall,  the  amount  of  money 
paid  to  shareholders  rose  8%.  Only 
50  firms  reduced  their  dividends;  80 
companies  omitted  their  dividends. 

Even  with  the  increases,  however, 
the  yield  on  the  s&P  500  was  a  very 
low  2.02%  at  year-end;  the  payout 
ratio  was  only  three  percentage  point? 
above  the  alltime  low  of  38%.  Scoti 
Reed,  an  investment  strategist  with 
Dean  Witter,  thinks  that  companies 
will  continue  to  use  their  strong  cash 
flow  for  stock  buybacks  instead  ol 
dividends — that's  smart  tax  strategy 
For  investors  looking  for  companies 
with  strong  dividend  growth  poten- 
tial, Reed  recommends  Alcoa,  Great 
Lakes  Chemical  and  Praxair. 

The  companies  in  the  accompany 
ing  tables  have  Value  Line  financia 
ratings  of  B++  or  better,  low  payoui 
and  low  debt-to-equity  ratios.  Thtl 
stocks  in  the  table  on  the  left  yield 
more  than  the  s&P,  while  the  stock: 
in  the  other  table  show  strong  divi 
dend  growth  for  the  past  three  years 


Solid  dividends  I  Rising  dividends 


Company/industry 

Price 

Yield 

Payout 
ratio3 

Company/industry 

Price 

Yield 

3-year 
dividend 
growth 

Arnold  Industries/trucking 

14 

3.1% 

45% 

WH  Brady/specialty  chemicals 

23 

2.3% 

26% 

Berry  Petroleum/oil  &  gas 

15 

2.7 

55 

Dollar  General/discount  stores 

247/8 

0.8 

35 

Family  Dollar  Stores/discount  stores 

21 

2.3 

43 

Fluor/engineering  &  construction 

71^8 

1.1 

15 

John  Nuveen/financial  services 

26  v2 

3.2 

42 

GAP/apparel  stores 

28% 

1.0 

15 

Kelly  Services/temporary  personnel  svcs 

28 

3.0 

44 

Linear  Technology/integrated  circuits 

4834 

0.4 

29 

Kimball  Intl/furniture  mfg 

40  XA 

2.6 

41 

Logicon/defense  electronics 

3A% 

0.7 

17 

Polaris  Industries/recreational  vehicles 

25^8 

2.5 

29 

Medtronic/pacemakers 

68  H 

0.6 

23 

Skyline/mobile  homes  &  rec  vehicles 

23% 

2.6 

28 

Molex/electronic  switches  &  connectors 

38  H 

0.2 

52 

Stanhome/household  products 

25% 

4.3 

53 

OEA/automotive  air  bags 

505/8 

0.6 

28 

Weis  Markets/supermarkets 

31  V2 

2.9 

49 

William  Wrigley  Jr/chewing  gum 

583/8 

1.7 

16 

Data  as  of  1/31/97. 'Yield  on  30-year  Treasurys  adjusted  for  inflation  using  the  trailing  12  months'  increase  in  the  Consumer  Price  Index.  2Capitalization-weighted.  Divideni 
divided  by  net  income;  all  sxtraordinary  items  are  excluded,  indicated  dividend  divided  by  latest  12  months'  earnings  per  share.  Sources:  Market  Guide  &  Value  Line  Database 
via  OneSource  Information  Services;  IBES  Express;  Standard  &  Poor's  Dividend  Record. 


THE 


ND  REVIEW 


\>s.  government  yields 


Real  T  bond  yield 


'88 


S&P  500 
dividend  yield 


I     I  I 


'90       '92       '94      '96  '97 


'88       '90       '92       '94       '96  '97 

Through  Jan.  31,  1997 


Representative  industry  payouts2 


Yield 

Payout 

Yield 

Payout 

Industry 

ratio3 

P/E 

Industry 

ratio3 

P/E 

Auto  &  truck  mfg 

3.8% 

32% 

8.8 

Paper  &  forest  prods 

2.6% 

56% 

23.3 

Banking 

2.5 

38 

15.2 

Petroleum 

3.1 

51 

16.5 

Electric  utilities 

5.7 

73 

13.0 

Pharmaceuticals 

1.7 

45 

28.8 

Food  processing 

2.1 

49 

24.2 

Retailing 

1.4 

23 

18.3 

Health  care  svcs 

0.1 

3.2 

26.8 

Software 

0.2 

4 

45.5 
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The  long  term 
for  my  clients. 
It  means  as  much  to  me 
as  it  does  to  them. 


Lori  CoilSineaU  is  an  American 
Express  financial  advisor.  One  of  the  best.  Since  1989,  she's 
been  helping  people  in  the  Seattle  area  with  things  like 
college  funding,  retirement,  and  estate  planning.  And  while 
she's  not  one  for  blowing  her  own  horn,  her  clients  think 
she's  pretty  great. 

That's  because  Lori's  committed  to  helping  them  reach 
their  financial  goals  by  taking  a  thoughtful,  prudent,  long- 
term  approach.  She  helps  her  clients  map  out  a  personalized 
strategy  to  get  where  they  want  to  go.  And  then  provides 
ongoing  advice  and  assistance  to  help  them  stay  on  track. 

It's  the  kind  of  attitude  you'd  expect  from  someone 
who  works  for  a  company  that  pioneered  financial  planning 
twenty  years  ago.  And  probably  explains  why  most  of 
Lori's  clients  come  from  referrals. 

To  find  out  how  an  American  Express  financial  advisor  can 
help  you  do  more,  call  1-800 -GET- ADVICE. 


Financial 
Advisors 


http://www.americanexpress.com/advisors 


STREEIWmER 


Bi 
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.  ')!•' fighting  between 
ihi  reholder  factions 
took  their  toll  on  Brazil's  largest 
steelmaker,  Companhia  Siderurgica 
Nacional.  Now,  says  Raphael 
Biderman,  an  analyst  with  Robert 
Fleming  Inc.  in  Sao  Paulo,  is  the 
time  to  buy  the  company's  ADRs. 
These  recently  closed  on  the  o-t-c 
market  at  32. 

The  righting  is  over,  csn 
brought  in  a  new  boss  this  month, 
Jose  Carlos  Martins.  First  order  of 
business:  finish  the  $2  billion  capi- 

Breakfast  champion 

After  spinning  off  its 
restaurants  in  1995,  General 
Mills  (gis)  is  focusing  its  energy  on 
cereals,  where  it  will  do  most  of  its 
$6  billion  in  revenue  this  year.  The 
stock,  which  recently  closed  at  67%, 
should  go  to  the  low  80s  within  a 
year,  one  analyst  says. 

Last  month  the  company  spent 
$570  million  to  get  Ralcorp's  line 
of  Chex  cereals  and  snacks.  Now  it 
is  in  the  process  of  introducing 
about  half  a  dozen  new  cereals. 
Frosted  Cheerios  are  already  a  hit. 
As  a  result,  General  Mills'  cold  cere- 
al volume  (excluding  Chex)  grew 
1 0%  in  the  most  recent  quarter,  ver- 
sus 1%  for  the  category.  Eric 
Katzman  of  Merrill  Lynch  projects 
earnings  of  $3.50  a  share  in  1998. 

-Caroline  Waxler 


tal  spending  program  that  was  put 
on  the  back  burner  during  the 
management  strife.  These  projects 
should  cut  annual  operating  costs, 
by  $175  million  by  1998  and 
improve  the  steel  quality.  For 
1997,  Biderman  expects  $743  mil- 
lion in  operating  earnings  (net 
before  depreciation,  interest  and 
taxes)  on  $2.2  billion  in  sales. 

CSN  trades  at  42%  of  book  value 
and  seven  times  projected  1997 
profits.  Price  target:  46  within  18 
months.  Ticker:  csnny. 

-John  H.Christy 


Steer  clear 

Steris  Corp.  (strl),  a 
^    Mentor,  Ohio  firm  that 
makes  instrument  sterilizers  for  hos- 
pitals, took  a  dive  on  Wall  Street  last 
month  when  it  reported  very  disap- 
pointing earnings.  There  may  be 
more  room  to  fall. 

This  used  to  be  a  hot  little  growth 
company,  with  fiscal  1996  sales  of 
$91  million.  Last  year  it  swallowed  a 
slow- growing  whale  in  the  same 
industry,  Amsco.  This  firm,  six  times 
Steris'  size,  is  bringing  nothing  but 
grief.  Until  a  month  ago,  federal 
regulators  froze  new  product  intro- 
ductions at  Amsco,  pending  resolu- 
tion of  some  data  collection  prob- 
lems. Rumors  on  The  Street  say 
some  10%  of  Steris'  original  sales 
team  had  quit  by  the  end  of  the  last 
quarter  because  the  combined  sales 
force  wasn't  jelling. 

Alan  Jacobs,  chief  analyst  at 


Avalon  Research  Group,  a  Boca 
Raton,  Fla.  investment  boutique, 
says  that  if  fiscal  1998  earnings 
come  in  below  estimates,  the  stock 
could  go  from  a  recent  29  to  15.  If 
you  want  to  short  it,  shares  are 
borrowable.  -C.W. 

Ripe  Mellon 

The  rally  in  bank  stocks 
isn't  over  for  Pittsburgh,  Pa.- 
based  Mellon  Bank  Corp.  (mel), 
says  Nancy  Tengler  at  UBS  Asset 
Management.  At  a  recent  75, 
Mellon  is  up  about  50%  from  July, 
but  still  trades  at  only  13  times 
1997  expected  earnings  of  $5.80. 
That  multiple  is  fine  for  a  regional 
bank  but  way  below  the  17  assigned 
to  asset  management  and  trust 
companies. 

Tengler  says  Mellon  is  more  an 
asset  manager  than  a  regional  bank. 
It  has  $233  billion  under  manage- 
ment, the  second-largest  pool  after 
Fidelity.  It  does  bookeeping  for 
another  $786  billion.  Almost  56% 
of  its  revenues  come  from  asset 
management. 

Analysts  picked  on  Mellon  for 
overpaying  for  sleepy  mutual  fund 
giant  Dreyfus  and  for  Boston  Co.,  a 
financial  services  firm.  But  Tengler 
sees  value  in  the  combination  of 
these  companies.  Last  year  it  pushed 
new  equity  products  from  Mellon 
Trust  and  Boston  Co.  through  its 
Dreyfus  distribution  system.  The 
stock  yields  3.2%,  versus  2.6%  for 
the  regional  bank  average.  Target 
price:  102  within  a  year.  -C.W.  H 
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HONORING  THE  YEARS  BEST  FINANCIAL  SERVICES  ADVERTISING 


li:il;OVil^kHlfillf«lM;«IMI[«¥i\V/ilH»» 


THE  FINANCIAL  COMMUNICATIONS  SOCIETY  OF  NEW  YORK  IS  PROUD  TO  PRESENT  THE  THIRD 
ANNUAL  FCS  PORTFOLIO  AWARDS,  HONORING  THE  BEST  CREATIVE  SOLUTIONS  TO  MARKETING 
CHALLENGES  IN  THE  FINANCIAL  SERVICES  INDUSTRY.  ON  MAY  13,  1997,  AWARDS  WILL  BE  GIVEN 
FOR  PRINT,  TELEVISION,  RADIO,  DIRECT  MAIL,  OUT-OF-HOME  AND,  FOR  THE  FIRST  TIME,  INTER- 
ACTIVE ADVERTISING  IN  THE  BUSINESS-TO-BUSINESS,  CONSUMER  RETAIL  AND  CORPORATE 
IMAGE  CATEGORIES.  ENTRIES  WILL  BE  ACCEPTED  FROM  AD  AGENCIES  OR  FINANCIAL  SERVICES 
FIRMS  NATIONWIDE.  ENTER  BEFORE  MARCH  10,  1997.  FOR  ENTRY  APPLICATIONS,  CALL:  1-800- 
949-4049  CODE  460,  AND  RECEIVE  YOUR  CALL  FOR  ENTRY  FORM  INSTANTLY  VIA  OUR  AUTO- 
MATED FAX  SYSTEM.  FOR  INFORMATION  ON  THE  FCS  OR  THE  FCS  PORTFOLIO  AWARDS,  PLEASE 
CALL  1-800-FCS  AWARD. 
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PORTFOLIO  STRATEGY 


My  annual 
report 


BY  KENNETH  L  FISHER 


Kenneth  L.  Fisher 
is  a  Woodside, 
Calif.-based  money 
manager.  His  third 
book  is  100  Minds  that 
Made  the  Market. 


Forbes  wants  you  to  have  a  periodic 
accounting  of  our  recommendations.  This 
issue  it's  my  turn  to  bare  my  record.  On  a  few 
occasions  I  haven't  felt  too  good  about  my 
reckoning,  but  this  time  I  display  it  proudly. 

Spanning  14  columns  in  1996, 1  recom- 
mended buying  61  new  stocks  and  selling  11 
stocks  that  I  had  earlier  suggested  for  pur- 
chase. Had  you  done  it  all,  and  in  equal  dollar 
amounts,  you  would  be  up  13.9%,  versus 
12.1%  for  the  s&P  500  for  the  same  holding 
periods,  with  dividends  reinvested.  Had  you 
simply  made  my  61  "buys,"  you  would  be  up 
12.7%,  versus  11.3%  for  the  s&P  500. 

My  1996  market  forecast,  made  in  the  Jan. 
22,  1996  issue,  projected  the  market  to  be  up 
10%  to  20%  for  the  year.  The  s&P  500  ended 
up  22.96%.  The  Russell  2000,  the  standard 
measure  of  small  stocks,  was  up  16.49%.  I  was 
a  bit  too  cautious,  but  the  results  were  within 
the  range  I  predicted.  I  was  among  the  rela- 
tively few  who  thought  we  could  have  a  super 
1996  on  top  of  the  super  1995. 

And  my  forecast  that  big  stocks  would 
nicely  beat  small  stocks  in  1996  was  very 
good.  Recommending  only  big  stocks  helped 
a  lot.  But  I  was  wrong  in  thinking  that  big 
value  stocks  would  outperform  big  growth 
stocks.  The  reverse  occurred. 

In  some  respects  I  have  been  lucky,  and  it 
scares  me.  In  my  column  of  Jan.  22,  1996  I 
recommended  Merrill  Lynch  at  51.  I  used  it 
to  replace  Raymond  James  Financial,  a  previ- 
ously successful  pick  that  has  since  done  much 
less  well.  I  used  Merrill  again  on  June  17  at 
66 — the  only  stock  used  twice  in  1996 — this 
time  as  a  replacement  for  Bear,  Stearns.  And  it 
worked  again  very  nicely.  Getting  these  short- 
term  swings  right  is  often  just  luck.  I'm  always 
grateful  for  luck,  but  know  enough  not  to 
confuse  it  with  skill. 

But  I  am  proud  about  picking  Merrill  in  the 
first  place  in  my  column  of  Sept.  26,  1994,  at 
40.  Brokerage  stocks  were  out  of  favor;  nobody 
expected  the  bull  market  to  last.  I  saw  Merrill  as 
the  leader  in  an  industry  that  would  flourish  as 
long  as  the  bull  market  continued.  Right  after  I 
picked  it,  Merrill  plunged  briefly  into  the  low 
30s  and  readers  rapped  my  knuckles.  That  was 
just  bad  luck.  I  wrote  back  to  hold  on.  I  can't 


tell  you  exactly  where  the  bottom  will  be  for  a 
stock,  but  I  think  I'm  usually  pretty  good  at 
knowing  when  a  stock  is  a  relative  bargain. 

I  still  like  Merrill  and  won't  sell  it  until  I 
think  this  bull  market  is  finally  over.  When  is 
that?  In  my  Dec.  30  column  I  predicted  the 
market  would  peak  sometime  in  1997's  first 
half,  followed  by  a  normal  bear  market.  We're 
not  quite  there  yet. 

I  have  learned  that  the  smarter  you  feel  the 
dumber  you  think.  Feelings  of  infallibility  goeth 

I'm  always  grateful  for  luck, 
but  know  enough  not 
to  confuse  it  with  skill. 


before  a  fall.  That  my  1996  pick  .cat  the  S&P 
500  by  a  bit  tells  you  nothing  about  whether  I 
will  have  good  advice  for  you  in  1997.  All  I  can 
promise  is  that  I  will  not  let  my  recent  successes 
go  to  my  head. 

Aid  that  I  will  continue  to  learn  from  my 
mistakes.  My  worst  1996  pick,  sort  of,  was 
Eastman  Chemical  (55,  emn)  at  72.  It  had 
fallen  23%  by  year-end.  I  failed  to  see  how 
much  rising  oil  prices  would  eat  into  Eastman's 
profit  margin.  I  expect  more  oil  price  hikes 
ahead  and  Eastman  will  continue  to  suffer,  so  I 
would  take  my  losses. 

My  most  costly  1996  advice  was  on  July 
15 — suggesting  selling  Liz  Claiborne  at  34  after 
recommending  it  at  18  in  1995.  It  had  risen 
another  74%  by  year-end.  I  thought  it  was  fully 
priced.  Bad  call.  Too  early.  Sorry. 

My  next  worst  1996  pick  was  suggesting 
Casio  Computer  (73,  csioy)  at  97  on  Aug.  12. 
It  dropped  20%  by  year-end.  Would  I  sell  it 
now?  Call  me  Crazy  Ken,  but  I  love  Japan 
now.  There  are  oodles  of  doomsayers  about 
Japan — which  suggests  Japan  is  very  close  to 
the  end  of  its  major  long-term  bear  market 
and  is  a  real  buying  opportunity.  I  like  the 
fundamentals  there.  Its  monetary  policy  is 
sound.  Casio  will  do  well  in  the  upturn,  as  will 
Kubota,  Matsushita  and  Sony,  all  of  which  are 
down  single-digit  percentages  since  I  recom- 
mended them  in  Forbes. 

I  like  all  the  first-class  global  Japanese 
names.  My  advice  right  now  is  to  have  25%  of 
your  portfolio  in  Japan.  tM 
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C     1  luck,  Tony 


BY  A.  GARY  SHILLING 


A.  Gary  Shilling  is 
president  of 
A.  Gary  Shilling  &  Co., 
economic  consultants 
and  investment 
advisers.  His  firm 
publishes  Insight,  a 
monthly  newsletter 
covering  the  business 
outlook  and  investment 
strategy. 


Britain  approaches  its  national  elections 
with  the  strongest  economy  of  all  the  G-7 
industrialized  countries.  Too  strong.  Whether 
the  Conservatives'  John  Major  or  the  Labour 
Party's  Tony  Blair  (with  a  25-point  lead  in 
the  polls)  wins,  the  victor  will  preside  over  a 
slump  early  in  his  new  term.  It's  time  to  sell 
your  U.K.  stocks  and  longer-term  bonds, 
park  the  cash  in  a  sterling  money  market  fund 
or  go  long  sterling  futures,  and  wait  for 
opportunities  to  sell  short  British  equities  and 
government  gilts. 

Severing  the  link  with  the  European 
Exchange  Rate  Mechanism  in  September 
1992  freed  England  to  cut  short-term  interest 
rates  significantly,  much  to  the  benefit  of  the 
economy,  especially  housing.  Residential  con- 
struction is  very  sensitive  to  short  rates  since 
90%  of  mortgages  in  the  U.K.  have  variable 
rates.  Contrast  that  with  Germany,  with  30%. 
And  when  rates  drop,  householders  immedi- 
ately have  more  money  to  spend. 

Low  interest  rates  and  other  stimuli  have 
propelled  incomes.  Real  disposable  income 
rose  over  5%  in  the  1996  third  quarter  versus 
a  year  ago.  A  year  earlier  it  showed  a  mere  1% 
rise.  Real  annual  GDP  growth  rates  moved 
from  1.7%  at  the  end  of  1995  to  2.4%  three 
quarters  later,  far  higher  than  in  the  major 
continental  countries.  With  recent  wage  gains, 
even  faster  U.K.  growth  is  in  the  cards. 

Still  resonating  from  Margaret  Thatcher's 
taming  of  the  labor  unions,  Britain's  unem- 
ployment rates  have  fallen  sharply,  from  8.5% 
in  1995's  first  quarter  to  6.9%  last  quarter.  In 
France  and  Germany  unemployment  is  stuck 
at  double-digit  levels. 

Unfortunately,  however,  Britain  now  faces 
the  specter  of  economic  overheating.  As  of 
December  consumer  prices  were  rising  only 
2.5%  year-over-year,  but  the  ratio  of  job 
vacancies  to  short-term  unemployment  now 
shows  labor  markets  as  tight  as  in  the  1980s 
boom.  Wages  have  accelerated  to  over  a  5% 
annualized  growth  rate  in  recent  months. 
House  prices  have  jumped  8%  in  the  past  year. 

The  Bank  of  England  is  justly  concerned.  It 
raised  short-term  rates  25  basis  points  last 
November,  the  only  G-7  central  bank  to 
tighten  in  the  past  two  years.  Bank  of  England 
Governor  Eddie  George  probably  wants  to 
tighten  more.  But  with  the  elections  likely  in 


May,  the  Conservatives'  Chancellor  of  the 
Exchequer,  Kenneth  Clarke,  is  restraining 
George  in  hopes  that  John  Major  can  ride  a 
strong  economy  to  victory. 

This  means  that  no  matter  who  wins  the 
election,  interest  rate  hikes  will  likely  be 
announced  almost  before  the  last  ballots  are 
counted.  Fiscal  policy  may  be  tightened  as 
well,  especially  if  Labour  prevails.  Labour 
favors  joining  the  European  Monetary  Union 
more  than  the  Conservatives  do.  Tony  Blair 
may  want  to  prepare  for  entry  by  reducing  the 
U.K.'s  deficit  from  5%  of  gross  national  prod- 
uct now  to  the  3%  Maastricht  requirement. 
Under  Labour,  deficit  reduction  would  mainly 
mean  higher  taxes,  not  reduced  spending. 

Of  all  the  world's  major  economies, 
Britain's  is  in  the  most  identifiable 
phase  of  the  cycle— the  classical 
boom,  soon  to  be  followed  by  the 
inevitable  bust. 


As  the  next  government  tightens  monetary 
and  fiscal  policies,  the  British  pound  will  keep 
moving  north.  This,  too,  will  curb  business 
and  inflation  as  well,  now  that  exports  and 
imports  are  30%  of  GDP.  Sterling  has  risen 
from  $1.50  last  spring  to  $1.65  as  the  British 
boom  and  sour  continental  economies  have 
attracted  funds.  Unless  the  Fed  joins  the  Bank 
of  England  in  hiking  interest  rates,  a  $1.80- 
to-$2  range  may  emerge  by  year-end. 

Here's  my  U.K.  investment  strategy:  In 
portfolios  we  manage,  we  have  sold  our 
British  government  gilts.  Because  we  think 
sterling  will  continue  to  appreciate  against  the 
U.S.  dollar  (and  even  more  against  Japanese 
yen,  German  marks  and  especially  Swiss 
francs),  we  are  long  sterling  futures  against 
short  Swiss  francs. 

Once  it  becomes  clear  that  the  Bank  of 
England  will  boost  rates,  we'll  start  to  short 
government  gilts. 

Rising  interest  rates  and  the  prospects  of 
damage  to  corporate  earnings  from  strong 
sterling  and  weak  business  should  hit  British 
stocks.  The  Financial  Times  100  index,  the 
Footsie,  has  leapt  from  3,000  in  early  1995  to 
over  4,200  now,  a  record.  A  50%  correction  of 
that  rally  would  cut  stock  prices  by  15%.  A 
Labour  election  victory  could  well  spook 
British  equities  into  falling  much  more. 

Of  all  the  world's  major  economies, 
Britain's  is  in  the  most  identifiable  phase  of 
the  cycle — the  classical  boom,  soon  to  be  fol- 
lowed by  the  inevitable  bust.  Good  luck, 
Tony,  or  John.  WM 
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The  bears  are 
trying  too  hard 


BY  LASZLO  BIRINYI  JR. 


Laszlo  Birinyi  Jr.  is 
president  of 
Birinyi  Associates,  a 
Greenwich,  Conn.- 
based  financial 
consulting  firm. 


Shortly  after  Samuel  Johnson  published  the 
first  dictionary  of  the  English  language,  he 
was  congratulated  by  several  ladies  for  not 
including  any  nasty  words.  Unamused,  the 
great  writer  admonished  the  bluenoses  for 
their  prurient  curiosity. 

I  would  do  the  same  for  all  those  pundits 
scraping  around  for  negatives  about  the  cur- 
rent stock  market.  Like  Samuel  Johnson's 
ladies,  they  are  looking  for  something  that 
is  not  there. 

The  bearish  folk  are  forever  looking  for 
signs  of  speculative  excess.  Speculation  or 
excess  is  often  in  the  eye  of  the  beholder,  and 
the  analyst  or  commentator  trying  to  illus- 
trate speculative  fever  can  almost  always  prove 
his  case. 

Many  of  today's  bearish  views  have  been  in 
evidence  for  almost  the  entire  bull  market. 
The  low  dividend  yield,  for  example,  is  now 
in  its  fifth  year.  And  the  argument  that  indi- 
vidual investors  buying  mutual  funds  are 
naive  and  likely  to  sell  at  the  first  sign  of  a 
downturn?  That  one  has  been  around  since 
the  bull  market  started. 

A  year  or  so  ago  the  worrywarts  talked 
about  excesses  in  the  IPO  market.  Those 
excesses  came  and  went  and  the  bull  roared 
on.  IPOs  did  come  back  to  reality  as  people 
came  to  realize  they  were  not  always  bar- 
gains. I  recently  calculated  that  new  issues 
returned  only  13.4%  last  year,  and  80%  of  the 
gain  in  new  issues  was  a  result  of  the  very 
first  trade. 

Many  of  the  bearish  concerns  deal  with  the 
present  while  the  stock  market  is  always 
focused  on  the  future.  Too  much  of  this,  too 
little  of  that.  What  everybody  knows  is 
already  discounted  in  prices.  As  we  learned 
long  ago,  the  stock  market  anticipates,  or 
tries  to.  It  doesn't  just  confirm  what  has 
already  happened. 

Unfortunately,  although  the  market  antici- 
pates it  is  not  so  accommodating  as  to  tell  us 
what  it  is  anticipating.  In  my  Jan.  16,  1995 
column,  for  example,  I  recommended  GTE 
because  of  significant  accumulation.  It  is  clear 
in  retrospect  that  the  market  was  not  antici- 
pating good  news  about  GTE  but  rather  lower 


interest  rates,  which  make  financial  shares 
more  attractive.  (At  the  same  time,  one  noted 
economist  was  telling  investors  to  lock  in 
those  30-year  mortgages  at  8%  before  long- 
term  interest  rates  went  even  higher.  So  much 
for  the  bearish  pundits.) 

Today,  I  contend,  the  market  is  telling  us 
business  is  going  to  pick  up.  Already,  in  the 
first  few  weeks  of  January,  the  Djl  has  been 
led  by  the  likes  of  Alcoa,  Du  Pont,  and 
Exxon,  stocks  that  portend  a  stronger  econo- 
my. On  the  other  hand,  the  bond  market  has 
seen  the  yield  on  long  governments  go  from 
6.64%  to  6.83%,  which  also  suggests  a 
stronger,  not  a  weaker,  economy. 

For  the  investor,  I  believe  this  means  a 
strengthening  of  the  market  in  that  more 
stocks  will  participate.  I  do  expect  at  least  one 
Fed  tightening,  but  it  will  not  be  terminal  to 
either  the  stock  market  or  interest-sensitive 
stocks.  But  the  signs  of  economic  strength  are 
telling  me  to  look  at  steels,  chemicals,  oils 
and  other  "smokestack,"  blue-collar  names. 
At  the  same  time,  I  think  technology  stocks 
will  continue  to  do  well. 

With  small  stocks,  too  much  of  the  argu- 
ment for  them  is,  in  my  opinion,  wishful 
thinking  and  unconvincing.  I  would  not  par- 
ticipate in  that  area.  Nor  do  I  like  interna- 
tional stocks.  There  is  plenty  to  buy  right 
here  at  home. 

The  signs  of  economic  strength  are 
telling  me  to  look  at  steels, 
chemicals,  oils  and  other 
"smokestack,"  blue-collar  names. 


Last  month  I  recommended  Georgia- 
Pacific  (74)  and  usx-U.S.  Steel  Group  (32). 
I  still  consider  each  of  these  stocks  to  be  a 
buy.  I  also  like  Du  Pont  (110),  but  at  this 
level  I  would  not  buy  more  than  a  few 
shares.  Ditto  for  Kimberly-Clark  (98).  Oils 
are  likely  to  do  better,  so  Atlantic  Richfield 
(132)  and  Exxon  (102)  are  two  of  the 
strongest  there. 

In  the  technology  area,  I  will  once  again 
recommend  IBM  (155),  as  it  has  backed  down 
from  its  recent  high  of  169.  WM 
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Hurrah  for  the  Windsor  Fund 


BY  MARTIN  SOSNOFF 


Martin  Sosnoff  is  chief 
investment  officer  of 
Atalanta/Sosnoff  Capital 
in  New  York  and  author 
of  Silent  Investor, 
Silent  Loser. 


Although  Vanguard's  Windsor  Fund  has 
slightly  underper formed  its  benchmark  com- 
parison, the  s&P  500  Index,  for  the  past  ten 
fiscal  years,  I  give  it  high  marks.  Windsor 
sticks  to  its  investment  philosophy  as  a  value 
player  and  has  the  courage  to  overweight 
stocks  it  believes  in.  Its  portfolio  radiates 
courage,  fortitude  and  decisiveness,  all  lack- 
ing— as  I  wrote  last  issue — in  Magellan's 
post-Peter  Lynch  schemata. 

Not  that  I'm  a  value  player  myself.  Growth 
stocks  are  my  thing.  A  growth  stock  in  orbit 
is  a  thing  of  beauty — see  Coca-Cola,  Pfizer 
and  Gillette  whiz  by.  But  today  there  are 
maybe  a  dozen  big-cap  growth  stocks  selling 
at  nearly  double  the  market's  valuation. 
Buffett  owns  three  of  'em — Disney,  Gillette 
and  Coke.  We  own  Cisco,  Pfizer  and 
Microsoft.  Others  own  Oracle  and  Motorola. 
That's  about  it. 

Want  to  know  if  a  portfolio 

manager  has  guts? 

Look  at  his  or  her  top  ten  holdings. 


In  the  s&P  500  growth  and  value  are 
equally  represented.  Coke,  Microsoft  and 
Pfizer  on  the  growth  stock  side  are  counter- 
balanced by  IBM,  Philip  Morris  and  Exxon  as 
value  stocks.  These  15  largest  capitalizations  , 
tote  up  to  25%  of  the  s&r  500.  They  are  a 
proxy  for  the  center  ring  of  the  equity  circus. 
Small  caps  and  midcaps — still  disappointing — 
gallop  in  the  side  rings. 

So  who  is  winning?  Growth?  Or  value?  A 
ten-year  report  card  on  mutual  funds  finds 
growth  and  value  players  neck-and-neck  in 
performance.  Performance  differentials  crop 
up,  markedly,  on  one-to-three-year  marking 
periods,  depending  somewhat  on  whether  the 
economy  is  lapsing  into  recession,  as  in  1990, 
or  snapping  out  of  it — spring  of  1991  to 
present  day.  Windsor  beat  the  market  big  in 
1991,  but  underperformed  by  20  percentage 
points  in  1990. 

Whether  or  not  to  be  in  Windsor,  there- 
fore, comes  to  this:  knowing  where  you  are  in 
the  business  cycle. 

You  want  to  know  if  a  portfolio  manager 
has  guts?  Look  at  his  or  her  top  ten  holdings. 


If  it's  under  one-third  of  total  assets,  the  man- 
ager is  undecided,  a  coward  or  bearish.  He's 
not  worth  his  pay — or  the  fees  his  sharehold- 
ers pay.  The  boys  at  Windsor  have  guts.  Their 
concentration  is  extreme — 38.4%.  Chrysler 
and  Citicorp  together  are  11%  of  a  $16  billion 
pot,  with  10%  of  Windsor  in  cash.  Ford  is 
another  4%.  Windsor,  like  Buffett,  a  long-cycle 
player,  carries  $3  billion  in  unrealized  gains. 

I  love  Windsor's  discipline.  Health  care, 
10%  of  the  market,  finds  Windsor  at  a  disin- 
terested 2%.  Energy  and  financials  are  over- 
weighted by  50%  but  were  double-weighted  a 
year  ago.  Does  Windsor  think  interest  rates 
are  headed  up?  Probably.  There  is  gross 
underweighting  in  utilities.  Windsor  moved 
from  practically  nothing  in  technology  to 
market  weighting.  While  this  went  on,  con- 
sumer cyclicals  were  pared  down. 

The  thought  process  of  the  Windsor  money 
manager  is  clear.  Windsor's  financial  sector 
implementation  is  as  good  as  it  gets.  Major 
positions  in  Citicorp,  Allstate,  Cigna,  Golden 
West  Financial  and  NationsBank — all  winners. 
The  energy  sector  shows  some  misses.  The 
play  in  oil  service  stocks  the  past  two  years,  a 
phenomenal  hit,  doesn't  show  up  here.  Aside 
from  Atlantic  Richfield,  Burlington  Resources 
and  usx-Marathon,  the  accent  is  on  midcap 
operators  with  spotty  histories. 

What  Windsor  calls  basic  materials  I  call 
deep  cyclicals.  Aluminum,  papers,  steel  and 
petrochemicals  underperformed  in  1996.  If 
you  want  cement,  gypsum   imber,  Windsor's 
got  'em.  If  you  think  the  economy  slows  down 
by  midyear,  Windsor  is  not  for  you.  Major 
holdings  like  Chrysler,  Ford,  Georgia-Pacific 
and  Reynolds  Metals  could  underperform. 

With  the  economy  building  up  steam,  you 
would  expect  value  to  outperform  growth. 
Not  so.  Growth,  as  in  technology  and  health 
care,  is  outdoing  valuation  plays.  The  market 
is  led  by  big-cap  growthies  like  Coke, 
Microsoft,  Pfizer,  Intel  and  Gillette.  They  just 
won't  take  a  dive. 

The  frugality  of  Windsor's  parent, 
Vanguard,  is  a  class  act.  Portfolio  turnover  is 
minimal.  Windsor  is  my  consumer  best  buy 
with  an  expense  ratio  of  0.31%  of  assets, 
rarely  more  than  45  basis  points,  even  with 
performance  incentives.  What  a  bargain  com- 
pared with  1.34%  for  the  average  mutual 
fund,  more  for  Fidelity's  Magellan  octopus, 
three  times  Windsor's  size.  B 
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High-wire 
Treasurys 


BY  MARILYN  COHEN 


Marilyn  Cohen  is 
president  of  Envision 
Capital  Management, 
Inc.,  a  Los  Angeles 
fixed-income 
money  manager. 
envision@ix.netcom.com 


Let's  surpoSE  that  you  are  bullish  on  govern- 
ment bonds  and  you  want  to  wager  some  seri- 
ous money  on  your  conviction.  There  are 
three  good  ways  to  place  the  bet.  They  all 
have  their  pluses  and  minuses;  they  all  pack 
plenty  of  leverage. 

We'll  assume  that  you  want  to  take  a 
$500,000  position  in  the  long  Treasury,  or  a 
roughly  equivalent  position  in  a  derivative 
instrument.  The  6.5%  due  Nov.  15,  2026  was 
recendy  trading  at  a  bit  more  than 
96  cents  on  the  dollar,  for  a  6.8%  yield  to 
maturity.  Its  duration,  or  sensitivity  to  interest 
rate  changes,  is  about  13  years. 

What  this  means  is  that  a  1 -point  move  in 
interest  rates  gives  rise  to  a  13-point  move 
(very  roughly)  in  the  bond's  price.  If  you  are 
right,  and  yields  on  such  bonds  fall  by  a  point 
to  5.8%,  then  you  get  a  13%  gain  in  the  price 
of  the  bond.  If  rates  rise  a  point  to  7.8%,  then 
the  bond's  price  falls  by  13%.  It's  not  quite 
that  simple — prices  move  in  a  curve,  not  a 
straight  line — but  this  is  a  good  approxima- 
tion and  gives  you  a  rough  idea  of  how  much 
action  is  built  into  this  kind  of  wager.  With 
your  $500,000  bet,  you  could  have  a  $65,000 
gain — or  $65,000  loss. 

But  if  you  can  handle  the  risk  you  can  get 
.hat  same  $65,000  move  without  putting  up 
$500,000. 

First  method:  Buy  the  bonds  on  margin. 
Most  brokers  will  let  you  borrow  90%  of  your 
purchase  price.  In  round  numbers:  To  buy 
$500,000  face  value  of  the  6Ms,  you  give  the 
broker  $50,000  and  borrow  $430,000. 

You  will,  of  course,  have  to  pay  interest  on 
the  loan.  The  best  of  the  loans  is  cheaper  than 
the  6.8%  you  are  earning  on  the  long  Trea- 
sury. In  the  lingo  of  bond  traders,  you  have  a 
positive  carry.  You're  borrowing  at  5.8%  and 
lending  at  6.8%.  This  means  that  if  interest 
rates  go  nowhere  at  all,  you  make  a  profit, 
unless  trading  costs  eat  you  up. 

If  you  go  for  the  full  leverage,  that  hoped- 
for  $65,000  profit  would  represent  a  130% 
return  on  your  down  payment  in  a  few 
months,  not  just  13%.  If  it  goes  the  other  way, 
you  lose  it  all,  and  owe  your  broker  $15,000 
to  boot.  Remember,  you  are  borrowing  short 


to  lend  long,  a  speculation  that  sank  the  sav- 
ings and  loan  industry  not  long  ago. 

Method  two:  futures  trade.  Buy  five  March 
contracts  on  the  Chicago  Board  of  Trade 
Exchange,  each  contract  representing 
$100,000  face  amount  of  long  Treasurys. 
Recent  price  for  this  future:  111%.  The  June 
future  is  a  bit  cheaper,  the  December  contract 
cheaper  still.  You  aren't  literally  borrowing 
money  when  you  are  long  a  bond  future.  But 
you  are  still,  in  effect,  borrowing  short  to  lend 
long.  (The  spread  between  long  and  short 
interest  rates  is  built  right  into  the  prices  of  all 
these  futures.) 

You  can  open  the  futures  position  with  as 
little  as  $2,700  margin  per  contract,  or 
$13,500.  But  if  the  trade  goes  against  you, 
you  are  going  to  get  a  margin  call  in  the  blink 
of  an  eye. 

Method  three:  options.  Buy  five  June 
T  bond  calls,  strike  price  112.  They  were 
recently  trading  at  15%4  apiece,  or  $9,453  for 
the  lot.  Advantage:  You  can't  lose  more  than 
$9,453.  Disadvantage:  Rates  have  to  move 
down  appreciably  for  you  to  make  money. 
If  they  stay  flat,  your  option  will  expire 
worthless. 

If  you  are  game  for  this  kind  of  speculation, 
do  it  carefully.  Shop  around  for  the  best  price 
before  buying  or  selling  a  bond.  Also,  shop 
for  the  best  margin  interest  rate.  On  a 
$430,000  debit  balance,  Schwab  recently 
quoted  me  a  rate  of  50  basis  points  above  the 
broker  loan  rate,  or  a  net  7.5%.  Merrill  T./nch 
wanted  8.4%. 

A  1 -point  move  in 
interest  rates  gives  rise 
to  a  13-point  move  in  the 
bond's  price. 


You  can  do  better  than  either  of  these  rates 
by  going  into  the  so-called  repo  market,  the 
$1.7  trillion  market  for  overnight  loans  that 
finance  holdings  of  government  paper.  To 
qualify,  you  must  meet  the  brokerage  firm's 
liquid  net  worth  criterion  and  do  a  substantial 
trade  (minimums  range  from  $150,000  to 
$1  million). 

Goldman,  Sachs  and  Bear,  Stearns,  among 
others,  give  retail  access  to  the  repo  market. 
They  will  finance  the  trade  at  about  50  basis 
points  above  the  fed  funds  rate.  That  sum 
recently  came  to  5.8%. 

With  any  of  these  methods,  if  your  bet  is  a 
winner,  your  profits  will  be  big;  if  you  are 
wrong,  it  will  be  painful.  ■! 
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College  students  are 
ready  to  inv? 
from  Mex 
Rockie 
place 
just  as 
classes 


By  William  G.  Flanagan 
and  Diana  Merelman 

Florida  is  the  worst.  In  the 
seven-week  period  from  the  end  of 
February  through  mid-April,  well 
over  a  million  college  students  will 
invade  the  state,  descending  mainly 
on  its  beach  resorts.  Unless  you're  a 
kid,  you  don't  want  to  be  anywhere 
near  them. 

Panama  City  Beach,  on  the  Gulf 
Coast  in  northwestern  Florida,  now 
has  the  dubious  honor  of  being 
spring  break  capital  of  the  world.  Last 
year  about  550,000  students  showed 
up.  At  least  as  many  are  expected  this 
year,  thanks  to  MTV,  which  will  tape  a 
spring  break  extravaganza  from  Mar. 
13  to  19.  The  average  student 
doesn't  spend  much — about  $500  to 
$600  on  cheap  rooms,  fast  food  and 
beer,  gallons  of  beer,  during  a  typi- 
cal weeklong  stay.  But  with  that 
volume,  the  local  economy  takes  in 
about  $300  million  during  the 
season. 

Give  a  wide  berth  to  Daytona 
Beach,  too.  About  200,000  students 
are  expected  this  season,  initially  for 
the  suds  and  sun,  then  for  some  job 
interviews:  For  the  third  year  in  a  row 
there  will  be  a  job  fair,  Mar.  20  and 
21.  Last  year  30  recruiters  from  such 


employers  as  AT&T,  GTE,  Disney 
World  and  Arthur  Andersen  held 
interviews  in  Daytona. 

Other  student  gathering  points  in 
Florida:  Cocoa  Beach,  Tampa  and 
Key  West. 

What  about  Fort  Lauderdale?  It's 
relatively  safe  for  adults.  As  a  mecca 
for  spring  breakers  it  peaked  around 
1985,  when  some  350,000  students 
descended.  Locals  decided  that  was 
enough,  and  have  been  shooing  away 
students  every  since.  Last  year  only 
about  10,000  showed  up.  For  other 
good  family  resorts,  check  the 
Destin-Fort  Walton  Beach  area, 
Naples,  Captiva  and  Sanibel  islands, 
Clearwater  and  the  Space  Coast 
around  Cape  Canaveral.  And,  of 
course,  there's  Orlando's  Disney 
World,  where  the  college  kids  just 
blend  in  with  the  crowd. 

Cruise  line  operators  generally 
require  that  anyone  who  signs  up  for 
a  cruise  be  21  or  older  to  travel 
alone,  so  Carnival  Cruise  Lines'  and 
other  operators'  ships  offer  shelter 


from  the  student  hordes. 

Ever  since  the  riots  in  Palm  Springs 
in  1989,  when  50,000  students  ram- 
paged through  the  desert  resort's 
streets,  southern  California  has  been 
giving  a  cold  shoulder  to  spring 
breakers. 

Not  so  fortunate  are  people  who 
enjoy  peace  and  quiet  on  South 
Padre  Island  in  the  Gulf  of  Mexico 
off  Brownsville,  Tex.  About  130,000 
students  are  expected  to  swamp 
South  Padre  this  season. 

Thinking  of  a  ski  vacation?  Watch 
out.  Student  skiers  mob  the  Rocky 
Mountain  resorts  during  the  sunny 
days  of  March.  They  tend  to  favor 
moderately  priced  Colorado  resorts 
like  Steamboat,  Breckenridge  and 
Crested  Butte.  Aspen  is  high-priced 
but  gets  more  than  its  share  of  rowdy 
college  kids. 

Mexico  is  big  with  students,  many 
of  whom  make  the  trek  on  $700 
packages  that  include  hotel  and  air- 
fare. The  Yucatan's  Cancun  area  gets 
several  hundred  thousand  students 
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Eco-banditos 

The  State  Department  posts  travel  warnings 

on  its  Web  site.  You  shouldn't  always  ignore  them. 


By  Joseph  R.  Garber 


Holiday  Inn 
at  Panama  City 
Beach,  Ha., 
the  spring  break 
capital  of 
the  world 
Last  year 
550,000  students 
came  on  down, 
spending 
$300  million 
on  suds 
and  stuff. 


each  spring  break  season — witness  all 
the  McDonald's,  Domino's  Pizza, 
Hooters,  Carlos  'n  Charlie's  and 
other  fast-food  joints  that  now  litter 
the  area. 

To  calm  the  students  down  last 
year,  the  state  government  handed 
out  pamphlets  at  the  airport,  asking 
students  to  behave  themselves. 

If  you  want  to  visit  the  Yucatan  this 
spring,  head  farther  down  the  coast 
of  the  Cancun-Tulum  corridor, 
which  is  both  quieter  and  more  like 
the  Yucatan  used  to  be  (Forbes,  Aug. 
15,  1994). 

Nassau,  Bahamas,  also  attracts  the 
student  crowd,  and  wisely  sets  aside 
certain  areas  for  them  to  party.  Even 
in  tony  Bermuda  the  kids  turn  the 
roads  into  racetracks  for  mopeds. 

Our  general  advice:  If  you're 
headed  anywhere  on  vacation  this 
spring,  call  ahead  and  ask  your  hotel 
(a)  if  students  can  register  on  their 
own  and  (b)  if  many  have.  If  you  get 
two  yeses,  think  about  booking 
elsewhere. 


EE  small  MEN  with  big  guns 
fnonSk  )  the  road.  Slamming  on  the 
bi  ,.c  l.  n '  driver  whimpered:  "Oh, 
no!   '      '  -  •" 
I  waTi1.  m  ancl       °f  small,  3uu 

made  aspur-ox  ,rain  strips  like  Aspen  an^elluride 
join  some  German., 
to  Guatemala's  Tikal  M 

was  told  the  price  would  be  -rting  less  to  operate  than 
non-negotiable  gratuities  payable  ,  .        .  ,  .  ,  , 

Guatemalan  border  guards.         ^er  midsize  models' 
The  trip  wound  up  costing  me  a  ^ss  jets,  this 


al  commitment  to  slash -and-burn 
agriculture.  The  only  landmark  in 
sight:  a  putrid  creek  so  foul  even  stray 
dogs  avoided  it. 

What  I  cor  Id  not  see  from  where  I 
^ed  dirt  road  that 
principal  arter- 


lot  more. 

The  three  bandits  were  sharply 
dressed  in  freshly  pressed  military 
uniforms — camouflage  combat 
fatigues,  matching  hats  and  scarves, 
olive  drab  garrison  belts,  spit-shined 
jump  boots.  Having  been  a  soldier 
myself,  those  boots  were  the  first 
thing  to  c;rch  my  eye — or  rather,  the 
first  thing  after  the  M16A1  carbines. 

The  ambush  tactics  were  straight 
out  of  a  textbook — precise,  disci- 
plined and  methodical.  Two  gunmen 
positioned  themselves  ten  yards  in 
front  of  our  white  Chevy  van,  one 
stationed  at  1 1  o'clock  and  one  at  1 
o'clock.  With  their  rifles  aimed  at  our 
windshield,  they  could  pour  enfilad- 
ing fire  onto  anyone  foolish  enough 
to  resist  or  run. 

We  had  no  trouble  resisting  both 
temptations. 

Covered  by  his  partners,  the  leader 
marched  forward,  motioning  his  vic- 
tims out  of  the  van.  My  cash  and 
wristwatch  were  secreted  in  the  van's 
map  pouch.  I  started  to  kick  my 
camera  bag  beneath  my  seat.  Too 
late.  There  was  a  knock  on  the  pas- 
senger-side door.  I  hopped  out  and 
raised  my  hands  well  above  my  head. 
Remembering  that  eye  contact  is 
considered  bad  form  in  these  situa- 
tions, I  stared  off  into  the  distance. 

There  wasn't  much  to  see.  The 
countryside  around  me  was  scrubby 
wasteland,  the  aftermath  of  a  nation- 


,  .  71  c^Tifort 
thing  in  5, 


'nforcement. 
I^lice  post 
earned, 
road  are 

/led  some- 
.tuating  his 
point  with  an  impressive  bayonet.  He 
scooped  up  the  contents  of  my  pock- 
ets: loose  change,  a  Swiss  Army  knife, 
a  Bic  disposable  lighter  and  my  chew- 
ing gum.  That  was  annoying.  You 

A  volley  of  shots  rang  out. 
Another  vehicle;  more 
pigeons  to  be  plucked. 


just  can't  get  sugar-free  gum  on  an 
eco-tour. 

Over  on  the  other  side  of  the  van, 
a  second  bandit  was  relieving  my 
companions  of  watches,  jewelry,  cam- 
eras and  folding  money.  My  valuables 
were  out  of  sight.  I  felt  smug. 

The  bandit  leader  clambered  into 
the  van  and  set  about  slicing  open 
daypacks  with  his  bayonet.  All  he  got 
for  his  efforts  was  trail  mix.  Bon 
appetit. 

A  volley  of  rifle  shots  rang  out. 

A  hundred  yards  behind  us  anoth- 
er vehicle  had  crested  a  hill;  more 
pigeons  to  be  plucked.  However,  that 
vehicle's  sharp-eyed  driver  slewed 
into  a  turn  and  started  backtracking. 
The  bandits  opened  fire. 

I  had  to  admire  their  style — disci- 
plined, well-paced  shots  from  the 
classic  infantryman's  stance.  My  old 
drill  sergeant  would  have  approved. 
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This  charming  fellow  is  an  officii 
But  the  bandits  that  held  us  k 


^malan  soldier 
e  spiffy  uniforms,  too. 


As  the  other  vehicle  disappeared  in 
a  cloud  of  dust,  our  three  robbers  went 
back  to  work.  Their  last  discovery  was 
my  camera  bag.  Their  eyes  lit  up  as 
they  opened  it:  top-of-the-line  Nikon 
camera  gear,  $3,900  worth.  And  Fd 
heard  eco-touring  was  such  a  bargain. 

Appreciably  wealthier,  the  thieves 
shooed  us  back  into  the  van.  Off  we 
drove.  Quickly. 

A  few  miles  up  the  road,  our  driver 
stopped  at  a  military  base  to  report 
the  incident.  I  peered  out  the  van 
window  at  the  soldiers.  To  a  man 
they  wore  the  same  spiffy  camouflage 
combat  fatigues,  the  same  spit-shined 
jump  boots,  and  sported  the  same 
carbines  as  the  bandits. 

You  know,  a  suspicious  man  might 
draw  conclusions.  Maybe  we  should 
increase  our  aid  to  Guatemala  so  the 
army  doesn't  have  to  moonlight. 

Before  we'd  set  out,  the  owner  of 
our  cozy  Belize  resort,  Chaa  Creek, 
had  cautioned  us  that  visitors  to 
Guatemala  are  "sometimes"  robbed. 
You  laugh  off  warnings  like  that — 
until  it  actually  happens  to  you. 

When  I  returned  home,  I  checked 
the  State  Department's  on-line  travel 
advisory  service  (http://travel. 
state . gov /travel_warnings . html ) .  Its 
advisory  on  Guatemala  cited  "vicious 
machete  attacks,  rapes,  stabbings,  and 
robberies  of  foreign  tourists  .  .  . 
impunity  from  prosecution  is  a  major 
concern  .  .  .  Intercity  travel  after 
sunset  anywhere  in  Guatemala  is 
extremely  dangerous.  Travelers  in  pri- 
vate vehicles  have  been  robbed, 
abducted,  and  murdered.  There  have 
also  been  incidents  during  daylight 
hours.  Large-capacity  rented  vehicles 
and  travel-agency  vans  are  sometimes 
targeted  by  highway  bandits." 

Because  overland  travel  in  the  area 
around  Tikal  is  "difficult  and  danger- 
ous," the  State  Department  warns 
tourists  to  "fly  to  Flores  and  then 
travel  by  bus  or  tour  van  to  the  ruins." 

Not  much  of  an  alternative,  that, 
because:  "The  FAA  has  found  the  gov- 
ernment of  Guatemala's  civil  aviation 
authority  not  to  be  in  compliance 
with  international  aviation  safety  stan- 
dards for  oversight  of  Guatemala's  air 
carrier  operations." 

Guatemalan  tourist  literature  typi- 
fies its  citizens  as  "industrious."  The 
army  certainly  is.  H 
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It's  ready.  The  new  Falcon  900EX  is  now  fully  certified — and 
prepared  to  handle  your  global  travel  needs. 

This  long-range  business  jet  can  whisk  you  across  an  ocean 
(any  ocean)  in  luxurious  widebody  comfort  and  trijet  safety. 

Consider  its  demonstrated  ability  to  fly  9000  nm  with  only  one 
stop.  Speed  is  a  bonus,  too,  crossing  the  Atlantic  at  .84  Mach. 

This  Falcon  can  fly  you  in  and  out  of  small,  3000-ft  fields  near 
sea  level.  Or  challenging  mountain  strips  like  Aspen  and  Telluride 
in  the  heat  of  summer. 

The  900EX  is  amazingly  economical,  costing  less  to  operate  than 
other  large  cabin  jets,  or  even  some  of  the  older  midsize  models. 

More  than  simply  a  choice  in  long-range  business  jets,  this 
Falcon  represents  the  new  gold  standard  in  performance,  comfort 
and  value  among  all  business  jets.  To  learn  more,  call  John 
Rosanvallon  in  the  U.S.  at  (201)  967-2746  or  Jean-Claude  Bouxin 
in  Paris  at  (331)  40-83-93-08. 

THE  NEW  FALCON  900EX 
CERTIFIED  AND  PROVEN 


COLLECTORS 


Treasure  hunting 

People  with  a  practiced  eye  find  great  art  in  the  damnedest  places. 


By  Doris  Athineos 

Art  can  get  lost;  finding 
it  again  is  what  museum 
curators  live  for.  Forbes 
contacted  curators  who 
have  come  up  with  great 
finds.  Do  they  have  any 
tips  for  the  average  collec- 
tor? An  untrained  eye  is 
not  going  to  spot  any- 
thing, but  with  a  bit  of 
luck,  who  knows? 

Many  curators  are  will- 
ing to  give  advice  to  col- 
lectors. Why?  Self-interest. 
About  90%  of  what  winds 
up  in  New  York's  Metro- 
politan Museum  of  Art 
comes  from  collectors.  If 
that  silver  spoon  turns  out 
to  be  by  silversmith  Paul 
Revere,  you'll  be  encour- 
aged to  donate  it,  eventu- 
ally, to  the  museum  that 
helped  you  source  it. 

It's  not  only  encyclope- 
dic knowledge  of  South- 
east Asian  and  Indian  art 
that  makes  Martin  Lerner 
a  top  curator  at  the  Met- 
ropolitan Museum.  He 
has  a  knack  for  tracking 
down  lost  body  parts. 

Ten  years  ago  Lerner  mm 
first  set  eyes  on  the  top  half 
of  a  statue  of  an  exotic  dancer  at  the 
home  of  New  York  collectors  Florence 
and  Herbert  Irving.  The  head-and- 
shoulders  portion  of  the  800-year-old 
statue  from  Uttar  Pradesh,  India  was 
mounted  on  a  metal  stand  and  dis- 
played on  a  living  room  table. 

On  a  trip  to  London  in  1991  Lerner 
met  one  of  the  Irvings'  dealers  who 
said  the  bottom  half  was  rumored  to 
be  kicking  around  somewhere.  It 
wasn't  until  1994  that  Lerner  went 
into  a  Madison  Avenue  gallery  and 
found  the  missing  half,  the  same  pink- 
ish stone,  fresh  from  a  packing  case. 

''It  was  a  woman's  hips  from  the 
waist  down,  with  a  very  sexy  out- 


The  curator  at  the  Met  put  this  Indian  sculpture  back  together  again 
The  top  was  bought  in  London,  the  bottom  in  New  York. 


thrust  hip  and  raised,  bent  leg," 
remembers  Lerner.  After  some  hard- 
ball negotiations,  the  dealer  let  the 
bottom  half  walk  for  about  $25,000. 
The  Irvings  paid  five  digits  for  the 
top,  which  they  promised  to  the 
museum.  As  one  piece,  "Dancing 
Devata"  is  worth  about  $500,000 
and  now  stands  in  the  Met's  South- 
east Asian  art  gallery. 

Cruising  a  flea  market  in  Kutz- 
town,  Pa.  about  five  years  ago,  cura- 
tor Jack  Lindsey  spotted  some 
unpainted  wicker  furniture  on  the 
back  of  a  pickup  truck.  Lindsey  was 
stopped  by  the  workmanship  of  the 
starburst-patterned    chair  backs, 


woven  from  honey-colored 
rattan.  The  seller  thought 
he  had  struck  gold  when 
Lindsey  forked  over  $2,000 
for  an  old-fashioned  reca- 
mier,  a  table  and  two  chairs. 

But  it  wasn't  old  porch 
furniture  to  the  decorative 
arts  curator  at  the  Philadel- 
phia Museum  of  Art.  He 
flipped  over  a  chair  and 
found  a  light-blue  paper 
label.  The  four-piece  parlor 
set  was  made  by  Heywood 
Brothers,  a  Massachusetts 
firm,  around  1878. 

Very  little  of  their  wicker 
survives  intact.  "People 
used  wicker  furniture  in  gar- 
dens and  on  porches,"  says 
Lindsey,  37.  So  most  of  it 
rotted  away.  Or  it  was  paint- 
ed white  by  frugal  Victorian 
homeowners.  Academics 
turn  up  their  noses  at  these 
amateur  decoration  efforts. 
The  untouched  set  could  be 
worth  as  much  as  $70,000. 

The  Museum  of  Fine  Arts 
in  Boston  was  long  on  the 
hunt  for  a  classic  Winslow 
Homer  painting.  But  the 
best  were  locked  away  in 
other  museum  collections. 
Curator     Theodore  Stebbins 
thought  he   might  know  where 
another  could  be  found.  Stebbins, 
58,  first  saw  "Driftwood"  at  the 
home  of  S.  Emlen  and  Lydia  Stokes 
in  New  Jersey,  when  he  was  20.  Mrs. 
Stokes'  father,  Frank  Babbott,  had 
purchased  the  just-completed  paint- 
ing in    1909    for   $2,800  from 
Knoedler  &  Co.  in  Manhattan.  Steb- 
bins tracked  the  work  for  20  years  as 
it  drifted  through  the  Stokes  family. 

When  the  timing  seemed  right,  in 
1989,  Stebbins  came  calling.  He  was 
horrified  to  discover  the  painting 
tacked  to  the  wall  of  the  family's  fish- 
ing; cabin  in  the  Adirondacks. 
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He  convinced  them  to  lend  the 
original  to  the  museum,  and  gave  a 
reproduction  for  the  cabin  wall.  In 
1993  the  museum  paid  the  heirs 
about  $3  million  for  the  painting. 
Other  curators  with  more  money 
never  stood  a  chance.  "No  one  else 
knew  where  to  find  the  painting," 
chortles  Stebbins. 

When  Andrew  Robison,  the  draw- 
ings curator  at  the  National  Gallery 
of  Art,  browses  an  auction  catalog 
and  comes  across  the  words  "school 
of,"  he  starts  digging. 

In  1992  Robison  came  across  a 


description,  in  a  London  Sotheby's 
catalog,  of  a  red-chalk  drawing  of  a 
garden  scene.  It  was  described  vague- 
ly as  "French  school,  18th  century." 
Estimate:  $950  to  $1,300. 

When  Robison  saw  the  drawing  in 
the  salesroom  a  few  weeks  before  the 
auction,  he  was  struck  by  the  hatch- 
ing lines.  Following  a  hunch,  he 
faxed  notes  and  a  photocopy  of  the 
drawing  to  Margaret  Grasselli,  old 
masters  drawings  curator  at  the 
National  Gallery.  Bingo.  The  drawing 
turned  out  to  be  a  work  by  Jean- 
Antoine  Watteau,  arguably  France's 


Unpainted  wicker  recamier,  circa  1878,  from  a  furniture  set  found  at  a  flea  market 
A  Philadelphia  curator  paid  $2,000  for  the  set,  now  worth  up  to  $70,000. 


greatest  18th-century  painter.  Gras- 
selli, a  Watteau  expert,  had  the  docu- 
mentation to  prove  it. 

Robison  moved  fas*\  "I  was  ner- 
vous someone  else  would  recognize 
it,"  he  recalls.  Before  the  auction  he 
hired  a  dealer  to  bid  on  behalf  of  the 
museum — the  one  dealer  whom 
Robison  feared  was  most  likely  to 
make  the  Watteau  connection.  And 
that's  how  the  museum  nabbed  a 
$100,000  drawing  for  $3,030. 

Can  even  a  Michelangelo  pop  up 
in  the  damnedest  of  places?  Kathleen 
Brandt,  a  consultant  on  Renaissance 
art  to  the  Vatican  Museums,  was 
strolling  down  Manhattan's  Fifth 
Avenue  about  two  years  ago  when  a 
marble  statue  of  a  naked,  curly-haired 
boy  caught  her  eye.  The  3-foot-high 
statue  was  visible  through  the  glass 
doors  of  the  French  Embassy  office, 
which  is  a  stone's  throw  from  the 
Metropolitan  Museum.  Brandt  saw 
the  hand  of  Michelangelo  in  the 
finely  chiseled  stone.  - 

Overnight  the  embassy's  fountain 
decoration  became  a  long-lost 
Michelangelo  that  some  experts 
claimed  was  worth  at  least  $10  mil- 
lion. "Cupid"  even  made  it  onto  the 
front  page  of  the  New  York  Times, 
and  was  invited  to  the  Metropolitan. 

But  even  the  best  art  historians  can 
get  carried  away.  Other  scholars  dis- 
agreed with  Brandt,  who  is  backing 
off  her  original  claim.  "It  could  be  by 
Michelangelo's  teacher  Bertoldo," 
she  concedes,  "but  that's  just  as  inter- 
esting." Not  to  the  rest  of  us. 

In  January  1997  the  Metropolitan 
secredy  began  chemical  tests  to  deter- 
mine where  the  marble  came  from 
and  the  age  of  the  sculpture.  It  may 
be  500  years  old,  says  a  museum  offi- 
cial, but  it  could  have  been  sculpted 
by  Michelangelo  or  by  one  of  his  stu- 
dents, or  even  by  a  no-name  stone- 
cutter. The  Metropolitan  hasn't 
scheduled  any  showing  of  the  work 
while  the  academics  mull  it  all  over. 

Curious  about  your  own  discov- 
ery? Curators  aren't  supposed  to  tell 
you  what  your  art  is  worth,  but  they 
can  help  trace  its  origin. 

A  word  of  caution.  Curators  can  be 
gruff.  Privately,  they  envy  collectors. 
Not  for  their  wealth,  but  because 
they  can  buy  what  appeals  to  them— 
without  board  approval.  H 
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FINANCIAL  SERVICES 


Receive  Value  Line 
for  only  $^§:$55 

An  Introductory  subscription  to  The  Value  Line  Investment  Survey 

brings  you  the  2000- page  Investors  Reference  Library— Value  Line's  most  recent 
Ratings  and  Reports  on  1 700  stocks  and  the  practical  guide  How  to  Invest  in  Common 
Stocks.  You  will  also  receive  analyses  of  about  130  stocks  each  week  for  10  weeks  for 
$¥5T$55.  Available  only  once  every  three  years  to  any  household.  SPECIAL  BONUS: 
With  your  subscription  you  will  receive  as  an  extra  bonus  J.K.  LASSER'S  YOUR 
INCOME  TAX  1997  with  •  expanded  personal  recordkeeper  •  tax  organizer  • 
worksheets  •  sample  forms  PLUS  •  free  update  supplement  with  forms  for  filing  • 
telephone  hotline  •  tax  tips  on  the  Internet.  The  winner  among  tax  guides."  -  Smart 
Money.  (Retail  price  $14.95;  available  while  supplies  last.)  Special  Extra  Bonus — Our 

New  Video  INVESTING  THE  VALUE  LINE  WAY:  How  To  Mate  The  Stock 

Market  Work  For  You.  Free  with  your  trial  subscription.  Your  subscription  may  be 
tax-deductible.  Consult  your  tax  advisor.  Send  check  or  money  order 
along  with  name,  address  and  zip  code  together  with  this  ad  or: 

Call  Toil-Free  1-800-833-0046 


Ext.  2903  Dept.  916K24  American  Express,  MasterCard  or  Visa.  24  hours  a  day.  7  days 
a  week.  II  you  are  not  completely  satisfied  return  all  materials  in  good  condition  within  30 
days  from  the  start  of  your  trial  subscription  for  a  lull  refund  of  your  lee.  Allow  4  weeks 
for  delivery.  NY  residents  add  sales  tax.  Foreign  rates  upon  request. 

The  Value  Line  Investment  Survey*/-^ 

j.     PO  Box  3988  New  York. 
^^^NY  10008-3988_—-^ 


MUH 


d) 

</>— 

a>0 
co  a 

co  c 
DO 

o>jg 
S>I 

a.  w 


EXECUTIVE 


S1K 


CONSULTING 

✓  Substantial  Income 

/  Prestigious  Business 

✓  Low  Risk 

/  Moderate  Investment 
/  Financing  available 
/  Work  part  or  full-time 
/  No  royalties 
/  No  employees 
/  No  inventory 
/  High  ROI 

800-660-0330 
Mon-Fri,  9am  -  5:30  pm,  CST 


INCORPORATE  IN  DELAWARE 


Specialists  in  setting  up  Oeicwore  Corporations  General,  Aircraft, 
Boot  &  Shefl  Corporations.  Coll  01  write  for  our  fRll  KIT 

We  MnMi  cottfttietrtiai 
quality  service  for  a 
>g£_  reasonable  rate. 

3  S  U  Silverside  Rd.  # )  OS-FB  •  Wilmington,  DE  USA  19810 
302-477-9800  •  800-32K0RP  •  FAX  302-477-981 1 
E-moR  corp@delreg.com  •  Internal  http://delteg.com 


Confidential  Banking 


for  your  Wealth  Management  we  offer: 
•Protection  from  Lawsuits 
•Brokerage  Services 
•Reduce  Income  Taxes 
•Asset  Protection  &  Privacy  'Estate  Planning 
Call  today  1-800-266-8211 
Merrill,  Scott  &  Associates 


Go  Public 
PUBLIC  SHELLS 
AVAILABLE 


Tele  310  5566820 
Fax  310  5566823 
E-mail:  BKL5@aol.com 
http://www.bkl.com 


OFFSHORE 


TAKE  YOUR  BUSINESS  OFFSHORE  FOR  THE 
BEST  ASSET  PROTECTION  AND  PRIVACY 
Companies  -  Bahamas,  B VI,  Cayman 

tvr  . 

Tnisrs,  Bank  &  Securities  Acco,      ^  '"'/ct 
Credit  Cards  *S?5 
Visa/MC/Amc*  G""Pfetc 

(800)551.9105  UnjversalM 


I'frp  if 


.skysurf.com/m 
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CAPITALIST  TOOL' 


BUSINESS  OPPORTUNITIES 


$350,000++  Potential 
Annually  FROM  HOME 

S350-S2M  possible  annually  from  one-time 
$8.0(X)  purchase  $75K  potential  1st  few  months. 
One  year  old.  global  company,  break-through 
pnxluct  and  profit  structure.  Work  from  wherever 
you  have  phone,  fax  No  inventory  or  selling  expe- 
rience required.  No  meetings,  not  MLM.  Call 
now— 1-800-432-00 IX  x2776  for  24  hour  2 
minute  message. 


your  business! 

For  the  expert  help  you  need  call: 
1-800-FRANCHISE 
(1-800-372-6244) 

Francorp* 

Specialists  In  Franchise  Development 


CAPITAL  AVAILABLE 


FA$T  EA$Y  FINANCING 


or  equity  capital  for  your  business.  New 
database  profiles  10,000  active  lenders 
willing  to  take  risks  your  bank  won't. 
75  financing  types  give  you  countless 
options  for  every  deal. 

FREE  INFO  800-580-1188 


EDUCATIONAL  SERVICE 


HIRE  AN  ITALIAN  TEACHER 

Choose  when  to  begin  and  when  to 
stop,  timetable  and  frequency.  A  one 
-to-one  Italian  language  lesson  for 
your  job  or  a  language-learning 
vacation  for  your  family.  Contact: 
Koine  Center  Via  de'  Pandolfini,  27- 
50122  Firenze  (Italy)-Tel.  01 139-55- 
213881  fax  01139-55  216949 


EDUCATIONAL  SERVICES 


Universitv  Deqrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in:  Business  Admin,  Public  Admin. 

Health  Care  Admin,  Human  Resources, 
Finance.  International  Business,  Tech  Mgmt, 
Law.  Paralegal.  Psychology.  Call  lor  brochure 
(800)  477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E  17  St-F,  Santa  Ana,  CA  92705 
http://www.scups.edu 
Email:  enroll@scups.edu 


MBA  by  Distance  Learning 

Maior  British  university  otters  accredited  MBA,  no 
Bachelor's  or  GMAT  needed  Chosen  by  Economist 
Intelligence  Unit  as  one  ol  wortd's  best  MBA  programs 

HERIOTWATT  UNIVERSITY  j  (800)  MBA-0707 
North  American  Distnbutor  I        Ask  lor  ext  6 
6921  Stockton  Awe.  Suite  C,  El  Cerrito.  CA  94530 
For  immediate  FaxBack  literature:  from  your 
fax  machine's  phone,  call  (510)  488-8900. 


COLLEGE  DEGREE 

BACHELOR'S  •  MASTER'S  •  DOCTORATE 

For  Work.  Lite  and  Academic  Experience 

Earn  your  degree  through 
convenient  home  study 

(800)  423-3244  ex.  185 
Fax:  (310)  471-6456 
send  detailed  resume  lor  mc  iviLuiiroh 

Pacific  Western  University 

1210  Auahi  Street,  Dept.249,  Honolulu.  HI  96814-4922 


For  details  on 
FORBES  MARKET 
CLASSIFIED 
CALL  OR  FAX 
LINDA  LOREN 
(212)260-0620  or 
FAX  (21 2)  260-81 83, 

e-mail: 
lloren@forbes.com 
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CIGAR  ACCESSORIES 


-  Use  Promotional  Products 


PromoDirect's  Multimedia  Catalog 


100%  Satisfaction 
Money  Back  Guarantee 


Introductory  offer  $19. 

CD-ROM  Features: 

Hundreds  of  promotional  products,  best 
See  your  logo  on  each  product. 
•  Search  for  product  by  your  needs. 
\  •  Order  via  your  computer. 
No  salesperson  calling  on 


M  I 

prices! 


http://ivwMr.promodireet.eoin/forbes 


Phone:  (805)  383-2800  •  Fax:  (805)  383-2803 
Modem:  (805)  383-2802  •  email:  save@promodirect.com 


Make  it  'Thunder  in  the  Southwest" 
when  you  explore  New  Mexico 
on  a  Harley-Davidson  with 
American  Frontier  Motorcycle 
Tours,  lnc.™The  ultimate  all- 
inclusive  luxury  motorcycle  tour. 
PO  Box  9242  Santa  Fe  NM  87504 
Phone/Fax:1  -888-TOURSHD 

e-mail:  thunder®  americanfrontiermc.com 
The  web:  www.americanfrontiermc.com 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 
We  buy  &  sell  Diamonds 
and  all  Precious  Gemstones. 
Free  wholesale  catalog  since  1967! 
Member:  Jewelers  Board  of 
Trade  &  Chamber  of  Commerce. 

HOUSE  OF  ONYX 
1  Main  St.,  Greenville,  KY  42345 
1-800-844-3100  or  FAX  502-338-9605 


EXECUTIVE  GIFTS 


Back  pain? 


Based  on  the  Alexander 
Technique,  PosturEvolution  is  not 
simply  a  seating  device,  it's 

a  long-term  approach 
to  back  care. 

Our  seat  support  guides  you 

into  sitting  properly. 
And  good  posture  can  lead 
to  immediate  comfort  and  to 

lasting  relief. 


800  392  0363 


You're  Successful! 
So  why  aren't  you 
happy? 

Compulsions  and  Addictions: 
alcohol,  drugs,  sexuality,  eating 
disorders,  co-dependency. 
Pavilion  International  is  not 
Not  just  another  rehab,  this 
beautiful  new  $5  million 
treatment  center,  perched  on 
160  mountainous  acres  in 
North  Carolina  offers  a  unique 
approach  that  has  been  proven 
successful.  Let  us  show  you 
how  to  find  and  nurture  your 
true  identity.  We  work  when 
others  have  failed. 

Pavilion  International 
Call  1-800-392-4808 


BOOKS/AUTHORS/PUBLISHERS 


NEW  AUTHORS 

PUBLISH  YOUR  WORK 

All  sub/eels  considered: 
Fiction.  Biography,  Poetry,  Religion,  Childrens 

AUTHORS  WORLDWIDE  INVITED 

write  or  send  your  manuscript  to: 
MINERVA  PRESS 

2  OLD  BR0MFT0N  ROAD,  LONDON  SW7  30Q,  ENGLAND 


HUNT  TROPHY  ELK  in  BEAUTIFUL 
BADLANDS  OF  NORTH  DAKOTA 


*  Private  Herd  •  No  License  Required  'Brj^Guai  >r  Black  Powder 

*  Bison/Fallow  Deer  or  •Bron/Hk  <  bmbo's  •  Also  Hunt  lor  Prame 

Dog,  Turkey  Grouse,  Goose,  Coyite,  Fox  &  Pheasant 
•Guided  Archery  Hunts  Mule  Deer  &  Antelope 
•  Lodging  *  Home  cooked  Meals 
NO  HIDDEN  CHARGES — GUARANTTT.  KILL  OR  NO  BVY 

Cedar  Rtffje  Hk  Rarrii 
Rural  Route  1,  Box  4,  Rharne,  ND  5S651 


Humidors  That 
Show  Good  Taste 


•  "A"  rating  by  Cigar  Aficionado 

•  Cherry  with  Spanish  Cedar  inlenor 

•  Other  woods  •  400  cigar  capacity 

•  Starting  at  only  $790 

The  Cigar  Chest  Company™ 

104  Essei  Street.  2nd  Fl  .  Haverhill.  MA  01832  USA 
Tel.  (508)  521-3367  Fax  (508)  521-7167 
http://www.Gigarchest.com 


Here's  A  Business 
Jet  Solution  For  People 
Who  Never  Thought 
They  Could  Afford 
A  Business  Jet 


M-inchjsive  fractional  ownership  of 
Leatjef  and  Challenger'''  aircraft 
with  costs  tailored  to 
your  exact  requirements. 
Call:  1-800-590-JETS 


r 


BUSINESS 

JetSohitions 

The  Executive  Aviation  Affiliate  of 

AmericanAirlines 


FINE  ART  - 


DALI 

Collect  Rare,  Authentic 
Limited  Editions 
from  $  2500 


CALL  FOR  CATALOG 

1-800-999-DALI 

or (310)  798-1360 


SILVERSTATE  FINE  ART 


HOUSEHOLD  STAFF 


STERLIN  G 

SERVICES 

1-800-800-6757 


COUPLES 
BUTLERS/ HOUSEMEN 
CHEFS/COOKS 
LANDSCAPE  GARDENERS 
COMPANIONS 
ESTATE  MANACERS 


Completely  Screened 
THE  HOUSEHOLD  PROFESSIONA 


*HMtfftWi!lihl 


Richard  Petty  Driving  Exptrltnc* 

is  available  year  round  at  Atlanta,  Charlotte,  Las  Vegas, 
and  Walt  Disney  World  Speedway.  5  courses  to 

choose  from  with  rides  starting  at  $99.99. 
For  more  information  and  a  free  brochure,  call: 

I  BOO  •irpirry 


SEEKING  PRIVATE  JET  OWNER 


Manufacturing  company  will  contribute  $  or  stock  on 
aJI  flights  shared,  if  convenient  with  owner  Please  tel. . 
fax.  or  e-mail  responses  in  care  of  Mark  Bowen,  CEO. 


Public  Transportation  Safety  International  Corporation 
523  West  Sixth  Street  S  1222 
Los  Angeles.  CA  90014 
Tel.  213-689-7763/Fax  213-689-7765 

e-mail  s1pts@aol  com 
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Forbes    Trinchera  Ranch 


Bring  The  Level  Of  Your  Next 
Meeting  To  New  Heights. 


You  get  a  different  perspective  from  up 
here,  high  in  the  Southern  Rockies  of 
Colorado.You're  in  the  midst  of  250  magnifi- 
cent square  miles  known  as  Forbes  Trinchera- 
the  perfect  getaway  from  the  stresses  of  the 
corporate  world. 

Your  accommodations,  which  include  an 
experienced  professional  staff  of  fifty,  fit  per- 
fectly into  the  natural  setting  of  this  property. 

Here,  you're  surrounded  by  majestic  beau- 
ty. Lofty  peaks  scrape  the  blue  Colorado  sky- 
the  highest  reaching  14,345  feet. 

The  air  is  so  clear,  fresh  and  clean  that  you 
feel  invigorated,  revitalized  and  re-generated. 


You  will  accomplish  much  more  at  your  meet- 
ings. 

And  after  work,  there's  play.  More  than 
forty  miles  of  trout  filled  streams.  Miles  of 
trails  to  hike  on  and  discover.  Skeet  shooting. 
Horseback  riding.  And  you're  not  that  far 
from  a  challenging  golf  course. 

Let  our  altitude  give  your  next  meeting  a 
fresher  attitude.  If  you'd  like  a  closer  look,  call 
1-800-FORBES-5. 

Forbes  Trinchera  Ranch 

A  Forbes  Executive  Retreat 


Andrew  Anker. 
CEO.  HotWired.  Inc. 


There  are  cool  places  on  the  Internet.  And  then 


there  are  truly  hot  ones -like  the  HotWired" 


Network  (www.hotwired.com),  serving  over  two 


To  create  one  of 
the  most  dynamic 
Web  sites,  HofWirei 
clicked  on  Sybase. 


million  page  views  every  day  What  helps  HotWired  generate  all  this  heat?  Sybase®  We  provide  the  database  and  Internet 


Internet  Solutions 


solutions  that  run  their  site  end-to-end.  We  make  it  dynamic.  Personalized. 


Different  every  time  you  see  it.  We  even  help  track  visitors'  browsing  habits,  so  content  is  automatically  updated  with 
each  visit.  Which  is  why  more  of  the  top  Internet  sites  run  on  Sybase  than  any  other  solution.  For  a  more  in-depth  look 


at  what  we've  done  for  HotWired,  visit  www.sybase.com/hotwired.  Or  call 
us  at  1-800-8-SYBASE.  It's  where  the  most  dynamic  Web  sites  begin.  www.sybase.com 


I  Sybase 


>I>)T  Svna»e.  Int  S,ha.e  aid  die  Sybase  logo  are  rici-lcred  lr«knwrkN  of  Stiu*.  IlK  Ollblde  the  I  S   tall  I  SIM  •ti-.'S'H  (Oil!  I  hnvh  Hm»ired  anil  Ihe  Hollired  de.isn  logo  an-  trademark.,  of  »ired \enlure.  In 


The  future  ot  trading 

eSchw 


$29.95  per 
Stock  Trade 


from  one  of  the 
biggest  names  in  trading. 

e.Schwab™  is  the  new,  state-of-the-art  computerized  trading  service 

that  lets  you  combine  the  two  things  you  need  most  in  your  trading:  a  low 
commission  of  just  $29.95  for  stock  trades  up  to 
1,000  shares  and  the  confidence  of  knowing  that 
you're  trading  with  Charles  Schwab. 


(click) 


Trade  with 
cSchwab  on  the 
World  Wide  Web. 

www.schwab.com 


e.Schwab  gives  you  a  higher 
level  of  control,  convenience  and 
capability.  You  can  access  your         r  ~  ~ 
portfolio,  create  charts  and 
graphs,  and  get  quotes  24 
hours  a  day,  7  days  a  week. 

At  last,  your  computer 
expertise  has  its  rewards. 


$5,000  account  minimum.  A  $5  monthly  account  minimum  fee  may  apply  (waived  if  two  commissionable  trades  have  been 
made  over  the  previous  12  months).  A  $5  fee  may  be  charged  for  person-to-person  service  exceeding  limitations.  Software 
shipping  and  handling  fee  of  $6.95  (does  not  apply  if  account  is  opened  at  a  local  branch). 


Act  Now  and  the 
e.Schwab  Software  Is  on  Us. 

Open  your  e.Schwab  Account  today  and 
start  saving  with  lower  commissions. 
For  your  complimentary  software,  call: 

1-800-e-Schwabext.104 

1-800-372-4922  ext.  104 


Charles  Schwab 


©1997  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (1/97) 


Wont  Burn  Up  On  Reentry 


•  3.2-liter,  290-horsepower,  v-6  engine  with  vtec 
♦  New  6-speed  manual  transmission 

♦  Leather-appointed  4-way  power  seats 

♦  Acura/Bose®  Music  System 

•  Automatic  Climate  Control  System 

♦  ABS  and  Traction  Control  System  (TCS) 
♦  Priced  around  $86,000* 


'HILE  THE  ACURA  NSX  was  inspired  by  the  F-16 
fighter  jet,  it  becomes  apparent,  on  close  inspection,  that 
the  latest  NSX  was  also  influenced  by  a  rocket. 

Its  sweeping  lines  and  forward-poised  cockpit 
may  seem  familiar,  but  beneath  the  fuselage,  increased 


this  craft?"  So  we  equipped  it  with  larger  brakes. 

And  assuming  that  you'll  not  be  engaging  in  any 
covert  missions,  the  NSX  comes  in  an  eye-catching  array 
of  color  choices.  New  among  them,  Spa  Yellow  Pearl, 
Monte  Carlo  Blue  Pearl  and  Kaiser  Silver  Metallic. 


engine  displacement  allows  it  to  produce  290  horsepower.* 
To  further  add  to  the  sheer  pleasure  of  driving,  we  added 
a  new  six-speed  manual  transmission  to  put  torque  right 
where  you  need  it  and  improve  midrange  acceleration. 
The  obvious  next  question  was,  "How  do  you  slow 


All  of  which,  we  should  mention,  are  specially 
formulated  to  help  resist  rock  chips,  acid  rain,  and  the 
relentless  friction  of  reentering  earths  atmosphere. 

Call  1-800-TO-ACURA  for  information,  (11 
or  visit  our  website  at  www.acura.com.  jAtiCILLAjO* 


mmmmmm, 


When  it  comes  to  productivity, 
the  writings  on  the  wall. 


Chances  are  you  use  a  whiteboard.  After  all,  it's 
the  most  widely-utilized  collaborative  business  tool 
in  the  world.  Has  been  for  ages.  But  your  business 
operates  differently  than  it  did  ages  ago. 
And  if  your  business  has  to  keep  up  with,  the 
times,  why  shouldn't  your  whiteboard? 

Introducing  Ibid,  the  PC  Whiteboard.  It 
looks  like  a  normal  whiteboard.  And  you  write  on 
it  just  like  yon  would  a  normal  whiteboard. 


But  that's  about  where  the  similarities  end.  Because 
this  whiteboard  connects  directly  to  your  PC. 

Collaborating  and  brainstorming  will  never  be  the 
same  again.  And  neither  will  your  business. 
That's  because  Ibid  will  help  make  your 
operations  more  productive  and  more 
communicative.  Instantly  and  painlessly. 
Because  evervone  knows  bow  to  use  a 
whiteboard  and  PC.  And  everyone  benefits. 


The  best  way  to  Collaborate,  Create,  Capture,  and  Communicate  your  ideas. 


If  you're  reading  this,  you're  u  hardcore  I'C  freak.  We  respect  that.  Ibid  connects  through  o  standard  serial  port  (interface).  Ibid  uses  the  power  of  Microsoft's®  Windows  3.1,  3.11 
anil  Windows  95.  Image  transfer  via  OLE  drag  &  drop.  Clipboard  or  file  export.  Application  software  is  32  bit  and  rum  in  the  background  to  continuously  record  board  data. 
Supports  most  Windows®  compatible  printers  and  video  cards  in  an\  standard  resolution.  ©IWT  MicroTouch  Systems.  Inc.  All  rights  reserved.  MicroTouch  and  the  MicroTouch  logo 
are  registered  trademarks  and  Hud  is  a  trademark  of  MicroTouch  Systems.  Inc.  Microsoft  is  a  registered  trademark  and  Windows  is  a  trademark  of  Microsoft  Corporation.  Inc. 
All  other  company,  brand,  or  product  names  are  registered  trademarks  or  sen  ice  marks  of  their  respective  holders. 


Use  Ibid  to  connect 
your  brain  to  the  rest 
of  the  world. 


[Not  to  mention  your  PC,  faxes,  printouts,  e-mail,  Internet  and  videoconferences. ] 


Since  you  can  print  out  copies,  no  one  needs  to  take 
notes.  And  you  can  fax  these  handouts  to  anyone  who 
couldn't  make  the  meeting.  Or  send  them  as  e-mail 
attachments  to  remote  sites.  You  can  incoiporate  them 
into  virtually  any  application  you  want, 
from  Microsoft  Word®  to  PowerPoint: 
You  can  even  Internet  conference  in  real 
time.  How  better  to  connect  your  brain  to 
the  rest  of  the  world.  How  better  to  get 


►  I  #  Powered 

lbic 


instant  feedback.  To  eliminate  downtime.  To  be  more 
productive,  more  pro-active  and  more  professional.  To 
communicate  your  ideas  quicker.  Better.  Smarter. 
Not  even  an  electronic  copy  board  comes  close. 

Because  Ibid  can  do  tons  more.  For 
tons  less.  In  fact,  it  only  costs  $499. 
To  get  yours,  visit  your  nearest  retailer. 
Or  call  800-MicroTouch  for 
©         more  information. 


1  Micro-Touch 


Where-  gr&t  ideas  jfart: 


800-MICROTOUCH 


www.microtouch.com 


OfficeMax 


B»vinga  U  the  Bottom  Llaat* 


COMP 


micro  CErrcET 


nc  computer  mgmtwmi 


Play  in  the  street 
without  getting 
run  over. 

Signal"  is  designed  to 
give  serious  investors  the 
information  they  need  to 
make  money.  Data  on  more 
than  1 30,000  issues,  Dow 
Jones  headlines,  news 
headlines  direct  from  the 
trading  pits— all  in  real  time, 
right  to  your  desktop 
through  satellite,  cable,  or 
FM. 

With  Signal,  the  leading 
real-time  information  service, 
you  can  watch  your  portfolio 
throughout  the  day  and  be 
alerted  to  highs,  lows,  and 
volumes.  You  can  also  use 
the  service  to  chart,  analyze, 
and  research. 

It's  your  whole  financial 
world -all  seamlessly  linked 
to  your  computer— in  one 
real-time  service. 

1-800-523-6380,  ext.  15 1b 


DATA 

BROADCASTING 
CORPORATION 


Real  real  time  is  real  real  money.™  http://www.dbc.com 

Signal  is  a  registered  trademark  of  Data  Broadcasting  Corporation.   ©  1996  Data  Broadcasting  Corporation 


•  Real-time 
quotes  di 
from  the 
trading  floors 

m 

•  Instant  news 
headlines  and 
the  ability 
to  sort  and 
search  by 
keywords 

•  Limit  alerts 
and  news 
aler 

•  Portfolio 
manage 


Bringing  Wall  Street 
to  your  desktop 
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THE  END  OF  OUT  OF  TOUCH 

A  C  T^e  Essentia'  Capitalist  Tool  When  corporate 

belts  tightened  in  the  late  '80s,  company  jets  were 
among  the  first  perks  to  go.  Now,  with  speed  and 
communication  at  a  premium,  top  executives  understand 
that  flying  commercial  can  be  a  false  savings.  ASAP  takes 
off  with  today's  winged  victors.  By  Geoff  Baum 
Al  Shugart/Seagate  Technology  49  Philip  Knight/Nike  and 
Linda  Wachner/Warnaco  50  Warren  Buffett/Berkshire  Hath- 
away and  Gilbert  Amelio/ Apple  Computer  53  Gary 
Comer/Lands'  End  and  Paul  Allen/Microsoft  54  Stephen 
Wynn/Mirage  Resorts  and  Charles  Schwab/Schwab  Corp.  57 

£L  i\  Buy'n6  High  At  the  annual  NBAA  air  show,  the 

U  w  price  tags  on  business  jets  can  hit  $30  million.  But 
the  atmosphere  still  has  the  down-home  aura  of  a  colossal 
car  lot.  Go  ahead,  kick  the  tires. 

|J?  One  Connected  Quartet  Teleconference  this! 

ww  Doing  serious  business  still  means  going  on  the 
road.  But  out  of  the  office  no  longer  means  out  of  the 
loop.  ASAP  strikes  up  with  a  quartet  of  high  tech  trekkies. 
By  Anthony  Brandt 

66  Strauss  Zelnick  The  CEO  of  BMG,  a  major  player  in  the 
music  business,  plays  his  riffs  on  the  keyboard  ot  an  IBM 
ThinkPad. 

70  Martha  Stewart  Using  a  PowerBook  and  a  chauffeured 
Chevy  Suburban,  the  Queen  of  Domestic  Detail  keeps  tabs  on 
her  expanding  empire. 

74  Regis  McKenna  After  30  years  as  high  technology's  reign- 
ing existentialist,  the  chairman  of  The  McKenna  Group  packs 
major  power  in  a  small  suitcase. 


78  Chris  Blackwell  He  discovered  Bob  Marley  and  Jimmy 
Cliff.  Now  his  prescient  ear — glued  to  a  Motorola  StarTac  cel- 
lular phone — tunes  in  the  sweet  song  of  global  voice  mail. 

©  A  This  Is  No  Vacation  For  a  connected  executive  like 
3Com  CEO  Eric  Benhamou,  a  trip  to  Berlin  requires 
stamina.  Also  electric  adapters,  alligator  clips,  and  screw- 
drivers. By  Gary  Andrew  Poole 

O  Q  Room  Service  (Not)  Almost  two  out  of  every  three 
^#  %J  business  hotel  customers  now  carry  laptops.  The 
rooms  they  pay  dearly  for  offer  the  kind  of  technology  backup 
only  a  Luddite  could  love.  By  Geoff  Baum 

O  f  \  Wire('  on  tne  ^un  when  it's  time  to  pick  up  email  at 
<r  \M  the  airport,  it's  every  harried  traveler  for  herself.  Here- 
with, a  list  of  frustration-fighting  tips  and  products  to  ease  the 
pain.  By  Lewis  Perdue 

Q  y§  ASAP  Interview:  Richard  Branson  The  profit- 
J  T1  loving  Proteus  at  the  helm  of  Virgin  talks  about  busi- 
ness travel,  the  Internet,  and  how  to  run  150  companies. 
By  David  Sheff 

«4  f\^T  Satellite  Mapping  When  Space  Imaging  launches 

I  \M  m   its  new  polar  orbit  reconnaissance  satellite  this  year, 
no  bald  spot  on  Earth  will  be  safe  from  its  prying  photo- 
graphic eye.  By  Richard  Rapaport 

^  f  \  A  Mode  Less  Traveled  It's  one  minute  after  right 
I  I  \J  now;  do  you  know  where  your  children  are?  With 
cell  phones  sending  global  positioning  satellite  data  to  parents' 
laptops  every  half  hour,  one  day  soon  they'll  be  keeping  track 
of  teenagers  a  la  Big  Brother.  By  Lee  Patterson 
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94  Richard  Branson  Image  is  everything,  so  the  savvy  man  behind 
the  Virgin  phenomenon  can  even  turn  failure  into  success.  Bumping  back  to  Earth  only  one  day 
into  an  around-the-world  balloon  flight,  the  marketing  marvel  still  got  his  message  out. 


DEPARTMENTS 

^  O  Editor's  Letter:  As  an  element  in  a  company's  global 
I  w  communications  system,  corporate  jets  have  changed 
from  perk  to  practical  necessity.  The  envy-ridden  won't 
like  this,  but  facts  and  information-age  economics  make  the 
case  convincing.  By  Rich  Karlgaard 
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Letters  to  ASAP 


^  ^  Game  Plan:  Blinded  by  the  Byte  In  an  era  when 
mm  mm  we're  told  data  is  destiny,  it's  tempting  to  follow  the 
information  highway  into  bad-decision  hell.  By  Bill  Walsh 

O  A  T^e  Va'ue  Chain:  The  Buck  No  Longer  Stops  Here 

mm^f  The  accelerating  process  of  "disintermediation"  is 
eliminating  the  distances  (and  percentages)  that  separate 
producers  from  consumers.  By  William  Davidow 

f  The  Big  Picture:  The  Future,  Caught  in  a  Cross  Fire 

mm  %J  With  the  Soviet  Union  nyet  problema,  both  American 
political  extremes,  left  and  right,  see  a  new  enemy  in  technol- 
ogy's dynamic,  uncontrollable  future.  By  Virginia  I.  Postrel 

O  O  Te'ecosm  and  Beyond:  Over  the  Paradigm  Cliff 

mm  J  Things  change  because  smart  folks  figure  out  how  to 
provide  abundance  where  before  there  was  scarcity,  thus  creat- 
ing new  scarcities  for  clever  innovators  to  fill.  CDMA  wireless 
technology  turns  spectrum  scarcity  on  its  ear.  By  George  Gilder 

The  Terminal  Investor:  Online  Help  for  Timing  Your 
/  Stock  Sales  Using  computers  offers  a  big  advantage 
when  it  comes  to  deciding  when  to  sell  stock:  no  emotion. 
Some  good  programs  let  you  make  cool,  calculated  decisions. 
By  Michael  Gianturco 


A      Breaking  Away:  Buccaneer  Collector  Saddle-shoe 

TT  mm  addict  Harvey  Vengroff  runs  a  tight  ship  and  a  suc- 
cessful debt  collection  agency  from  a  64-foot  ketch  on  the 
high  seas.  By  Andrew  Feinberg 

"4«4       Legends:  Sandy  Robertson  Thirty  years  ago  this 

I  mm  canny  investment  banker  saw  the  future  and  put 
himself  at  the  profitable  pivot  point.  By  Owen  Edwards 

*4  *4  U"  The  Unknown  Entrepreneur:  The  Adventures  of 
I  I  vr  Ping,  Wing,  and  Bing  In  this  installment  of  Mo's 
Better  Blues,  our  startup  desperado  goes  toe  to  toe  with 
greedy  venture  capitalists,  then  beats  the  bad  guys  with  help 
from  the  ad  guys.  By  Mo  Schumpeter 

^      Mores:  The  Execution  of  Good  Ideas  A  bemused 
I  /  look  back  at  some  bright  lights  that  failed  to  flicker 
in  1996.  By  Owen  Edwards 

-j  ^  /\  The  Peters  Principles:  For  the  Feel  of  Friction 

I  Am  w  Still  reeling  from  an  overdose  of  "The  Big  Issue," 
the  Great  Guru  tries  to  OUTFLANK  the  ubiquitous  chip  and 
get  back  to  REAL  LIFE!  By  Tom  Peters 
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Where  should  your  enterprise 
communications  strategy  begin: 


^Compute/world  s 
vendor  confidence  survey  dhows 
greater  customer  datLtfaction  with 
3Com  product*)  and  serviced  than 
with  any  of  their  competitors. 


Please  call  us  and  we'll  gladly 
provide  you  with  reprints  of  the 
article  which  quantities  the 
advantages  ot  3Com  networks,  or 
you  may  access  the  inlormation 
directly  on  our  website. 


Partnership 


©1996  3Com  Corporation.  3Com  is  a  registered 
trademark  of  3Com  Corporation.  All  other 
trademarks  are  those  of  their  respective  owners. 


Girth? 

By  knowing  networks  from  the  ground  up, 
3Com  is  delivering  solutions  for  the  real  world. 


Precious  lew  companies  have  mastered  advanced  computer 
networking.  And  of  those,  only  one  began  where  the  rubber,  as 
they  say,  meets  the  road:  at  the  user  level.  In  fact,  3Com  has 
networked  more  than  42  million  users  around  the  world. 

Knowing  how  networks  work  at  every  level  compels  3Com 
to  deliver  more  than  the  big  switches  and  routers  used  to  run 
Fortune  500  global  systems.  3Com  network  solutions  deliver 
the  consistent  application  response  time 
critical  to  businesses  of  today  like  banks, 
healthcare  providers  and,  not  surprisingly, 
other  major  technology  companies.  If  ,  like 
these  companies,  you  consider  networks 
to  be  vital  —  not  optional  —  to  your  business,  contact  3Com. 
With  a  stellar  reputation"  for  reliability,  value  and  follow- 
through,  3Com  can  undoubtedly 
put  your  network  on  a  solid  footing. 


1  800  NET  3Com 

(option  2) 


www.3com.com/earth 


Our  system 


You  have  a  vision  for  your  business -but  your  business  strategies  extend  beyond  the  reach 
of  ordinary  information  technology.  At  Symbol  Technologies,  our  vision  is  focused  on  breaking 
down  those  boundaries  with  industry-specific  data  management  systems  that  empower  you 
to  go  anywhere  at  any  time  to  capture  and  communicate  vital  information. 

Data  is  the  foundation  of  todays  knowledge-based  enterprise.  Symbol  lets  you  capture, 
transfer  and  manage  data  for  a  solution  that's  truly  strategic.  That's  because  Symbol  alone 
has  integrated  the  three  core  competencies  needed  to  transform  data  into 
wavv  action -wireless  LANs,  hand-held  computing  and  bar  code  laser  scanning 


mm 
mini 


Vision  w  ancj  combined  them  with  the  industry  systems  expertise  and  global 

without 

Boundaries        support  to  deliver  a  complete  solution,  from  system  design  to  system 


What  if. :: 


eginwith"Whynot..'! 


ntegration  (including  third-party  hardware  and  software)  to  system  implementation. 

Result:  Unmatched  data  management  systems  for  linking  IT  to  the  physical  world  of 
aw  materials,  manufactured  goods,  retail  merchandise,  packages,  paper  and  people... including 
he  freedom  and  mobility  to  manage  data  as  it  moves  through  every  link  in  the  supply  chain. 

What  if  you  had  the  opportunity  to  turn  your  vision  into  a  reality?  Why  not  partner  with 
he  industry's  leader  and  find  out  how  a  data  management  system  from  Symbol  Technologies 
an  help  you  improve  productivity,  effectiveness  and  profitability -to  turn  your  vision  into 
vision  without  boundaries.  For  more  information,  call  Symbol  at 

-800-722-6234  or  reach  us  on  the  World  Wide  Web  at  mmmmmmMm  m.l@ 

ttp://w  ww.symbol.com/ccf.htm  *iBJM9MMW 


I There  is  an  entire  world  beneath  this  sky,  and  on  it  daily,  2,066, 706 futures  are  traded, 
69,960,000  barrels  of  oil  are  produced,  136,145  cars  roll  off  assembly  lines,  countless 
disasters  occur  and  governments  govern,  some  well,  some  poorly.  Yet,  with  all  this  diversity, 
one  basic  need  transcends  all  others.  The  need  to  communicate.  This  is  our  planet.  From 
|  where  we  sit,  there  are  no  borders  dividing  countries,  no  ribbons  of  telephone  lines,  no  dishes, 
i  fust  the  shy.  And  if  you  can  see  the  shy,  you  can  communicate  on  our  planet. 


INTRODUCING 


Tie  first  affordable,  portable,  global  communications  system.  Phone,  fax,  e-mail  and  messaging,  for  about  the  price  of  a  laptop  computer. 
Call  l-888-PLANE  Tl  or +1-30 '1-2 '14-3500  outside  the  U.S.  E-mail:  Planetl@comsat.com  Web:  vww.comsat.com  &COMSAT 

Personal  Communcatiorts 


RICH 


ABUNDANCE,  SCARCITY,  AND  TIMING 

KARLGAARD 


"Even  Bill  Gates  admits  that  if  he  could  know 
just  one  thing  about  the  future,  it  would  be  the 
timetable  of  bandwidth's  rollout." 


Guessing  the  future  of  the  Information  Revolution  is 
easy  here,  hard  there.  Easy  is  silicon.  Microprocessor 
I  speeds  will  double  every  12  to  18  months  at  the  same 
price  point,  and  will  work  this  compounding  miracle 
for  another  10  years  at  least.  Hard  is  bandwidth. 
Backhoes  and  rocket  launches  don't  follow  Moore's  Law.  Our 
own  FCC  distorts  the  market  with  its  outdated  guarantees  of 
telephone  cross-subsidies,  wrongheaded  auctions  of  the  wireless 
spectrum  (as  if  spectrum  were  finite,  like  Central  Park  views), 
and  an  irrational  hatred  of  cable  companies. 

Plenty  of  hurdles... lots  of  guesses.  Even  Bill  Gates 
admits  that  if  he  could  know  just  one  thing  about  the 
future,  it  would  be  the  timetable  of  bandwidth's  rollout. 

In  the  long  run,  prospects  are  terrific.  Reed  Hundt 
will  not  oppress  forever. 
Bandwidth  demand  is 
now  so  huge  that  quick 
minds  and  deep  pockets 
are  working  round  the 
clock  to  deliver  solutions. 
One  day,  anyone  who 

wants  it  will  have  enough  cheap  bandwidth  to  get  full-motion, 
large-screen  images  in  a  blink. 

But  until  that  day  —  what?  What  does  one  do  about  this 
spectacular  opportunity  with  an  unknown  timetable? 

Getting  rich  from  stock  picks  is  hard  enough.  (Proof:  Only 
18%  of  mutual  fund  managers  specializing  in  technology  stocks 
beat  the  Dow  Jones  Industrial  Average  in  1996.)  And  it  is  sure 
no  laugher  being  a  bandwidth  entrepreneur  these  days.  Gun  the 
engine  too  early — as  many  Web  publishers  did — and  you  could 
end  up  roadkill  on  the  road  ahead. 

Needed  is  a  framework  for  thinking  about  the  problem.  Here, 
we  defer  to  George  Gilder.  In  his  current  piece,  "Over  the 
Paradigm  Cliff,"  starting  on  page  29,  he  writes:  "The  key  to  par- 
adigm shifts  is  the  collapse  of  formerly  pivotal  scarcities,  the  rise 
of  new  forms  of  abundance,  and  the  onset  of  new  scarcities. 
Successful  innovators  use  the  new  forms  of  abundance  to  redress 
the  emergent  shortages." 

The  Industrial  Revolution  saw  an  abundance  of  watts,  plum- 
meting in  price,  used  to  overcome  shortages  of  labor,  draft  horses, 
and  natural  resources.  Thus  far,  the  Information  Revolution  has 
been  mostly  about  chips.  The  plummeting  price  of  transistors  saw 
the  use  of  chip  power — mips — to  redress  the  scarcity  of  watts  as 
well  as  the  scarcity  of  bandwidth.  Cisco  routers  are  an  example 
of  hurling  abundant  mips  at  scarce  bandwidth.  When  that 


glorious  day  of  diluvial  bandwidth  arrives,  Cisco  may  have  a 
problem.  For  now,  mips  are  cheap,  bandwidth  is  dear,  and 
$49.6  billion  is  Cisco  Systems'  market  cap. 

The  final,  absolute  scarcity  is  neither  mips  nor  bandwidth, 
but  time.  Or  as  George  dryly  puts  it,  "the  speed  of  light  and 
the  span  of  life."  (Here  we  are  stuck.  Not  even  Bill  Gates  can 
bribe  God.) 

At  first  glance,  you  might  think  the  speed  of  light  is  a  com- 
munications barrier.  It  is,  per  se,  but  curiously  it  will  limit  the 
production  of  mips  more  than  bandwidth.  Nine  inches 
a  nanosecond  imposes  more  limits  on  computer 
architecture  than  does  186,000  miles  a  second  on  global 
data  transfer.  That  is  the  ultimate  reason  why  bandwidth- 
enabled  products  and  services  will  prevail  over  mips- 

enabled  products  and 
services  in  the  long  run. 


Pop  quiz:  What  do  the 
following  facts  tell  you? 
One,  business  today  gets 
done  at  a  breakneck  pace. 
Two,  our  time  is  scarce.  Three,  the  market  has  determined  (above 
Graef  Crystal's  shouting)  that  executive  time  is  worth  big  money. 
Four,  your  customers  are  everywhere  on  the  face  of  the  earth.  Five, 
they  demand  personal  contact  (being  analog  humans,  after  all). 

The  answer  is — no  surprise — you'll  have  to  travel  a  lot.  Fast 
and  efficiently,  too,  or  your  performance  will  suffer.  Okay  so  far? 
Now  the  stopper:  In  this  environment  the  corporate  jet  has  real, 
practical  utility.  The  smartest  thing  you  can  do — a  no-brainer, 
perhaps — may  be  to  own  a  jet  and  use  it  frequently. 

Frugal  minds  don't  easily  accept  this.  Just  the  thought  of 
lucky  others  flying  around  in  private  chariots  at  40,000  feet  is 
enough  to  break  blood  vessels  in  the  envious.  Then  there  is 
Warren  Buffett.  For  years,  the  sage  of  Omaha  has  written  about 
the  "indefensibility"  of  corporate  jets.  They  are  perks.  Any  CEO 
who  covets  one  is,  QED,  more  attuned  to  his  own  sweet  plea- 
sure than  to  annoyances  like  shareholder  return.  When  Buffett 
himself  succumbed  and  bought  his  own  jet,  he  coyly  named  it 
The  Indefensible. 

Clearly,  Buffett  has  come  to  his  senses.  The  new  abundances 
and  the  emerging  scarcities  have  reset  the  table.  On  page  49  we'll 
make  the  politically  incorrect  argument  that  corporate  jets  are 
now  defensible.  Perhaps  even  necessary...  that  is,  until  bandwidth 
and  mips  give  us  a  Star  Trek  transporter.  ■ 
►  Agree?  I  Ksagree?  Use  your  bandwidth  to  reach  me  at  rich@forhesasap.com. 
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don't  just  make  better  software.  We  make  better  companies. 

do  that  by  giving  you  a  better  return  on  information.  A  better  return  on  information 

ns  meeting  customers'  needs  faster.  It  means  making  the  most  of  changes  in  the 

cetplace.  It  means  increased  revenues,  profits  and  growth  opportunities. 

■tter  return  on  information  means  different  things  to  different 

panies.  But  it  always  means  a  better  company.  And, 

ir,  SAP  has  helped  nearly  7,000  companies  in 

sundries  become  just  that.  To  find  out  what 

tter  return  on  information  can 

Dr  you,  visit  us  at  http:// 

w.sap.com  or  call 

00-283- 

P. 


The  laptop  freed  you  from  your  office. 
Now  we're  about  to  free  you  from  your  laptop. 


It's  Windows®  in  the  palm  of  your 
hand.  Incredible,  isn't  it,  the  kind  of 
mobility  the  new  Velo  gives  you. 
Whether  you're  writing  a  brief  on  a 
plane  or  sending  e-mail  from  a  hotel 
room,  it's  never  been  easier  to  carry 
your  work  around. 

The  Velo  has  a  built-in  modem  as 
well  as  Windows  CE  pocket  versions  of  Word,  Excel  and  Internet 
Explorer.  And  check  this  out:  it  even  lets  you  record  voice 
memos.  It  weighs  less  than  a  pound,  but  does  a  ton  of  work. 
Call  l-888-FOR-VELO  or  visit  our  Web  site  at  www.velol.com. 


LeJkk  make  ilwys  betfetf 
PHILIPS 


MAGNAVOX 


©1997  Philips  Electronics  North  America  Corporation 
Veto  is  a  registered  trademark  of  Philips  Electronics  All  other  names  are 
either  registered  trademarks  or  trademarks  ot  their  respective  owners 


The  Great  Big  Issue 

I  have  never  before  spent  so 
much  time  with  a  single  issue  of 
any  magazine  as  I  have  with 
Forbes  ASAP,  "The  Big  Issue."  I 
read  (sometimes  slowly)  every 
one  of  the  essays — and  will  go 
back  and  reread  some  of  them. 
Congratulations  to  the  Forbes 
ASAP  staff  and  all  the  contribu- 
tors for  helping  to  reset  my 
mind.  They  brought  together  an 
amazing  array  of  ideas  that  will 
take  time  to  digest.  Now,  just 
please  wait  awhile  before  putting 
out  another  great  issue  so  I  have 
some  time  to  get  through  all  of 
the  other  things  I  put  aside  when 
my  copy  of  Forbes  ASAP  arrived. 
JERRY  L.  JORDAN 
President  and  CEO 
Federal  Reserve  Bank  of 
Cleveland 

Thanks  for  putting  me  in  such 
august  company! 
MICHAEL  KINSLEY 
michkin@microsoft.com 

Quite  an  issue.  I  must  confess, 
I  don't  have  a  clue  what  Tom 
Wolfe  is  talking  about.  I  am 
not  that  techie. 
ANDY  GROVE 
Andy_Grove@ccm.sc.intel.com 

"The  Big  Issue"  is  simply 
superb.  Tom  Wolfe  is  brilliant. 
Mark  Helprin  simply  blew  me 
away.  Paul  Johnson  delivered 
in  a  major  way;  I  found  it 
terribly  useful,  particularly  in 
putting  forward  the  concept  of 
the  "synoptic"  historian. 
PETER  M.  ROBINSON 
robinson@hoover 
.stanford.edu 

The  issue  is  more  than  terrific! 
ANN  WINBLAD 
awinblad@humwin.com 

I  devoured  "The  Big  Issue"  on 
the  way  home  and  have  read 
about  80%  of  the  articles.  So 
far,  Tom  Wolfe's  piece  is  far 
and  away  the  best. 
STAN  DAVIS 
StanMDavis@aol.com 

I've  been  running  around  a  bit, 
a  little  sick  with  this  and  that, 
but  I  couldn't  put  off  any 
longer  writing  about  your 


sensational  issue.  It  is  unbe- 
lievably rich  and  I'm  not 
even  through  with  it.  And 
what  luck  to  get  all  that  copy 
from  Tom  Wolfe.  You  are  to 
be  congratulated. 
WILLIAM  F.  BUCKLEY,  JR. 
000 1 2 1 0059@mcimail.com 

Twelve  stars  out  of  10  for  a 
superior  issue.  Keep  on  doing 
what  you  are 
doing. 

BRIAN  L.  HICKEY 
mebebh@ix 
.netcom.com 


Best  damn  maga- 
zine I've  ever  read. 
From  the  incredi- 
ble graphics  (the 
elephant  in 
Gilder's  article  is  a 
classic)  to  the 
thought-provoking  essays — 
just  a  real  magnificent  piece  of 
work. 

GEORGE  DILLON 
gadillon@tiac.net 

"The  Big  Issue"  may  have  been 
the  best  thing  I  read  in  1996. 
(The  only  competitor  to  it  was 
David  Gelernter's  1939).  You 
and  your  team  did  a  fantastic 
job.  The  concentration  of  tal- 
ent, intelligence,  learning,  and 
style  went  beyond  critical 
mass.  Only  the  brain-dead 
could  read  it  and  not  find  their 
minds  blasted  into  high  gear. 
CRAIG  HENRY 
Snail  Mail 

Everyone  I've  been  talking 
with  has  said  how  great  the 
issue  is.  Mark  Helprin's  piece 
was  really  wonderful. 
PAM  ALEXANDER 
76304. 3 1 43@compuserve.com 

Your  issue  is  the  most  interest- 
ing magazine  I  have  read  in  my 
entire  life  (born:  December  7, 
1951)!  Anyone  who  cares 
about  the  future  should  read  it. 
ANNE  E.  POWERS 
Miami,  Florida 

Thank  you  for  putting  together 
the  most  interesting,  thought- 
provoking,  intelligent  writing 
about  the  digital  revolution 
I've  ever  had  the  pleasure  of 


reading.  Or  should  I  call  it  the 
digital  kakumei,  per  Mr. 
Eisenach?  ["Kakumei,  Not 
Revolution,  Is  the  Challenge"] 
BLAISE  PATRICIA  SIMPSON 
blaise@nrgpr.com 

Congratulations!  Yesterday  I 
purchased  your  issue  on  the 
newsstand,  ripped  off  the 
shrink-wrap  cover,  and  haven't 
stopped  reading 
it  since.  This  is 
truly  the  best  of 
the  best,  a  com- 
pilation of 
ideas,  trends, 
and  analysis 
that  should  be 
required  read- 
ing for  anyone 
preparing  to 
understand  the 
coming  decade. 
RENEE  SCHERB 
74344.33 1 4@compuserve.com 

As  I  enter  the  second  year  of 
my  seventh  decade,  I  sit  here  in 
the  boonies,  contemplating 
none  too  confidently  the 
human  condition,  utilizing 
whatever  resources  are  at 
hand,  and  reaching  few  defini- 
tive conclusions.  Among  those 
few,  however,  I  easily  conclude 
that  two  magazines  stand  out 
head  and  shoulders  above  the 
rest,  namely  The  New  Yorker 
and  Forbes  ASAP,  not  necessar- 
ily in  that  order.  The  first- 
named  is  clearly  miles  ahead  of 
any  other  magazine  of  its  sort 
for  no  other  reason  than  its 
willingness  to  devote  whatever 
space  is  needed  to  tell  a  story, 
or  more  accurately,  to  tell  a 
point  of  view.  It  is,  however, 
the  failure  of  that  magazine's 
editorial  staff  to  consider  and 
publish  a  full  array  of  balanced 
points  of  view  that  delimits  its 
excellence  and  thus  renders  it 
something  less  than  the  best  it 
could  be. 

As  to  the  second-named, 
Forbes  ASAP  is,  to  my  way  of 
thinking,  so  far  ahead  of  any- 
thing else  of  its  kind  that  it  vir- 
tually defies  comparison.  I 
have  watched  Forbes  ASAP 
since  its  inception,  and  I  am 
always  amazed  at  its  willing- 
ness to  open  its  agenda  so  that 


the  reader  is  afforded  a  venue 
virtually  unlimited  by  editorial 
prejudice  or  priority. 
JAMES  E.  VAUGHN 
Delaplaine,  Arkansas 

What  a  great  time  you  guys 
and  gals  must  have  entertain- 
ing suggestions  from  your 
panoply  of  authors!  Forbes 
ASAP  is  intellectually  stimulat- 
ing to  those  of  us  who  have  a 
smattering  of  knowledge  and 
an  idle  interest  in  what  is  going 
on  in  the  field  of  computers 
and  communication.  Forbes 
ASAP  is  a  great  dividend  for 
the  Forbes  subscription. 
TOM  TURNER 
territom@sunet.net 

You  have  outdone  yourselves. 
I  am  retired  and  as  poor  as  a 
church  mouse,  but  I  like  to 
keep  up  with  things.  My  sub- 
scription to  Forbes  helps  me  do 
that.  I  think  "The  Big  Issue"  is 
worth  keeping.  In  years  to 
come,  my  grandchildren  can 
read  it  and  learn  how  things 
were  in  1996.  My  copy  is 
already  dog-eared,  but  I  am 
going  to  try  to  get  a  pristine 
copy  to  put  away  for  them. 
CHARLES  E.  CHAPLE 
CEC48@aol.com 

The  Big  Stinking  Issue 

I  have  found  a  wonderful  solu- 
tion to  one  of  my  junk  prob- 
lems: Whenever  my  mailbox 
contains  a  thick,  glossy,  adver- 
tising-filled publication  with 
an  article  by  George  Gilder, 
Rush  Limbaugh,  or  other 
trendy,  supercilious  drivel  gen- 
erators, I  dump  the  publication 
right  there.  Saves  time,  saves 
carrying  the  stuff.  Unfor- 
tunately (perhaps),  Forbes 
ASAP  qualifies  100%  for  this 
treatment. 

GEORGE  NOVOTNY 
73557.41  ©Compuserve. com 

I  usually  look  forward  to  read- 
ing Forbes  ASAP,  but  the 
December  2  issue  is  in  a  class 
by  itself.  After  reading  several 
paragraphs  of  each  article,  I 
didn't  finish  a  single  one.  After 
10  minutes  I  threw  the  maga- 
zine into  the  trash  can.  It  is 
probably  the  worst  issue  of  the 
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The  "Big  Issue" 
is  the  most 
interesting 
magazine  I  have 
read  in  my 
entire  life! 
Anyone  who 
cares  about  the 
future  should 
read  it. 


magazine  ever  published. 
Totally  worthless. 
EDWARD  J.  ROSS 
EJRoss@prodigy.com 

Why  don't  you  include  page 
numbers  on  every  page?  I  was 
reading  Richard  John 
Neuhaus's  article  on  the 
Internet,  which  begins  on  page 
101.  The  article  continues  on 
page  134,  but  there  are  no  page 
numbers  from  130  to  144.  Is 
there  a  purpose  in  making  it 
difficult  to  finish  reading  the 
articles? 
JOAN  LOFTUS 
loftus@netcom.com 

Either  do  not  break  up  an 
essay  or  number  the  damn 
pages,  including  the  full-page 
ads  and  the  special  advertising 
sections  one  through  umpteen. 
If  software  were  designed  like 
this  issue,  it  would  be  quickly 
trashed. 
BERNIE  BOND 
b007@shore.intercorh.net 

I've  finished  plowing  through 
"The  Big  Issue."  Your  inten- 
tions were  good,  but  I  have  a 
suggestion  for  your  next  big 
issue:  If  you  will  reduce  the 
torrent  of  words  by  half,  I  will 
pay  double  the  price.  English 
(language]  authorities  Strunk 
and  White  taught  that  as  sen- 


tences become  shorter,  they 
become  stronger.  The  same 
could  be  said  for  the  writing  of 
pundits. 

DAVE  WESTON 
Dave@Weston-CDP.com 

"The  Big  Issue"  was  subtitled 
"53  Seers  and  Sages  on  the 
Techno-Future."  Out  of  these 
53  know-it-alls,  only  5  are 
women  (and  one  is  Camille 
Paglia).  Personally,  I  think  that 
the  techno-future  will  be  more 
than  10%  female.  Forbes  ASAP, 
join  the  '90s! 
ANNE  MARIE  YERKS 
ayerks@osfl.gmu.edu 

Congratulations!  It  was  a 
fine  issue,  both  in  text  and 
artwork.  But  one  tiling  puz- 
zled me:  If  all  those  people,  or 
most  of  them,  work  with  "new 
media,"  shouldn't  more  email 
addresses  be  included  in  the 
writer's  micro-resume  at  the 
story's  end? 

This  is  the  best  way  for 
readers  to  interact  directly 
with  writers  and  is  already  a 
normal  practice  in  magazines 
such  as  Wired.  It  also  rein- 
forces a  point  of  view  present- 
ed by  many  of  your  authors: 
the  suppression  of  mediators 
between  the  "source"  and  the 
"receiver." 

ROBERTO  TIETZMANN 
rtietz@cesup.ufrgs.br 

What — mediate  ourselves  out? 

—Eds. 

Your  Forbes  ASAP  "Big  Issue" 
was  an  impressive  achieve- 
ment, and  while  I'm  writing  to 
praise,  I'm  also  writing  to  sug- 
gest room  for  additional  per- 
spectives. I'd  like  to  see  you 
cover  how  digital  technology 
is  changing  many  aspects  of 
the  business  of  art,  both  art 
appreciation  and  marketing, 
as  well  as  artistic  creation. 

A  few  of  your  contributors 
skim  the  surface  of  this 
(Stanley  Crouch  on  jazz 
improvisation  as  a  metaphor, 
and  various  authors  mention- 
ing virtual  reality  in  passing), 
but  no  one  wrote  about  how 
the  appreciation  of  digital  art 
will  involve  a  new  kind  of 


artistic  education,  new  display 
technologies,  and  new  public 
spaces. 

NORMAN  WEINSTEIN 
753 1 4.202@compuserve.com 

A  Wolfe's  Wisdom 

Tom  Wolfe's  "Big  Issue" piece 
("Sorry,  but  Your  Soul  Just 
Died")  generated  more  mail  than 
any  other.  Here  is  a  sampling: 

I  just  finished  reading  Tom 
Wolfe's  piece  and  thoroughly 
enjoyed  it.  I'm  not  sure  I 
necessarily  agree  with  the 
implications  that  we're  almost 
entirely  hardwired  at  birth, 
but. ..that's  why  I  like  him. 
ERICHIPPEAU, 
Eric_Hippeau@zd.com 

Thank  you  for  saying  it!  The 
death  of  God  is  old  news.  The 
real  news  is  the  death  of  sci- 
ence's erroneous  20th-century 
view  of  man's  mind  as  chemi- 
cal and  material.  Dr.  West  of 
the  Discovery  Institute  sum- 
marizes the  four  leading  errors 
introduced  by  "science"  in  the 
20th  century: 

•  Rejection  of  reason  and 
objective  truth.  (This  is  the 
sad  legacy  of  Darwin,  Marx, 
Freud,  Nietzsche,  and  many 
others.) 

•  Debunking  of  objective 
morality.  (It  is  okay  to  cheat 
on  your  wife  because  in  all 
world  cultures  men  seek  sexu- 
al variety;  after  all,  neuro- 
science  says  we  are  "hard- 
wired" to  do  so!) 

•  Denial  of  personal  responsi- 
bility. (The  criminal  can't  be 
blamed;  he  had  a  dysfunction- 
al family  life.) 

•  Encouragement  of  coercive 
utopianism.  (Hillary-care, 
welfare  as  we  know  it,  etc.) 

In  the  21st  century,  God  is 
reborn  in  human  conscious- 
ness. Man's  mind  is  not  mater- 
ial but  spiritual.  Spiritual 
sense  is  "hardwired"  into  each 
of  us  (to  use  the  materialist's 
ugly  expression). 
RICH  TRADEWELL 
Costa  Mesa,  California 

While  Tom  Wolfe  brings  some 
fascinating  new  material  to  an 
age-old  argument,  he  still  fails 


to  ask  the  key  question:  What 
are  values  and  why  do  we  need 
them?  Without  a  discussion 
of  this  question,  which  most 
philosophers  avoid  in  a  disin- 
genuous effort  to  turn  "values" 
into  a  floating  abstraction,  we 
end  up  fixating  on  a  false 
dichotomy. 

So  what  if  both  our  intelli- 
gence and  character  are  deter- 
mined by  our  genes?  It's  how 
we  choose  to  use  these  assets — 
the  goals  we  pursue  and  the 
means  we  select  to  pursue 
them — that  is  the  essence  of 
morality.  It  is  the  easiest 
experiment  in  the  world  to 
prove  that  people  make  choic- 
es and  that,  as  a  result  of  these 
choices,  they  experience  con- 
sequences. (Note:  It  is  the 
choice  itself  that  leads  to  con- 
sequences, not  the  intention 
behind  the  choice.) 

If  we  lose  sight  of  this  fact, 
we  cripple  our  ability  to  distin- 
guish "right"  from  "wrong." 
BILL  FREZZA 
frezza@interramp.com 

Like  his  attire,  Tom  Wolfe's 
information  about  "Freudian 
psychiatry"  is  so  out  of  date 
it's  laughable.  (In  fact,  it's  now 
called  "psychoanalysis,"  Tom.) 
And  like  computers  and 
hamburgers,  psychoanalysis 
today  looks  very  little  like  the 
original  concept. 

Today's  psychoanalysts  are 
among  the  most  highly  trained 
professionals  in  the  world.  The 
"old  crocks  with  sham  medical 
degrees,"  as  Wolfe  calls  them, 
have  to  have  an  M.D.  in  psy- 
chiatry or  a  Ph.D.  in  clinical 
psychology.  They  must  com- 
plete their  internship  and  resi- 
dency, and  then  another  6  to 
10  years  of  schooling  and 
supervised  psychoanalysis — 
including  their  own.  (A  writer, 
on  the  other  hand,  can  shoot 
off  his  or  her  mouth  with  no 
background  on  the  subject 
whatsoever.) 

Wolfe's  claim  that  psycho- 
analysis is  a  "quaint  relic"  is 
also  laughable.  Psychoanalytic 
patient  loads  continue  to 
increase  year  after  year.  And 
this  is  in  spite  of  the  fact  that 
many  people  find  the  very  idea 
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Welcome  to  the  Age  of  Multimedia.  An 
age  where  the  barriers  of  time  and  space 
will  no  longer  exist.  An  age  where  people 
from  opposite  sides  of  the  world  will  be 
able  to  communicate  face-to-face. 

At  NEC,  we've  positioned  ourselves  to 
be  the  true  leader  at  this  turning  point  in 
history.  We're  the  only  high-tech  company 
that  ranks  among  the  top  five  in  all  three 
key  multimedia  technologies  -  semicon- 
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FINALLY,  A  VISION 
OF  MULTIMEDIA 
THAT  LINKS  MORE 

THAN  JUST 
WORDS,  PICTURES 
AND  SOUNDS. 


ductors,  computers  and  communications. 
In  fact,  we  hold  over  29,000  patents  on 
everything  from  DRAM  chips  to  portable 
satellite  phones. 

To  learn  more,  call  1-800-338-9549 
or  reach  us  on  the  Internet  at  http:// 
www.nec.com. 

just  imagine 
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NEC 


Whenever 
my  mailbox 
contains  a 
thick,  glossy, 
ad-filled 
publication  with 
trendy, 
supercilious 
drivel,  I  dump  it 
right  there. 


of  psychoanalysis  to  be  person- 
ally threatening:  grandiose  nar- 
cissists posing  as  quaint  relics, 
for  example;  are  you  there, 
Tom? 

JIM  SCHNERINGER 
jschner@airmail.net 

Our  techno-future  has  no  heart 
and  soul.  Therein  lies  the 
importance  of  people  to  the 
future  of  technology  in  our 
society.  No  microchip  will  ever 
replace  the  spiritual  heart. 

Ubiquitous  connectivity 
and  overwhelming  speed  and 
content  may  enable  us  to  better 
know  ourselves,  and  even  to 
protect  us,  but  as  long  as  we 
survive  (and  one  of  the 
promises  of  biotechnology  is 
longer  life),  there  will  be  the 
need  for  ethical  and  moral 
judgments  for  which  mechani- 
cal/algorithmic answers  won't 
suffice. 

Just  as  we  cannot  legislate 
morality,  we  cannot  gene- 
splice  it  or  computerize  it. 
Ethics  and  Morals  101  on  a 
CD-ROM  may  enhance  but  not 
replace  parental  guidance.  If 
we  insist  on  taking  a  technolo- 
gy pill  each  morning  to  elimi- 
nate human  foibles  the  way  we 
want  to  take  a  pill  for  the  com- 
mon cold,  to  lose  weight,  or  to 
gain  intelligence,  we  will  lose 
not  only  our  freedom  to 


choose,  but  thereby,  techno- 
logical advances  as  well. 
RICHARD  ARNOLD 
rich@ntplx.net 

Dear  Seers 

"There  are  forces  greater  than 
a  computer" — I  know  I  have 
just  uttered  a  blasphemous 
statement  and  should  be 
burned  at  the  stake,  according 
to  some.  But  it  is  true,  and  I 
was  glad  to  see  the  same  senti- 
ment expressed  so  well  in 
Owen  Edwards's  article 
["Remembrance  of  Things 
Fast"]. 

ANGELA  K.  DURDEN 
Angelawrtr4hre@msn.com 

Please  tell  Mr.  Eisenach 
["Kakumei,  Not  Revolution,  Is 
the  Challenge"]  that  despite  his 
naive  efforts  at  etymological 
analysis,  the  Japanese  word 
kakumei  still  has  the  same  vio- 
lent connotations  as  the 
English  word  revolution. 
Kakumei  uses  the  Chinese 
readings  of  its  constituent 
characters.  It  means  "revolu- 
tion," not  "renewing  rules  and 
order."  The  meaning  cannot  be 
stretched,  and  it  is  a  very  dan- 
gerous thing  to  try  to  guess  the 
meaning  or  connotations  of  a 
word  by  looking  up  the  mean- 
ings of  its  constituent  charac- 
ters, as  any  competent  transla- 
tor can  tell  you. 
MARK  SLOBODA 
slob@gol.com 

Some  of  the  seers  and  sages  are 
on  shaky  ground  when  they 
seek  to  pontificate  about  such 
things  as  creation,  free  will, 
and  God.  George  Gilder  tells  us 
that  "it  will  be  seen  that  belief 
in  monotheism  and  belief  in 
objective  truth  and  science  are 
essentially  the  same  thing." 
Emotionally,  I  like  his  state- 
ment, but  until  this  century, 
science  was  based  mostly  on 
the  (highly  productive) 
premise  that  nature  was  simply 
dependable.  The  "God" 
implied  did  not  necessarily 
have  to  be  benevolent  to 
mankind,  omnipotent,  or  non- 
material.  We  don't  really  know 
that  all  matter  is  dumb — pan- 
theism is  still  a  possibility.  The 


earlier  premise  of  dependabil- 
ity has  now  become  one  of 
dependability  in  a  statistical 
sense,  but  that's  the  way  sci- 
ence works. 

My  own  suggestion  is:  Dis- 
tinguish carefully  among  scien- 
tific observations,  wisdom 
derived  from  religious  tradi- 
tions, and  mathematical  mod- 
eling attempts.  Keep  your  cool 
and  learn  to  live  with 
uncertainty. 
PAUL  BAIRD 
PBairdl611@aol.com 

With  respect  to  George 
Gilder's  otherwise  excellent 
article,  the  first  couple 
columns  of  anxious  polemics 
remind  me  of  Shakespeare:  The 
gentleman  doth  protest  too 
much,  methinks.  And  it  might 
be  helpful  to  take  away  Gilder's 
buzzword  generator.  Shakes- 
peare again:  Neither  a  buzz- 
word generator  nor  a  polemi- 
cist be,  for  such  writing  oft 
loses  both  itself  and  friend. 
DICK  KUGLER 
ios@iosystems.com 

Just  wanted  to  say  how  incredi- 
bly strong  the  new  issue  of 
Forbes  ASAP  is.  I  liked  Tom 
Wolfe's  piece  a  lot,  but  it 
wasn't  at  the  top  of  my  list — 
primarily  because  this  was  such 
a  fast  league,  with  such  great 
results.  I'm  still  standing  in 
that  museum  hallway,  looking 
both  ways,  living  in  both  a 
cybercosmic  life  in  2016  and 
also  back  in  Italy  in  1906 
[Mark  Helprin's  "The 
Acceleration  of  Tranquility"]. 
JIM  SEYMOUR 
PC  Magazine 
Jim_Seymour@msn.com 

Mr.  Huber's  point  ["The  End 
of  Law,  and  the  Beginning"] 
comes  across  strongly,  albeit  as 
a  teenager  who  has  just  learned 
that  he  can  swear  in  public,  • 
causing  more  shock  than 
rebuke. 

By  continually  referring  to 
the  ways  we  can  circumvent 
government  rather  than  chal- 
lenge it,  by  describing  the  mul- 
titude of  new  opportunities  to 
access  pornography  and  gam- 
bling instead  of  uplifting  the 


multitudes  through  grace- 
inspired  ideas,  Mr.  Huber  pro- 
vides Forbes  ASAP  readers  a 
glimpse  of  the  precipice — one 
that  we  can  choose  to  step  back 
from,  or  continue  the  long 
slide  down  into  the  darkness  of 
radical  self-serving  behavior. 
DAVE  RYAN 
RyanD@alliedsignal.com 

Thank  you  for  allowing  Mr. 
Kinsley  to  calm  any  fears  I  had 
that  he  might  have  an  iota  of 
sense  ["The  Morality  and 
Metaphysics  of  Email").  Email 
has  nothing  to  do  with  the 
"thoughtfulness  of  the  written 
word."  As  far  as  I  can  see,  it  is 
an  enemy  of  thoughtfulness, 
reflection,  and  solitude.  It  is 
egalitarian,  but  only  by  mak- 
ing every  babbling  idiot  a  jour- 
nalist— chronicling  (and  pub- 
lishing) every  thought  and 
impression  without  a  hint  of 
critical  reflection.  I'll  gladly 
trade  Mr.  Kinsley  all  the  email 
"thoughts"  of  this  millennium 
for  a  single  book  or  two  of 
Dante  or  Lao-tzu. 
ERIC  J.  CARSTEN 
Decatur,  Georgia 

Paglia's  piece  on  the  Internet 
["The  Internet  &  Sexual 
Personae"]  flopped  when  she 
advocated  an  increase  in  gov- 
ernment school  funding  to 
ensure  equal  access  to  the 
Internet.  Good  grief!  Today, 
anybody  who  wants  access  to 
the  Internet  has  it.  Period. 
DAN  MARTINEZ 
danmarl@ix.netcom.com 
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Columbus  used  the 
information  he  knew  to 
be  accurate,  combined 
it  with  the  expertise 
he  possessed  and  drew  a 
conclusion  that  changed  the 
way  we  look  at  the  world. 

As  a  young  man,  Columbus 
spent  hours  looking  westward 
across  the  Atlantic  at  ships 
coming  into  port.  First,  he 
would  spot  the  top  of  a  ship's 
mast.  Then,  slowly,  more  of  it. 
Finally,  the  entire  ship  would 
become  visible.  At  first 


HOW  CAN  A  SHIP  RISING  OUT  OF  THE  OCEAN 
CHANGE  THE  WAY  YOU  LOOK  AT  THE  WORLD? 


AT  ACXIOM,   WE    KNOW   THAT  A   BETTER  UNDERSTANDING 
OF   DATA  ALWAYS    LEADS   TO   GREAT  DISCOVERIES. 


puzzled,  Columbus  soon  recognized 
he  was  witnessing  proof  that  the 
world  was  indeed  round. 

At  Acxiom,  we've  built 
a  multi-national  company  on 
the  powerful  premise  that 
valid  data  in  the  right  hands 
at  the  right  time  can  have  a 
powerful  effect  on  your  world. 

Through  Acxiom's  integration 
management,  and  split-second 
delivery  of  data  to  companies 


across  America,  we  are  helping  our 
customers  turn  information  into 

profits  and  providing  data 
warehousing  and  business 
decision  support  for  the  most 
complex  marketing  challenges. 
As  the  leading  provider  of  data  and 
information  services,  Acxiom  can  help 
you  enhance  your  business  world  and 
explore  it  better. 

Build  on  your  knowledge 
with  Acxiom.  It's  how  you  know. 


AgilOM 

HOW  YOU  KNOW 

1-888-3 ACXIOM  •  WWW:  http://www.acxiom.com 


Privacy  assured 
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BLINDED  BY  THE  BYTE 

WALSH 


(n  the  aftermath  OF  THE  TRUCK  bomb  at  the  air  force  base 
in  Saudi  Arabia,  one  of  the  U.S.  generals  in  charge  was  pub- 
licly criticized  for  ignoring  intelligence  warnings  before  the 
terrorist  attack.  He  responded  that  he  hadn't  ignored  his 
intelligence  reports,  but  that  he'd  had  such  a  pile  of  them 
that  he  hadn't  been  able  to  pick  out  those  that  would  have  alerted 
him  to  the  ultimate  target. 

Though  I  can't  judge  the  specifics  of  the  general's  situation, 
I  can  certainly  identify  with  the  problem  of  dealing  with 
too  much  information.  In  sports,  with  the  prevailing 
culture  of  statistics  and  analysis,  it's  only  too  easy  to 
come  to  depend  on  the  gathering  and  sorting  of  infor- 
mation. The  irony  here,  of  course,  is  that  information 
is  crucial  to  success. 

The  history  of  military 
disasters  contains  as  many 
stories  of  missing  or  misun- 
derstood information  as  fail- 
ures of  will  or  mistakes  in 
judgment.  The  same  can  be 
said  of  business  and  political 
disasters.  But  now,  we  have  the  power  to  collect  and  dissect  data 
in  amounts — and  at  speeds — that  only  science  fiction  writers 
could  have  imagined  a  few  decades  ago. 

The  seduction  of  information  grows  in  direct  proportion  to 
the  amount  of  information  available.  If  you  were  to  take  a  walk 
along  the  sidelines  of  a  professional  football  game,  you'd  see  play- 
ers and  coaches  studying  printouts  of  electronic  pictures  made 
during  the  previous  plays.  The  instant  information  provided 
by  these  pictures  is,  in  a  sense,  the  final  electronic  icing  on  a  vast 
cake  made  up  of  endless  layers  of  statistical  minutiae — made 
possible  only  by  computers. 

To  expect  a  coaching  staff  to  operate  without  all  this  infor- 
mation, and  the  technology  that  allows  patterns  and  possibili- 
ties to  be  revealed,  would  be  like  asking  Michael  Andretti  to 
try  winning  the  Indy  500  in  a  5-year-old  car.  As  more  powerful 
tools  for  analyzing  information  become  available,  it  stands  to 
reason  that  coaches  will  use  them,  as  will  business  leaders  and 
politicians.  If  information  is  critical  to  success,  what  can  be  wrong 
with  using  every  bit  (and  byte)  you  can  get? 

Problems  arise  when  people  blindly  follow  the  information 
highway — when,  in  other  words,  the  wealth  of  information  makes 
people  depend  on  the  process  of  collection  and  hyperanalysis 
rather  than  on  judgment  and  visionary  planning.  Data  and  data 
processing  have  become  such  a  massive  part  of  the  infrastruc- 
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Leaders  with  too  much  information  risk 
becoming  lost  in  the  details,  unable  to  make 
even  a  simple  decision. 


ture  of  business,  with  so  many  people  raised  with  the  idea  that 
information  is  the  key  to  everything,  that  what  was  once  part  of 
the  decision-making  equation  has  become  dominant.  This  pro- 
duces three  consequences  (at  least)  that  can  be  very  damaging: 

•  The  sheer  weight  of  information  can  be  used  to  justify  a  deci- 
sion. The  result?  When  a  certain  critical  mass  of  data  accumu- 
lates to  support  a  course  of  action,  that  course  of  action  becomes 
inevitable  whether  or  not  it  makes  common  sense. 

•  When  decisions  go  wrong,  information  is  used  as  a  cover-your- 
ass  excuse.  "I  know  we  lost  that  one,  but  all  the  data  indi- 
cated we  couldn't  miss." 

•  As  information  becomes  the  decision  maker,  leaders 
defer  decisions  while  they  wait  for  one  more  computer 
printout  or  one  more  batch  of  crunched  numbers. 

The  idea  of  taking  a  chance 
based  on  gut  feeling  and  ed- 
ucated guesswork  begins  to 
seem  less  and  less  credible. 
Admittedly,  gut  feelings  can 
be  overrated,  but  so  can  sub- 
stituting the  endless  analysis 
of  data  for  the  instinct  born  of  experience.  General  Dwight  Eisen- 
hower had  to  make  a  terribly  difficult  decision  in  the  hours  before 
D  Day,  but  despite  break-even  odds  he  was  right.  Would  a  com- 
puter have  come  to  the  same  conclusion?  I  doubt  the  available 
information  would  have  allowed  it. 

Information  will  never  be  less  important  than  it  is  right  now. 
With  each  year  and  each  refinement  in  the  process  of  collection 
and  collation,  its  power  will  inevitably  grow.  But  those  managers 
best  able  to  sift  quickly  and  insightfully  through  the  vast  debris 
of  data — let's  call  it  the  infolanche — will  be  winners,  while  those 
who  keep  wanting  more  for  its  own  sake  will  end  up  paralyzed. 

It's  the  quality  of  interpretation,  not  just  the  quality  of 
information,  that  makes  the  difference.  If  30  printouts  are 
prepared  about  a  team's  upcoming  opponent  or  a  company's 
top  competitor,  only  4  or  5  are  really  going  to  be  relevant.  But 
there  are  people  today  who- figure  that  if  they  have  30,  they 
might  as  well  have  60,  and  at  least  get  credit  for  producing  the 
most  information. 

The  best  way  to  protect  yourself  from  being  buried  by  the 
infolanche  is  to  make  sure  you  have  specific  priorities  about  what 
information  you  need,  when  you  need  it,  when  it  should  be  intro- 
duced into  the  decision-making  process,  and  most  important  of 
all,  when  you  have  enough.  If  you  can  get  that  right,  the  rest 
should  be  easy!  ■ 
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Mobile  computing  perfected  by  TDK  Systems. 


"Big  World" 

It  seems  there's  a  new  country 
started  every  day. 


Easy  Set  Up.  Simple  pull  down  menus  allow 
you  to  instantly  configure  your  Global  Class  for 
whatever  country  you're  in. 


Digital  Line  Protection.  Global  Class  digital 
protection  circuitry  ensures  that  hotel  and 
business  phone  systems  won't  turn  your 
modem  into  charcoal. 


Global  Acceptance.  Australia, 
Austria,  Canada,  Czech 
Republic,  Belgium,  Denmark, 
Finland,  France,  Germany, 
Hong  Kong,  Ireland,  Italy, 
Japan,  Luxembourg,  Mexico, 
The  Netherlands,  New  Zealand, 
Norway,  Singapore,  South 
Africa,  South  Korea,  Sweden, 
Switzerland,  United  Kingdom, 
United  States 
and  more. 


"Small  Wonder" 

TDK's  Global  Class™  Fax/Modem 
is  probably  already  compatible  with 
their  phone  system. 


Business  is  Global.  Your  fax/modem  should  be  too. TDK's  Global  Class  is  certified 
compatible  in  more  countries  than  any  other  fax/modem  in  the  world.  It's  the  highest 
speed  international  PC-Card  fax/modem  available.  Call  TDK  Systems 
1-800-999-4TDK  or  visit  our  web  site  at  www.tdksystems.com  Technically,  Superior. 


WILLIAM 

THE  BUCK  NO  LONGER  STOPS  HERE 

DAVIDOW 


IF  you  ARE  in  THE  MIDDLE,  you  may  be  in  big  trouble.  I  don't 
mean  if  you're  a  member  of  the  middle  class.  I'm  talking 
about  if  you're  a  middleman  in  business,  belonging  to  one 
of  those  enterprises  that  sit  between  the  consumer  and  the 
supplier.  We  are  in  the  process  of  disintermediation — get- 
ting rid  of  the  services  that  are  in  the  middle — and  this  process 
is  one  of  the  reasons  why  the  information  age  economy  will  be 
so  much  more  efficient  than  our  existing  one. 

Today  a  distributor  sits  between  the  factory  and  the  retail 
store.  The  retail  store,  in  turn,  sits  between  the  con- 
sumer and  the  distributor.  Service  providers,  such  as 
publications  carrying  advertising,  occupy  a  position 
between  the  advertiser  and  the  customer.  Travel  agents, 
automobile  dealers,  stockbrokers,  and  many  other  ser- 
vice providers  are  interme- 
diaries as  well.  One  could 
even  argue  that  educational 
institutions  act  as  interme- 
diaries, packaging  the  prod- 
ucts of  teachers  and  deliv- 
ering them  to  students. 

When  I  first  entered  the  business  world,  I  did  not  understand 
why  manufacturers  gave  distributors  such  big  discounts,  or  what 
value  these  distributors  delivered  to  the  customer.  One  day  I  got 
a  lecture  on  time/place  utility:  Much  of  a  product's  value  is  mak- 
ing sure  it  arrives  at  the  right  place  at  the  right  time.  This  is 
one  of  the  most  basic  services  the  distributor  performs. 

Retailers  as  intermediaries  provide  this  time/place  utility.  They 
also,  however,  provide  added  values  such  as  information  and  en- 
tertainment. A  customer  could  buy  a  suit  over  the  Internet.  But 
when  customers  go  to  a  store  to  try  on  a  suit  or  compare  differ- 
ent brands  of  shoes,  they're  getting  information.  They  also  go  to 
malls  and  stores  to  be  entertained  and  to  socialize  with  friends. 

Not  all  the  services  offered  by  intermediaries,  therefore,  will 
be  severely  reduced  in  value  in  the  information  age.  Travel  agents 
do  a  lot  more  for  customers  than  merely  booking  reservations 
and  delivering  tickets.  They  can  improve  a  customer's  entire 
travel  experience  by  providing  information,  often  from  their 
own  firsthand  knowledge,  about  the  places  their  clients  want  to 
visit.  Many  have  personal  relationships  with  their  customers  and 
are  trusted  by  them.  Such  service  is  not  easily  replaced  by  infor- 
mation age  tools. 

The  problem  for  many  intermediaries  is  that  they  finance  the 
cost  of  producing  these  value-added  services,  which  are  not  eas- 
ily replaced,  by  providing  fee-paying  services  that  will  be  severely 


In  years  to  come,  suppliers  and  consumers 
will  deal  directly  with  one  another,  bypassing 
those  businesses  stuck  in  the  middle. 


reduced  in  value  by  information  age  tools.  Retail  brokerage  busi- 
nesses, for  example,  generate  revenue  from  the  commissions  they 
charge  for  executing  trades.  To  encourage  potential  customers 
to  do  business  with  them,  they  supply,  free  of  charge,  a  num- 
ber of  very  expensive  services  such  as  research  reports  and  invest- 
ment advice.  Travel  agents  provide  free  vacation  planning  and 
make  their  money  on  the  tickets  they  sell  and  the  hotel  rooms 
they  book.  Auto  dealers  maintain  expensive  showrooms  and  offer 
test-drives,  but  they  don't  make  a  dime  until  someone  actually 
purchases  a  car. 

Now  what  happens  when  consumers  begin  purchas- 
ing online  because  they  can  get  a  better  price  than  from 
their  travel  agent  or  their  auto  dealer?  They  may  use 
the  information  services  of  these  intermediaries  to  aid 

their  buying  decisions,  but 
by  doing  their  actual  trans- 
actions themselves  online 
they  deprive  these  service 
businesses  of  their  main 
sources  of  revenue. 

Intermediaries  are  going 
to  have  to  find  new  ways  to  compete  as  their  business  models 
increasingly  come  under  violent  attack.  Many  of  them  will  have 
to  break  their  businesses  apart.  They  also  will  need  to  discover 
ways  to  charge  for  the  value-added  services  they  have  been  offer- 
ing traditionally  for  free. 

Increasingly,  consumers  will  find  themselves  paying  travel 
agents  for  trip-planning  services  and  brokerage  firms  for  their 
advice.  Someday  they  may  even  have  to  pay  to  test-drive  a  car, 
just  as  they  now  pay  to  rent  a  pair  of  demonstration  snow  skis. 
When  you  rent  skis,  you  get  to  credit  the  rental  against  the  pur- 
chase price  if  you  choose  to  buy.  If  not,  the  rental  goes  to  pay 
for  the  wear  and  tear  on  the  skis. 

Some  people  will  always  prefer  to  do  business  the  old-fash- 
ioned way  and  will  pay  the  premiums  required  to  finance  it.  But 
over  time  a  growing  portion  of  the  population  will  choose  the 
less-expensive  services  made -possible  by  information  age  tools. 
This  change  will  force  traditional  businesses  to  find  new  ways  to 
engage  these  customers. 

It  will  not  be  an  easy  transition.  Many  of  the  businesses  that 
lead  the  way  will  no  doubt  anger  some  of  their  customers  who 
are  no  longer  getting  services  for  free.  But  those  businesses  that 
develop  effective  strategies  for  dealing  with  the  information 
age  will  be  big  winners.  Those  that  do  not  will  be  in  the  unen- 
viable position  of  being  caught  in  the  middle.  ■ 
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VIRGINIA 

THE  FUTURE:  CAUGHT  IN  A  CROSS  FIRE 

POSTREL 


"If  you  want  to  understand  the  contours  of  today's 
political-intellectual  landscape,  knowing  your  left 
from  your  right  isn't  as  helpful  as  it  used  to  be." 


Tihat  GREAT  arbiter  of  left  and  right,  CNN's  Crossfire, 
began  1995  with  a  show  that  quickly  became  less  a  debate 
than  a  meeting  of  the  minds.  The  entire  format  broke 
down  as  Pat  Buchanan,  the  host  on  the  right,  and  Jeremy 
Rifkin,  the  guest  on  the  left,  discovered  they  were  politi- 
cal soul  mates.  The  subject  was  the  future — and  neither  Rifkin 
nor  Buchanan  had  much  positive  to  say  about  it.  Both  were 
deeply  pessimistic,  upset  about  changes  in  the  world  of  work, 
and  eager  to  find  government  policies  to  restore  the  good  old 
days.  Both  spoke  resentfully  of  the  "knowledge  sector" 
and  groused  about  new  technologies. 

The  show  was  a  sign  of  things  to  come:  Buchanan  went 
on  to  run  for  president  on  a  platform  opposed  to  economic 
restructuring,  often  drawing  at  least  grudging  praise  from 
left-leaning  commenta- 
tors. Both  his  campaign 
and  the  Crossfire  episode 
suggested  a  lot  about  the 
evolving  shape  of  Amer- 
ican politics. 

If  you  want  to  under- 
stand the  contours  of  today's  political-intellectual  landscape, 
knowing  your  left  from  your  right  isn't  as  helpful  as  it  used  to  be. 
The  end  of  the  cold  war  has  allowed  the  familiar  plates  to  shift, 
creating  new  ideological  continents  and  causing  political  up- 
heavals. Now  the  defining  question  is  not  what  to  do  about  the 
Russians,  but  what  to  do  about  the  future:  Do  we  embrace 
dynamism — the  open-ended,  evolving,  unpredictable  future  pro- 
duced by  experiment  and  feedback,  choice  and  consequences, 
competitive  trial  and  error?  Or  do  we  search  for  stasis — a  lim- 
ited, regulated  future  engineered  according  to  a  central  blueprint? 
Do  we  value  learning  and  progress,  or  stability  and  control? 

So  far,  these  questions  are  more  intellectual  and  cultural  than 
electoral,  matters  more  of  political  philosophy  and  inclination 
than  of  parties  and  candidates.  In  last  fall's  election,  Bob  Dole 
offered  to  be  a  bridge  to  a  better  past,  leading  Bill  Clinton  to  run 
a  successful  countercampaign  promising  a  "bridge  to  the  21st 
century."  But  Clinton's  promise  was  vague  enough  to  appeal  both 
to  voters  seeking  a  candidate  comfortable  with  dynamism  and 
to  those  looking  for  static  specifications. 

Before  dynamist  or  stasist  coalitions  can  form  around  can- 
didates, they  must  first  form  around  political  issues  or  cultural 
attitudes.  We  have  to  know  who  our  allies  are — and  they  may 
not  be  the  familiar  compatriots  of  yore.  On  the  static  side,  oppo- 
sition to  economic  restructuring,  international  trade,  immigra- 


tion, and  new  technologies  have  all  provided  rallying  points 
for  left- right  coalitions. 

Dynamists,  however,  barely  know  they  exist.  They  share  im- 
portant attitudes:  beliefs  in  spontaneous  order,  in  evolved  solu- 
tions to  complex  problems,  in  the  limits  of  centralized  knowledge, 
in  the  possibility  of  progress.  But  they  don't  share  an  identity. 
They  may  see  themselves  as  libertarian  or  progressive,  liberal  or 
conservative,  playful  postmodernists  or  hardheaded  technologists. 
The  Net,  however,  has  begun  to  change  that.  It  is  a  touchstone,  a 
symbol  of  dynamic,  spontaneous  evolution.  It  drives  sta- 
sists  crazy:  "Smash  the  Internet"  declares  the  cover  of  the 
conservative  Weekly  Standard,  a  sentiment  echoed  by 
numerous  technophobes  on  the  old-fashioned  left. 
That  reaction  exists  in  part  because  the  Net  has  cre- 
ated its  own  community 
and  grabbed  publicity  in 
the  process.  Digerati 
have  become  the  first 
self-conscious  part  of  the 
as  yet  inchoate  dynamic 
coalition.  The  Net  gives 
them  a  dynamic  model  of  how  the  world  works,  while  offering 
them  a  catalyst  for  practical  political  action  when  they  defend  it 
against  regulatory  attacks.  Over  the  past  few  years,  the  Net  has 
changed  the  way  people  think  about  politics  and  policy. 

Mike  Godwin,  staff  counsel  for  the  San  Francisco-based  Elec- 
tronic Frontier  Foundation,  calls  himself  "a  yellow-dog  Demo- 
crat from  Texas,"  an  old  term  for  someone  who  would  vote  for 
a  yellow  dog  over  a  Republican,  "except  for  the  fact  that  I  don't 
actually  think  about  economic  issues  the  way  lyellow-dog  Demo- 
crats from  Texas'  usually  do.  When  I  see  a  problem,  I  don't  think 
in  terms  of 'let's  start  a  program,  let's  have  us  vote  in  a  program, 
let's  appropriate  some  money.'...  I  think, 'How  can  we  finesse  this 
in  a  way  that  doesn't  create  an  institution  for  dealing  with  it?'" 
His  computer-sawy  allies,  he  says,  have  absorbed  "the  law 
of  unintended  consequences.. ..Sometimes  you  find  that  every 
attempt  to  fix  a  bug  creates  new  bugs.  What  it  tells  you  is  some- 
thing about  the  limits  of  what  designers  can  do,  or  to  put  it 
another  way,  the  limits  on  what  policymakers  can  do."  These  atti- 
tudes, Godwin  suggests,  grow  naturally  out  of  the  Net. 

To  become  viable  in  the  future,  however,  a  dynamist  worldview 
must  be  more  than  the  special-interest  pleading  that  so  often  char- 
acterizes Net  culture. ..but  more  on  that  in  my  next  column.  ■ 

Virginia  I.  Postrel  (VPostrel@aol.com)  is  the  editor  of  Reason  magazine. 
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Here's  A  Business  Jet  Solution  For  People 
Who  Never  Thought  They  Could  Afford  A  Business  Jet. 


Learjet  31A 


»  ^ 


Flexjei"  is  a  business  jet  ownership  program  for  individuals  and  companies 
who  need  the  flexibility  and  efficiency  of  a  business  jet,  but  who  up  to  now 
thought  the  cost  was  out  of  reach.  Flexjet  is  the  flagship  program  of  Business 
JetSoluttons",  a  business  that  combines  the  strengths  of  Bombardier's  Learjet' 
and  Challenger"  programs. 

Flexjet  is  a  fractional  ownership  program  that  gives  you  access  to  a  pro- 
fessionally-managed fleet  of  business  jets.  It  instantly  increases  your  access  to 
North  American  destinations  from  the  500  airports  served  by  commercial 
airlines,  to  over  5,000  served  nonstop  by  our  business  jets. 

Unequaled  Flexibility  And  Unparalleled  Service 

As  a  Flex]et  owner,  your  aircraft  is  available  to  you  anywhere  in  North  America. 
Seven  days  a  week.  24  hours  a  day.  On  as  little  as  four  hours  notice.  You  also 
have  the  option  of  choosing  the  aircraft  type  that  best  suits  your  travel  require- 
ments. Or  of  using  more  than  one  aircraft  on  the  same  day  if  needed.  So  wherever 
business  takes  you,  the  highly  efficient  Learjet  31A,  the  all-new  Learjet  45, 
the  mid-size  Learjet  60,  or  the  widebody  Challenger  business  jet  are  ready  to 
take  you  there. 

No  Surprises 

As  an  owner-member,  you  have  automatic  access  to  any  aircraft  in  the  fleet. 
You  pay  only  for  the  hours  you  fly,  plus  a  monthly  management  fee  which  includes 
the  handling  of  all  aircraft  maintenance,  pilots,  crew  availability,  hangars,  fuel, 
and  insurance.  We  also  guarantee 
response  times  and  the  repurchase  of  your 
aircraft  shares.  The  definitive  fractional 
ownership  program,  F/exJet  lets  you 
choose  from  a  variety  of  share  sizes  and 
aircraft  types.  So  you  can  tailor  services 
and  costs  to  your  exact  requirements. 

Discover  for  yourself  how  cost-effective, 
efficient  and  productive  Flexjet  can  be. 

The  Executive  Aviation  Affiliate  of 

Call  1-800-590-JETS.  AmericanAirlines 

S  Learjet  and  Challenger  are  registered  trademarks  of  Bombardier  Inc. 
k  American  Airlines  is  a  registered  trademark  of  AMR  Corporation  Inc. 
""Business  JetScIutions  and  Flexjet  are  registered  trademarks  of  Bombardier  Inc. 

For  full  ownership  of  a  Challenger  aircraft,  please  contact  Keith  B.  Garner  at  (860)  249-2600. 
For  Learjet  aircraft,  please  contact  Roger  Sperry  at  (316)  946-2450,  ext.  279. 


JetSoluttons 


WE'VE  HELPED 
COMPANIES  BIG 

AND  SMALL 
SAVE  30-40%  ON 
PHONE  EQUIPMENT 
COSTS. 
CARE  TO  TALK? 


As  the  largest  single-source  provider  of 
computer  and  telephony  solutions,  Source 
has  helped  thousands  of  customers  save  up 
to  40%  in  phone  equipment  costs. 

Founded  in  1971,  think  of  us  as  the 
trading  floor  of  the  communications  equipment 
industry.  We  use  the  latest  information  systems 
to  track,  buy  and  sell  telecom  equipment. 
And  our  customers  have  access  so  they 
can  manage  their  equipment.  For  inventory 
management,  every  product  is  serial  barcoded 
to  identify  origin,  ownership,  activity  and 
warranty  data.  This  also  helps  us  provide 
integrated  services,  logistics  management 
and  insure  each  part's  quality.  Plus  we  test, 
repair,  refurbish  and  reconfigure  existing 
equipment.  When  it  comes  to  service,  no 
one  offers  the  technical  assistance,  integrated 
services,  financing,  in-depth  training,  and 
round-the-clock  support  like  we  do. 


Need  a  part  in  a  hurry?  No  problem. 
Our  warehouse  stocks  over  250,000  parts, 
so  we  ship  80%  of  our  orders  the  same  day 
and  half  of  those  by  air. 

We're  technology  neutral.  Meaning  there's 
no  hidden  agenda  trying  to  sell  you  specific 
brands.  Instead,  we  offer  products  from  over 
140  different  manufacturers  that  best  meet 
your  needs — we  call  it,  Source  brand. 

The  Source  Guarantee.  If  there's  ever 
a  problem  with  a  Source  component,  we  will 
airfreight  a  prepaid  replacement.  This  warranty 
is  good  three  hundred  and  sixty-five  days  from 
the  date  of  purchase  and  exceeds  most  new 
equipment  warranties. 

No  other  company  has  the  range  of 
services,  variety  of  brands  and  assurance 
of  quality.  But  there's  really  only  one  way  to 
find  out  how  we  can  save  you  money,  simply 
call  me,  David  Potter,  at  1-888  Potter  4. 


SOURCE 


i  integrated 
Telecommunication 
Solutions 

(800)  608-6509 
http://www.source.com 


GEORGE 

OVER  THE  PARADIGM  CUFF 

GILDER 


"It  is  a  time  when  stock  values,  company 
strategies,  and  even  national  industrial  policies 
meet  their  moments  of  truth." 


■s  the  "laws  of  physics"  shattered,  short-selling  scien- 
Jb  tists  gasped  and  rushed  for  cover,  lust  five  years  after 
going  public  in  one  of  the  great  entrepreneurial  suc- 
^■^A  cess  stories  of  the  epoch,  Qualcomm  QCOM  began 
m  mk  posturing  like  a  new  Motorola  MOT.  Motorola,  Lucent 
LU,  and  Nortel  NT  became  as  perky  and  passionate  as  new 
startups.  Allen  Salmasi,  the  Qualcomm  founder  now  running 
Nextwave,  a  tiny  new  firm  that  bet  $4  billion  in  the 
spectrum  auctions,  began  declaiming  like  the  next 
Theodore  Vail. 

Lofted  too  were  the  long-term  prospects  of  all  the 
spearheads  of  the  World  Wide  Web,  from  Netscape 
NSCP  to  Oracle  ORCL, 
Sun  SUNW  to  Corel 
COSFF,  that  had  bet 
their  futures  on  the 
early  availability  of 
broadband  links  to 
homes. 

Meanwhile,  the  men  who  could  win  hugely  by  listening  to 
the  technology  and  riding  its  waves  had  implausibly  folded. 
John  Malone  of  TCI  TCOMA  told  the  Wall  Street  Journal  he 
was  retreating  from  the  Internet.  Why?  Digital  broadcast  satel- 
lites. With  these  death  stars  killing  his  core  business,  cable 
television,  it  was  time  to  pick  up  a  pitchfork  and  defend  the 
cable  farm. 

John,  don't  retreat  now!  Your  business  could  entertain  vast 
new  prospects  of  Internet,  teleconferencing,  and  multimedia 
trade  for  TCI.  Your  upside  has  never  been  greater!  But  it  will 
require  courage,  which  you  have  always  had  in  abundance. 
Lose  it  now,  retreat  to  your  cable  farm,  and  TCl's  peril  will  be 
grave.  That's  what  happens  when  the  world  rolls  over  a  para- 
digm cliff.  It  is  a  time  when  stock  values,  company  strategies, 
and  even  national  industrial  policies  meet  their  moments  of 
truth  and  consequences. 

CDMA  PULLS  OFF  A  WORLD-CLASS  UPSET 

The  seismic  events  occurred  on  opposite  sides  of  the  globe — 
in  Seoul,  Korea,  and  in  Anaheim,  California.  In  Seoul,  the  new 
digital  cellular  technology,  CDMA  (code  division  multiple 
access) — long  declared  by  its  avid  critics  and  short-sellers  to 
be  a  technology  scam  in  "violation  of  the  laws  of  physics" — 
finally  prevailed  technically  over  its  rival  TDMA  (time  division 


multiple  access)  in  wireless  telephony.  Long  the  chief  oppo- 
nent of  CDMA,  Ericsson  ERICY  of  Sweden  gulped,  launched  a 
suit  against  Qualcomm,  claimed  to  have  invented  code  divi- 
sion in  the  first  place,  and  ceded  its  future  superiority  for  data. 

Defying  a  nondisclosure  agreement  signed  in  1989  that 
acknowledged  Qualcomm's  proprietary  technologies  in  all  the 
relevant  areas,  Ericsson  unleashed  its  lawyers  in  a  comic  cam- 
paign to  reinterpret  as  Qualcomm  showstoppers  an 
array  of  nine  Ericsson  TDMA  patents  that  never  men- 
tion CDMA  or  its  generic  name,  spread  spectrum.  This 
did  not  surprise  me.  When  I  spoke  to  Ericsson  exec- 
utives at  an  exquisite  sylvan  retreat  outside  of  Stock- 
holm on  May  13, 1991, 
they  had  never  even 
heard  of  the  CDMA 
technology  that  I  was 
already  touting. 

By  1996  it  was  too 
late.  The  sphere  had 
shifted,  rendering  Qualcomm  central  and  Ericsson  peripheral 
to  the  new  era  of  wireless.  Korean  companies  announced  suc- 
cessful deployment  of  some  700,000  CDMA  phones  based  on 
Qualcomm  licenses,  550,000  on  one  1.25-megahertz  carrier. 
Korea  Mobile  Telecom  SKM  reported  that  the  CDMA  system 
outperformed  both  analog  and  GSM  (global  system  for  mobile 
communication)  phones  in  capacity,  uptime,  voice  quality,  and 
power  usage,  and  raced  to  raise  their  network  capacity  to  more 
than  a  million  subscribers. 

Then  came  PCS  PrimeCo,  a  partnership  of  AirTouch  ATI,  Bell 
Atlantic  BEL,  NYNEX  NYN,  and  US  West  USW.  One  of  the  U.S. 
PCS  (personal  communication  services)  auction  leaders,  with 
57  million  mostly  urban  POPs  (point  of  presence),  PrimeCo 
announced  that  it  was  up  in  16  cities,  beating  AT&T's  TDMA 
to  the  punch  in  PCS  (the  new  cellular  standard  at  1.9  gigahertz). 
In  Hong  Kong,  Hutchison  Telecom  executives  declared  that 
their  100,000  CDMA  phones  were  also  outperforming  GSM  or 
TACS  (total  access  communication  system,  the  European  ana- 
log standard).  Everywhere,  CDMA  was  between  three  and  six 
times  more  efficient  in  the  use  of  spectrum  and  hundreds  of 
times  more  efficient  in  the  use  of  transmitted  power. 

CDMA  thrives  in  the  noisy  environment  of  cellular  and  PCS 
wireless  communications.  But  in  a  genuine  upset,  CDMA  also 
is  likely  to  prevail  in  the  grossly  noisy  bottom  span  of  spectrum 
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between  5  and  42  megahertz  in  cable  TV  coax.  Channel  1  of 
cable  TV  begins  at  54  megahertz.  Below  it  are  some  40  mega- 
hertz of  potentially  usable  spectrum  afflicted  with  ingress  noise 
from  garage  door  openers,  hair  dryers,  and  hundreds  of  other 
vibrating  devices.  Today,  therefore,  this  bottom  20  megahertz 
of  frequencies  in  cable  are  not  used  at  all,  and  the  20  mega- 
hertz above  them  serve  for  narrowband  upstream  telemetry 
links  to  cable  headends.  In  the  prevailing  industry  view,  these 
40  megahertz  will  be  usable  for  upstream  Internet  data  only 
after  upgrades  that  are  estimated  to  cost  cable  companies  more 
than  $20  billion. 

At  the  Western  Cable  Show  in  Anaheim,  however,  Terayon 
of  Santa  Clara  demonstrated  a  technology  that  can  use  these 
fraught  frequencies  to 
transmit  as  much  as  60 
megabits  per  second  of 
data  upstream  in  ordi- 
nary cable  TV  plant 
without  any  upgrades 
at  all.  Terayon's  secret?  It's  CDMA.  At  Anaheim,  a  constant 
stream  of  visitors  watched  for  two  days  as  the  Santa  Clara  firm 
demonstrated  simultaneous  videoconferencing,  video  multi- 
casting, and  Internet  access  in  the  face  of  impulse  spikes,  nar- 
rowband interference,  and  other  ingress  noise  that  would  cause 
unacceptable  degradation  with  ordinary  cable  modems.  Thus 
in  one  technological  coup,  Terayon  increased  the  number  of 
homes  eligible  for  fast  Internet  cable  service  from  some  10  mil- 
lion to  more  than  60  million.  Cisco  CSCO  has  purchased  20% 
of  the  company,  which  currently  claims  a  backlog  of  100,000 
orders  for  its  CDMA  system. 

In  one  month  this  esoteric  way  of  transmitting  data,  long 
dismissed  as  a  broadband  pipe  dream,  derided  as  a  Qualcomm 
scam,  lambasted  as  snake  oil,  transformed  the  technical  hori- 
zons of  both  the  global  cellular  and  cable  industries.  CDMA 
is  not  merely  a  clever  way  of  sending  bits  through  the  air;  it 
expresses  a  new  spectronics  paradigm.  In  it,  the  differences 
between  wired,  fibered,  coax,  and  wireless  technologies  are 
dwarfed  by  their  similarities.  Wire-line  links  turn  out  to  be 
electromagnetic  waves  insulated  by  plastic  or  rubber.  Wireless 
links  are  just  electromagnetic  waves  insulated  by  air.  As  the 
industry  moves  to  digital,  paradigms  turn,  and  worlds  col- 
lide and  converge. 

ABUNDANCE  MEETS  THE  DISMAL  SCIENCE 

The  key  to  paradigm  shifts  is  the  collapse  of  formerly  piv- 
otal scarcities,  the  rise  of  new  forms  of  abundance,  and  the  on- 
set of  new  scarcities.  Successful  innovators  use  the  new  forms 
of  abundance  to  redress  the  emergent  shortages.  For  example, 
the  Industrial  Revolution  saw  an  abundance  of  watts,  plum- 
meting in  price,  used  to  overcome  shortages  of  labor  and  nat- 
ural resources. 

The  microprocessor  revolution,  marked  by  the  plummet- 
ing price  of  transistors,  saw  the  use  of  mips  and  watts,  switch- 
es and  power  to  redress  the  scarcity  of  bandwidth.  The  new 
paradigm,  foreshadowed  by  Claude  Shannon  in  1948,  sees  the 


use  of  abundant  bandwidth,  at  ever  higher  frequencies,  to  com- 
pensate for  newly  scarce  power  and  switching. 

In  a  world  of  billion-transistor  microchips,  the  idea  of  a 
switching  shortage  seems  bizarre.  It  arises  because  the  entire 
world  is  being  connected  to  the  Internet,  almost  at  once,  while 
the  terminals  double  almost  yearly  in  processing  speed  and 
memory,  graphics  capability,  and  communications  power. 

The  complexity  of  a  network  rises  by  the  square  of  the 
number  and  power  of  the  terminals  attached  to  it.  Exac- 
erbating this  challenge  is  mobility:  The  terminals  increas- 
ingly will  move.  They  will  not  be  tethered  to  the  indus- 
trial power  grid  or  the  local-area  network.  They  will  rove 
the  reaches  of  the  electromagnetic  spectrum. 

Remember,  the 
most  common  PC  of 
the  new  paradigm  will 
be  a  digital  cellular 
phone.  It  will  be  as 
mobile  as  your  watch 
and  as  personal  as  your  wallet;  it  will  recognize  speech;  it 
will  navigate  streets;  it  will  collect  your  mail  and  your  pay- 
check; it  will  conduct  transactions.  It  will  command  an  In- 
ternet address  and  a  Java  run-time  engine.  It  will  link  to  a 
variety  of  displays,  keyboards,  and  other  input-output  gear 
through  radio  frequencies  and  infrared  pulses.  Every  device 
will  be  able  to  link  to  every  other  one,  like  a  telephone.  But 
unlike  a  telephone  it  will  have  to  manage  not  a  homogeneous 
flow  of  4-kilohertz  voice  signals,  but  a  variety  of  synchronous, 
isochronous,  and  asynchronous  bitstreams  and  bursts,  re- 
quiring constant  bit  rate,  variable  bit  rate,  and  available  bit  rate 
transmissions,  broadcasts,  and  point-to-point  links,  all  with 
different  protocols,  error  rates,  and  other  constraints. 

Wirelessly  linking  these  machines  to  the  increasingly  unlim- 
ited bandwidth  of  fiber  optics  is  the  basic  challenge  of  com- 
munications for  the  new  epoch.  Cleaving  the  world  of  wire- 
less is  a  seething  debate  between  advocates  of  TDMA,  led  by 
Bill  Frezza,  and  of  CDMA,  led  by  Ira  Brodsky,  that  can  be  sam- 
pled in  all  its  fine  fury  and  narrative  heat  at  www.cmp.com/ 
cgi-bin/techtalk/cdma. 

As  the  plot  thickens  and  races  toward  its  denouement,  the 
issue  reduces  to  the  question  of  what  is  scarce  and  what  is 
abundant.  In  systems  linked  to  the  industrial  power  grid, 
the  answer  is  that  power  is  abundant  everywhere  but  in  satel- 
lites and  at  the  bottom  of  the  ocean.  Using  abundant  watts  as 
a  replacement  for  scarce  bandwidth,  you  get  broadcasters 
blasting  complex  images  across  single  spans  of  long-wave 
spectrum. 

You  get  cellular  systems  with  one  base  station  every  30  miles 
and  with  each  radio  tied  to  one  exclusive  span  of  frequencies. 
You  get  computers  and  other  appliances  all  constantly  wired 
and  plugged  in.  Using  transistors  as  a  replacement  for  band- 
width, you  get  the  Public  Switched  Telephone  Network,  with 
millions  of  4-kilohertz  wires  linked  to  massive  switches  and 
fiber  used  at  about  a  millionth  of  its  potential  capacity.  You  get 
the  28.8  modem,  the  celebration  of  narrowband  ISDN.  You  get 


"The  most  common  PC  of  the  new  paradigm 
will  be  a  digital  cellular  phone.  It  will  be  as 
mobile  as  your  watch,  personal  as  your  wallet." 
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PeopleSoft's  workflow- enabled  applications  route 
le  right  information  to  the  right  people  at  the  right 
me  in  the  right  form.  That  can  not  only  improve  the 
roductivity  of  your  organization,  but  can  also 
icilitate  business  process  redesign,  reduce  paperwork, 
id  automate  administrative  tasks.  How's  that  for 
orking  hard? 

PeopleSoft's  workflow  is  open,  so  it  can  integrate 
ith  a  variety  of  third-party  products.  You  can  use 
mail  for  notifications,  and  electronic  forms  for  turn- 
ig  around  approvals.  Or  use  internet  forms  and 
iteractive  voice  response  systems  to  communicate 
ith  PeopleSoft  applications. 


And,  unlike  some  solutions,  PeopleSoft's  are 
flexible  enough  for  you  to  define  your  own  processes 
and  procedures.  In  other  words,  PeopleSoft  adapts  to 
the  way  you  work,  not  the  other  way  around. 

No  wonder  1350  organizations  worldwide  have 
chosen  PeopleSoft.  For  more  information  on  how 
PeopleSoft's  workflow  solutions  can  help  your  organiza- 
tion, call  800-947-7753  and  ask  for  our  workflow  white 
paper.  Or  visit  us  at  workflow.peoplesoft.com.  You'll 
discover  we  have  the  technology,  the 
people,  and  the  commitment  it  takes 
to  help  you  increase  your  productivity. 
Without  increasing  your  workload. 


enterprise  business  applications  for  finance,  materials  management,  distribution,  manufacturing,  and  human  resources. 
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"As  the  plot  thickens  and  races  toward 
its  denouement,  the  issue  reduces  to  what  is 
scarce  and  what  is  abundant." 


8-kilobit  vocoders  for  cellular  that  give  voice  quality  inferior 
to  wire  line.  You  get  384-kilobit  video  teleconferencing  infe- 
rior to  NTSC  television. 

In  a  world  where  several  companies  have  demonstrated  ter- 
abit-per-second  transmissions  in  a  single  fiber  thread,  you  get 
an  entire  worldwide  communications  net  that  carries  a  rough 
total  of  just  one  terabit  per  second.  Everywhere  you  look,  you 
find  capacity  expanded  through  TDM  (time  division  multi- 
plexing), by  compressing  messages  into  ever  smaller  time  slots 
and  spans  of  spectrum  in  both  wired  and  wireless  telephone 
networks. 

With  the  rise  of  data,  bursty  and  elastic,  however,  TDM 
breaks  down.  The  pattern  of  data  transmissions  will  rarely  cor- 
relate with  the  pattern 
of  narrowband  time 
slots,  while  broadband 
time  slots  mean  long 
access  delays.  A  burst 
might  well  overflow  a 

particular  slot,  while  allowing  a  long  series  of  slots  to  pass 
by  unused,  like  so  many  empty  freight  cars  on  a  railroad  track. 
The  recent  history  of  networking  represents  a  steady  flight 
from  the  TDM  systems  of  the  phone  companies  toward  eth- 
ernets,  frame  relay,  asynchronous  transfer  mode,  and  the  Inter- 
net. Often  using  forms  of  shared  bandwidth  resembling  CDMA, 
all  represent  ways  to  avoid  the  inefficiencies  of  TDM  systems 
optimized  for  voice. 

Nonetheless,  when  the  phone  companies  around  the  world 
contemplated  the  problem  of  digital  cellular,  they  naturally 
inclined  toward  TDM.  It  was  deterministic,  it  was  familiar,  and 
it  worked  wonderfully  on  wires.  These  same  companies  grav- 
itated toward  the  lowest  possible  spectrum  bands,  which  could 
penetrate  and  circumvent  obstacles,  and  used  high  levels  of 
power  to  economize  on  base  stations.  Assuming  bandwidth 
scarcity,  they  designed  systems  with  vocoders  that  yield  voice 
quality  inferior  to  wire  line,  and  thus  prevent  wireless  from 
escaping  the  gilded  ghetto  of  mobile-phone  niches.  The  result 
is  that  U.S.  wireless  systems,  though  claiming  "penetration"  of 
14%,  actually  command  a  market  share  of  total  telephone 
minutes  of  under  1%. 

Urgently  needed  for  a  decade  has  been  a  wireless  telecom 
strategy  and  technology  adapted  to  the  pattern  of  abundance 
and  scarcity  of  the  new  era.  Ultimately  it  should  offer  service 
as  cheap  and  clear  as  wire  line,  far  more  convenient,  and  read- 
ily usable  for  data.  It  should  join  bandwidth  abundance,  gained 
through  moves  up-spectrum,  with  a  recognition  of  power 
scarcity  as  the  prime  problem  of  wireless,  and  it  should  focus 
on  Internet  data  as  the  ultimate  market. 

Incorporating  the  TCP-IP  Internet  protocols  in  every  hand- 
set, Qualcomm's  CDMA  is  the  first  such  system.  Because  it 
threatened  the  old  order,  it  evoked  more  furious  and  bitter 
resistance  than  any  new  technology  since  the  VCR.  As  the 
author  of  books  against  feminism,  I  have  met  many  hostile 
audiences  in  my  time.  But  none  raged  as  hotly  as  European 
telecom  executives  against  CDMA. 


CDMA  IS  TRUE  TO  CLAUDE  SHANNON 

The  new  CDMA  paradigm  originates  with  Shannon's  demon- 
stration that  in  sending  information  down  a  noisy  channel, 
engineers  face  a  tradeoff  between  power  and  bandwidth.  Just 
as  you  can  get  your  message  through  in  a  crowded  room  by 
talking  louder,  you  can  overcome  a  noisy  channel  with  more 
powerful  signals.  This  is  the  usual  technique  in  TDMA,  where 
narrow  time  slots  are  vulnerable  to  narrowband  interference 
spikes  and  impulse  noise.  This  paradigm  I  have  termed  "long 
and  strong,"  exploiting  long  wavelengths  and  powerful  trans- 
missions using  the  scarce  radio  frequencies  at  the  bottom  of 
the  spectrum.  The  long-and-strong  approach  seemed  far  more 
efficient  than  digital  systems  requiring  complex  manipulation 

of  long  strings  of  on- 
off  bits.  Many  oppo- 
nents of  CDMA,  such  as 
Bruce  Lusignan  of 
Stanford,  long  ques- 
tioned the  desirability 

of  going  digital  at  all. 

Ironically,  however,  the  long-and-strong  policy  of  econo- 
mizing on  spectrum  led  to  using  it  all  up.  When  everyone  talks 
loud,  no  one  can  hear  very  well.  Today,  the  favored  regions  at 
the  bottom  of  the  spectrum  are  so  full  of  spectrum-hogging 
radios,  pagers,  phones,  television,  long-distance,  point  to  point, 
aerospace,  and  other  uses  that  heavy-breathing  experts  talk  of 
running  out  of  "air." 

As  in  wire  line,  engineers  responded  to  bandwidth  scarcity 
by  TDM,  chopping  up  the  existing  bandwidth  into  ever  smaller 
time  slots.  Because  Europeans  faced  a  babel  of  incompatible 
analog  systems,  the  EEC  moved  first,  mandating  a  digital  TDM 
system  called  GSM.  Because  U.S.  wireless  was  thriving  with  a 
single  analog  standard,  AMPS  (advanced  mobile  phone  ser- 
vice), the  CTIA  (Cellular  Telecommunications  Industry  Asso- 
ciation) approved  a  similar  TDM  standard,  IS-54,  but  required 
it  to  be  compatible  with  AMPS.  Thus  on  both  sides  of  the 
Atlantic,  the  old  wire-line  paradigm  of  TDM  prevailed  as  a  rem- 
edy for  scarce  bandwidth. 

UP  WITH  SPECTRUM,  DOWN  WITH  POWER 

Bandwidth,  however,  has  seemed  scarce  chiefly  because  gov- 
ernments regulate  it  as  a  national  treasure.  In  fact,  from  DC 
(direct  current)  to  daylight,  the  electromagnetic  spectrum  is 
essentially  infinite.  Using  smart  radios,  soon  to  come  from 
Steinbrecher-Tellabs  TLAB,  base  stations  can  be  compressed 
to  briefcase  size,  and  cells  can  be  created  everywhere.  New 
smart  antennas  introduced  by  ArrayComm  and  other  firms 
allow  you  to  devote  dedicated  spectrum  to  each  call,  render- 
ing moot  the  difference  between  wire  line  and  wireless.  If  spec- 
trum is  not  inherently  scarce,  it  makes  no  sense  to  chop  it  up 
into  time  slots  optimized  for  voice. 

Impelling  the  microprocessor  era  was  the  recognition  that 
as  more  transistors  were  crammed  together  on  a  chip,  they  did 
not  become  hotter  and  more  fragile,  as  previously  believed; 
instead  they  ran  faster,  cooler,  cheaper,  and  better.  Similarly, 
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the  spectronics  era  feeds  on  the  recent  recognition  that  as  sys- 
tems move  up-spectrum  to  higher  frequencies,  they  do  not 
necessarily  become  more  expensive,  power-hungry,  and  immo- 
bile. They  use  less  power  and  smaller  antennas,  with  lighter 
handsets,  and  offer  less  interference  to  neighboring  cells.  CDMA 
feeds  on  all  these  trends. 

Shannon  laid  the  foundations  with  a  counterintuitive,  and 
initially  baffling  redefinition  of  the  nature  of  noise  in  a  digi- 
tal world.  He  showed  that  a  flow  of  signals  conveys  informa- 
tion only  to  the  extent  that  it  provides  unexpected  data — only 
to  the  extent  that  it  adds  to  what  you  already  know.  Another 
name  for  a  stream  of  unexpected  bits  is  noise.  Termed  Gauss- 
ian, or  white  noise,  such  a  transmission  resembles  random 
"white"  light,  which 
cloaks  the  entire  rain- 
bow of  colors  in  a 
bright  blur.  Shannon 
showed  that  the  more 
a  transmission  resem- 
bles this  form  of  noise,  the  more  information  it  can  hold. 

Shannon's  alternative  to  long  and  strong  is  wide  and  weak: 
larger  spans  of  bandwidth  at  lower  power.  In  this  paradigm, 
almost  everything  you  learned  in  analog  cellular  is  wrong. 
That's  why  the  analog  experts  throw  up  their  hands  and  mum- 
ble imprecations  to  the  laws  of  physics.  For  example,  digital 
requires  signal-to-noise  ratios  some  10,000  times  (40  decibels) 
lower.  Digital  improves  by  the  square  of  the  bandwidth,  while 
analog  improves  only  by  the  logarithm  of  the  bandwidth.  Ana- 
log benefits  from  improvements  in  signal-to-noise  ratios  that 
make  no  difference  at  all  in  digital,  where  a  bit  is  a  bit  no  mat- 
ter how  loud.  But  digital  can  benefit  far  more  from  increases 
in  the  span  of  frequencies  (more  bits).  Indeed,  even  for  point- 
to-point  links,  Shannon  showed  that  sending  a  T-l  signal 
(1.544  megabits  per  second)  over  a  200-kilohertz  channel  (the 
size  of  a  GSM  slot)  requires  more  than  100  times  (21  decibels) 
the  signal-to-noise  ratio  of  a  channel  6  times  as  large:  i.e.,  a 
Qualcomm  CDMA  channel.  In  other  words,  because  of  greater 
vulnerability  to  noise,  breaking  up  the  message  is  17  times  less 
power  efficient  than  spreading  it  across  1.2  megahertz. 

This  is  the  secret  of  CDMA  or  spread  spectrum  communi- 
cations. You  create  a  pseudo  noise  code  consisting  of  a  stream 
of  bits  that  resembles  "white  noise"  and  use  it  to  spread  out 
the  signal  across  a  broad  band  of  spectrum.  At  the  receiver, 
you  use  the  same  noise  code — inverted  so  every  one  is  a  zero 
and  zero  a  one — to  multiply  across  the  spread  signal.  This  de- 
spreads  the  signal.  As  a  result,  the  message,  now  monopoliz- 
ing the  transmitted  energy,  pops  out  of  the  noise,  like  a  color 
popping  out  of  white  light  in  a  prism. 

The  magic  of  it  is  that  in  de-spreading  the  desired  message 
and  popping  it  up  above  the  noise  level,  the  inverted  pseudo 
noise  code  at  the  receiver  also  spreads  the  actual  noise,  spikes, 
and  ingress,  and  sinks  them  below  the  noise  level.  Other  spread 
messages  in  the  band  merely  represent  a  small  increment  of 
white  noise.  Thus,  all  callers  can  use  a  single  frequency  band 
at  once.  The  addition  of  new  callers  merely  raises  the  overall 


noise  level  slightly. 

As  data  increasingly  eclipses  voice  as  the  dominant  use  of 
networks,  TDM  has  given  way  on  wire-line  networks  to  more 
flexible  systems,  such  as  frame  relay,  which  average  out  the 
flows  of  information  on  the  network.  The  supreme  averaging 
system  is  CDMA,  which  uses  all  the  bandwidth  all  the  time. 
Rather  than  isolating  the  signal  in  time  and  in  frequency  space 
as  TDMA  does — thus  rendering  the  message  vulnerable  to  nar- 
rowband spikes  of  noise — CDMA  takes  the  opposite  tack.  It 
transmits  the  signal  all  the  time  and  uses  all  the  frequency 
space,  isolating  narrowband  noise  in  time  and  space. 

Irwin  Jacobs  of  Qualcomm  uses  a  cocktail  party  analogy. 
In  TDMA,  each  person  gets  to  speak  for  a  brief  time.  In  CDMA, 

everyone  speaks  at 
once,  using  different 
languages.  But  there  is 
a  crucial  caveat.  This 
tactic  succeeds  only  if 
everyone  speaks  at 
about  the  same  volume.  A  stentorian  guest  will  overwhelm 
everyone  else.  Thus  the  heart  of  the  Qualcomm  system  is  power 
control.  Because  all  the  signals  use  the  same  frequency,  they 
must  all  reach  the  base  station  at  the  same  power  level. 

SPINNING  PLATES  ON  BAMBOO  POLES? 

CDMA  is  based  on  the  assumption  that  it  is  easier  to  control 
power  than  to  shuffle  frequencies  and  time  slots.  Old  para- 
digm experts,  such  as  Stanford's  Lusignan  and  Bill  Frezza, 
regard  power  control  in  a  wireless  environment  as  nearly 
impossible,  while  they  see  time  slot  and  frequency  shuffling  as 
a  natural  process.  Frezza,  for  example,  writes,  "Coordinating 
the  real-time  transmit  power  of  hundreds  of  roving 
users...  reminds  me  of  the  guy  on  Ed  Sullivan  who  used  to  spin 
dozens  of  plates  on  bamboo  poles:  Turn  your  back  for  a 
moment  and  you're  screwed." 

Yet  power  is  a  homogeneous  force  fully  understood  by  engi- 
neers. Controlling  it  in  fact  is  much  simpler  than  moving 
among  frequencies  and  managing  time  slots  for  many  vari- 
eties of  data.  Qualcomm  samples  the  power  every  1.24  mil- 
liseconds and  makes  real-time  adjustments.  In  CDMA,  mes- 
sages hide  amid  white  noise  and  emerge  only  when  multiplied 
by  the  inverse  of  their  code.  Using  bandwidth  as  a  replacement 
for  power  and  switching,  CDMA  is  a  wide  and  weak  system  that 
accords  with  the  new  paradigm  of  bandwidth  abundance  and 
power  scarcity. 

CDMA  ends  up  using  hundreds  of  times  less  transmit  power 
than  TDMA.  Transmit  power  comprises  some  25%  of  the  power 
usage  in  a  handset.  Voice  activity  is  another  30%.  CDMA  inher- 
ently captures  for  other  uses  every  pause  or  silence  in  a  con- 
versation. Thus  CDMA  batteries  last  at  least  25%  longer.  Uni- 
versal low-powered  wireless  communications  become  possible. 

The  increasing  dominance  of  data  clinches  the  case.  Data 
bits  already  exceed  voice  bits  on  the  wire-line  network  in  the 
United  States.  With  the  spread  of  notebook  computers  and 
PDAs  (personal  digital  assistants)  with  radio  modems,  data  will 


"CDMA  is  wide  and  weak.  That's  why 
the  analog  experts  throw  up  their  hands  and 
mumble  imprecations  to  the  laws  of  physics." 
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soon  prevail  in  wireless  as  well.  When  that  happens,  CDMA  will 
inevitably  dominate  because,  using  all  the  spectrum  all  the 
time,  it  can  offer  bandwidth  on  demand. 

NEW  PARADIGM  WINNERS  AND  LOSERS 

The  CDMA  era  will  favor  a  new  array  of  companies.  The  ob- 
vious wireless  spearheads  will  be  Qualcomm,  PrimeCo,  Nor- 
tel, Lucent,  Motorola,  and  Sprint  FON,  with  Nextwave  emerg- 
ing as  the  boldest  pure  play.  With  Nextwave's  licenses  now 
approved  by  the  SEC,  the  company  will  command  1 10  million 
POPs  in  urban  areas,  which  it  will  ser- 
vice for  marketing  companies  such  as 
MCI  MCIC  that  lack  a  wireless  infra- 
structure. "AT&T  will  end  up  our 
biggest  customer,"  says  Qualcomm's 
Salmasi,  predicting  the  failure  of  their 
TDMA  system.  In  the  meantime,  MCI 
has  ordered  10  billion  minutes  of  ser- 
vice, worth  some  $70  million  a  year. 

On  the  wire-line  side,  winners  will 
include  Terayon,  TCI,  Comcast  CMCSA, 
US  West,  and  the  Internet  and  WWW 
companies  that  depend  on  a  rapid 
opening  of  broadband  connections. 
The  cable  companies  that  joined  with 
Sprint  in  its  PCS  venture — TCI,  Cox 
Communications  COX  and  Comcast — 
can  benefit  both  from  wireless  CDMA 
and  Terayon's  cable  breakthrough. 

Overseas  champions  include  chip- 
maker  Oki,  DDI  (Japan's  version  of 
MCI),  Samsung,  LG,  Hyundai,  and 
Korea  Mobile  Telecom. 

Smaller  companies  include  Cen- 
tennial Cellular  CYCL,  spreading  CDMA 
through  Puerto  Rico  and  the  Virgin 
Islands;  VLSI  Technology  VLSI,  making 
CDMA  chipsets;  and  Wireless  Telecom 
Group  WTT  of  beautiful  Paramus,  New 
Jersey,  providing  CDMA  testing  gear.  On 
the  satellite  front,  Globalstar,  a  joint 
venture  of  Loral  LOR  and  Qualcomm, 
promises  to  make  the  CDMA  standard 
universal  in  the  world,  eclipsing  GSM's 
one  remaining  claim  of  uniqueness,  its 
coverage  in  89  countries. 

Although  some  of  these  firms  are 
already  highly  valued,  the  market  has 
not  recognized  that  a  fundamental  shift 
has  occurred.  Many  analysts  think  the 
TDMA/CDMA  fight  is  a  meaningless 
"religious  war"  and  that  GSM  with  its 
25  million  subscribers  will  dominate. 
But  with  real  wireless  market  share  still 
well  under  5%  in  telephony  and  under 


1%  in  Internet  access,  the  race  has  just  begun. 

Listening  to  the  technology,  as  Carver  Mead  advises,  we 
hear  a  clear  and  resonant  signal,  amid  a  shroud  of  artificial 
noise  and  litigious  jamming;  and  that  signal  foretells  the  vic- 
tory of  CDMA.  ■ 

George  Gilder's  new  newsletter  The  Gilder  Technology  Report, 
on  which  this  article  is  based,  was  launched  in  January  in  a  joint 
venture  with  Forbes.  For  a  newsletter  subscription,  call  1-800- 
888-9896.  For  more  information,  email  gtg@gilder.com. 
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At  $26.75  a  trade,  no  wonder 
everyone's  getting  on-line. 


$26.75 

a  trade 


Now  investors  can  do 
even  better,  trading 
on  the  Internet  with 
Quick  &  Reilly's  new 
QuickWay  Net.  For 
only  $26.75*  a  trade, 
you  can  place  orders  to  buy  or  sell  stocks 
or  options,  24  hours  a  day,  7  days  a  week. 
Set  up  your  account  today.  Start  doing 
better  tomorrow  with  these  FREE  services: 

•Free  customized  portfolio  tracker. 

Automatically  receive  up  to  300  securities 
quotes**  of  your  choice,  e-mailed  to  you 
twice  daily. 

•Free  customized  charts. 

Monitor  and  manage  your  investments 
using  customized  reports  and  charts. 


•Free  personalized  market  snapshot. 

Real-time  access  to  late  breaking  news 
and  financial  data  from  Reuters  world- 
wide news  clipping  service. 

Plus  more  free  services.  Not  only  do 
you  get  broker  trading  support  24  hours 
a  day,  you  get  confirmation  of  market 
orders  in  seconds.  At  $26.75  a  trade, 
QuickWay  Net  is  just  another  way  we're 
helping  investors  do  better.  Every  day. 

Sign  up  today  and  start  trading 
on  the  Internet  tomorrow.* 

When  it's  this  quick  and  easy  to  open  a 
QuickWay  Net  account,  no  wonder 
everyone's  getting  on-line.  Just  visit  our 
website  at  http://www.quick-reilly.com 
or  call  1-800-334-1924  Ext.  1145. 


QUICK>  REILLY 

^MEMBER  NEW  YORK  STOCK  EXCHANGE 

Where  Independent  Investors  Do  Better.  Every  Day. 


On-line  http://www.quick-reilly.com 

Call  1-800-334-1924  Ext.  1145 


'Add  $0  02  per  share  for  each  share  over  1000  shares.  Member  of  The  Securities  Investor  Protection  Corporation  (SIPC). 
Assets  held  in  your  Quick  &  Reilly  account  are  protected  up  to  $50,000,000  per  customer  SIPC  provides  up  to  $500,000 
of  coverage,  with  a  limit  of  $100,000  for  cash  balances  The  remaining  $49,500,000  of  account  protection  for  secjrities 
only  is  provided  by  the  Aetna  Casualty  and  Surety  Company  These  protections  do  not  protect  against  a  decline  or  loss  in 
market  value  of  securities  in  your  account. "Delayed  Subject  to  approval 
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Most  seasoned  investors  have,  at  one  time  or  another, 
sold  a  stock  in  disgust  within  a  day  or  two  of  its  exact 
bottom — and  watched  miserably  as  that  very  same 
stock  went  on  to  score  one  new  high  after  another. 
Others  have  sold  to  capture  a  splendid  100%  profit 
as  their  best  stock  soared  to  giddy  new  heights — and  then  for 
months  and  years  watched 

in  frustration  3.s  it  csxccntd     ^  -ea,c^  S6^'       Pontoho  Bep«u  yjew  ye^> 
ever  higher. 

Irritation  and  rotten 
luck  in  selling  stocks  are 
among  the  reasons  in- 
vestors flock  to  mutual 
funds.  But  a  mutual  fund 
is  hardly  a  refuge  from  the 
problem  of  when  to  sell.  It 
simply  creates  a  far  more 
complex  problem:  when  to 
sell  the  fund.  The  real 
answer  to  the  uncertainty 
of  selling  stocks  is  not  a 
mutual  fund.  It  is  your 
personal  computer. 
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Value  Judgment  By  taking  advantage  of 
ment  Survey  ranks  a  stock's  risk  relative 

A  computer  swaps  viewpoints.  It  ignores  the  point  of  view  of 
the  seller,  which  is  anxious  and  irrational,  and  reviews  the  prob- 
lem anew  from  the  cool,  uninvolved  (that  is,  uninvested)  point  of 
view  of  a  buyer.  For  example,  if  the  stock  is  down  deeply,  a  poten- 
tial seller  is  probably  at  the  hand-wringing  stage.  But  a  rational 
buyer  may  see  the  same  stock  as  a  remarkable  bargain.  Discov- 
ering this,  what  should  the  seller  do?  Nothing.  Think  about  other 
things  and  wait  for  the  bargain  to  be  exploited  by  stock  buyers. 

Take  the  Profit  and  Run 

Suppose  you  are  uneasy  right  now  about  one  of  your  stocks 
because  you  have  earned  a  nice  profit,  and  you  think  maybe  you 
should  pull  some  money  off  the  table.  You  can  get  some  quick 
assistance  from  a  refreshingly  straightforward  program  called 
the  Stock  Selection  Guide,  which  will  help  you  sell  on  sensible 
profit  goals.  The  program  is  published  by  the  National  Associ- 
ation of  Investors  Corp.  (NAIC),  based  in  Madison  Heights, 
Michigan.  Simply  fill  in  the  blanks  of  a  two-page,  on-screen 
form.  When  you  finish  typing  in  the  necessary  numbers,  the 
program  will  tell  you  in  so  many  words  whether  or  not  to 
sell  your  stock. 

To  get  the  data  the  program  requires,  you  can  work  from  the 


company's  annual  reports,  trek  to  the  library  to  extract  the  data 
from  printed  resources  such  as  Value  Line  or  Standard  &  Poor's, 
or  use  data  provided  on  floppies  by  NAIC.  The  Stock  Selection 
form  is  an  electronic  version  of  the  seven-step  paper  form  that 
investment  clubs  (like  the  famed  Beardstown  Ladies)  have  used 
for  years  to  formulate  buy/sell  decisions.  It  works. 

The  program  uses  your 
stocks  earnings  history  and 
projections  to  establish  a 
reasonable  estimate  of  the 
highest  and  lowest  price 
anyone  might  realistically 
pay  for  the  stock  right  now. 
If  the  current  price  falls  in 
the  upper  quartile  of  that 
price  range,  the  program 
will  suggest  you  sell  the 
stock  to  take  your  profit. 
The  Stock  Selection  Guide 
is  especially  helpful  if  you 
are  invested  primarily  in 
mature  companies  with 
established  and  predictable 


a  massive  database,  Value  Line  Invest- 
to  its  return. 


earnings.  You  can  get  a  demo  disk  for  $5  from  NAIC  by  phon- 
ing 810-583-6242,  ext.  522. 

Compare  and  Contrast 

The  Stock  Selection  Guide  examines  each  stock  in  isolation, 
based  on  its  own  intrinsic  merits  and  possibilities.  But  you 
can  get  a  far  broader  perspective  by  comparing  your  stock  to  at 
least  1,000  other  stocks.  This  means  using  your  computer  to 
access  a  database.  The  traditional  choice  is  the  Value  Line  Invest- 
ment Survey. 

Its  latest  software/database  offering  takes  advantage  of  the 
massive  storage  capacity  of  CD-ROMs  to  pack  onto  one  disk  the 
densely  detailed  data  that  comprises  the  famous,  thunkingly 
heavy  black  binders  of  printed  Value  Line  reports.  The  finan- 
cial data  is  far  more  useful  in  a  computer  format,  because  the 
computer  can  freely  run  searches,  sorts,  filters,  and  rankings  by 
many  different  financial  criteria.  You  could  flip  pages  all  day  in 
order  to  reach  a  conclusion  the  computer  can  turn  up  in  a  sec- 
ond or  two.  If  you  are  selling,  this  matters.  Selling  must  be  quick 
and  decisive. 

The  Value  Line  data  is  arrayed  on  a  colossal  spreadsheet.  To 
sort  the  whole  thing  by  a  particular  criterion  (risk,  for  instance), 


February  2  4,  1  9  9  7     FORBES  ASAP 


GIANTURCO 


you  simply  click  on 
the  appropriate  col- 
umn heading.  There 
are  several  risk  measures  in  the  Value  Line  database,  but  perhaps 
the  most  commonly  recognized  is  the  beta.  Click  on  "betas"  and 
the  database  will  quickly  rearrange  itself  with  the  riskiest  stocks 
floating  to  the  top.  If  your  stock  is  among  the  floaters,  think  about 
chucking  it — but  reserve  judgment. 

Risk  alone  is  not  the  whole  story.  You  need  a  ratio  to  compare 
risk  and  reward.  Click  on  the  Sharpe  ratio,  for  example,  to  see 
whether  the  stock  is  earning  its  keep  (namely,  whether  it  is  deliver- 
ing sufficient  returns  to  justify  the  risk  you  are  taking  to  hold  it). 

This  is,  of  course,  a  judgment  call.  You  must  judge  your  stock's 
risk/reward  number  relative  to  that  of  the  surrounding  stocks  in 
the  ranking.  If  you  prefer, 
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Selective  Service  The  Stock  Selection  Guide  offers  a  fill-in-the-blanks  evalua- 
tion form  that  takes  the  guesswork  out  of  selling  stock. 


you  can  rely  instead  on 
the  opinion  of  Value  Line's 
analysts.  Just  sort  the 
database  according  to 
their  proprietary  ratings. 
If  they  rate  your  partic- 
ular problem  stock  as  a 
five,  then  you  might  as 
well  sell  it.  Everyone  else 
will.  To  order  Value  Line 
Investment  Survey,  call 
800-535-9648,  ext.  2730. 

Cut  Your  Losses 

If  you  are  tempted  to 
sell  because  the  stock  has 
been  going  down  (the  usual  reason),  the  computer  can  show  you, 
with  a  push-button  regression  analysis,  just  how  much  of  a 
decline  is  normal  and  reasonable  for  this  particular  stock.  If  it 
sinks  much  below  its  normal  range,  you  can  assume  something 
has  gone  wrong  and  sell  to  cut  the  loss. 

If  it  rises  above  its  normal  range,  you  can  assume  the  stock 
is  overheated  and  sell  to  capture  a  profit.  Software  to  support 
these  sell-or-stick  decisions  is  available  from  many  sources,  includ- 
ing a  new  and  quite  colorful  program  on  the  Internet:  Wall  Street 
City  (http://www.wallstreetcity.com/home.htp). 

Get  the  Early  Word 

Asked  when  they  sell,  money  managers  almost  universally 
reply,  "When  the  earnings  go  down,  we're  out  of  there."  Sounds 
good.  But  in  most  cases,  by  the  time  earnings  declines  are  actu- 
ally reported  on  the  news  wire,  the  stock  has  already  swooned. 
This  is  because  professionals  have  sold,  not  on  the  basis  of  earn- 
ings figures,  but  on  the  advance  estimates  of  those  earnings 
published  by  research  analysts.  With  a  computer  you  too  can 
benefit  from  this  early  information — by  an  email  advisory  if 
you  wish.  Earnings  estimates  are  compiled  and  distributed  via 
the  Internet  by  Chicago-based  Zacks  Investment  Research 
(http://www.zacks.com)  or  by  phone  800-399-6659. 

Go  on  a  Bargain  Hunt 

Occasionally  an  entire  market  becomes  overpriced,  and 


much  better  bargains  appear  in  other  instruments — bonds,  gold, 
overseas  markets.  If  you  want  core  numbers  to  help  you  reallo- 
cate assets  to  the  most  productive  markets,  look  for  information 
from  primary  data  sources  such  as  Barra  (http://www.barra.com) 
or  Vestek  (http://www.vestek.com),  both  based  in  the  San 
Francisco  Bay  Area. 

These  services  aggregate  estimates  of  future  returns  and  risks 
on  whole  markets.  For  the  stock  market,  for  example,  they 
constantly  estimate  and  reestimate  the  return  and  risk  on  the 
stocks  that  constitute  the  S&P  500.  This  risk/reward  result  can 
be  compared  with  that  for  other  markets  as  well  as  other  invest- 
ment vehicles.  The  conclusion  will  not  be  as  draconian  or  as 
simple  as  "sell  stocks  and  buy  bonds."  Rather,  it  will  be  couched 
in  terms  of  the  appropriate  percentage  exposure  to  each  type 

of  instrument. 

This  means  that  when 
you  sell,  you  don't  just 
put  the  cash  in  a  mat- 
tress. You  know  exactly 
where  to  reinvest  the 
proceeds  for  continued 
gain.  These  services  use 
heavyweight  computer 
systems  and  proprietary 
databases,  and  their  cus- 
tomers are  institutions. 
But  many  brokerage  re- 
search departments  sub- 
scribe to  their  services. 
You  can  ask  your  broker 
(at  Smith  Barney,  for  ex- 
ample) what  the  big  computers  are  saying  about  asset  alloca- 
tions these  days. 

Stay  Away  from  Chaos 

Most  of  the  selling  methods  and  criteria  noted  above  are 
standard,  bread-and-butter  stuff,  made  more  convenient  or  acces- 
sible by  your  computer.  The  methods  may  be  right  or  wrong  (no 
one  knows  exactly  when  to  sell),  but  they  represent  the  accepted 
selling  approaches  of  a  great  many  investors  and  managers. 
Better  to  sell  along  with  them  than  to  sell  after  them. 

There  is  a  cutting  edge  in  selling  technology,  however,  based 
on  the  concepts  of  Fractal  Market  Analysis  (http://www.oara. 
org/mpc/fma/index.html).  You  may  find  the  theory  is — well — 
extremely  theoretical.  But  there  is  a  practical  selling  indicator 
based  on  it,  and  it  is  accessible  to  you  and  your  broker  via 
Bloomberg  terminals.  It  was  developed  by  New  York  money 
manager  Christopher  May  of  TLB  Partners.  The  indicator  pops 
onto  the  Bloomberg  screen  if  you  enter  the  symbol  KAOS. 

It  shows  you  a  quality  called  "persistence"  that  makes  perfect 
intuitive  sense:  Sometimes  stocks  are  predictable  and  sometimes 
they  aren't.  If  you  are  an  investor,  you'd  best  make  your  money 
and  leave  while  the  predictable  period  persists.  If  chaos  sets  in, 
quickly  dump  the  stock.  Then,  with  the  help  of  your  trusty  com- 
puter, you  can  still  be  known  as  a  "best-seller."  ■ 

Michael  Gianturco  is  the  author  of  How  to  Buy  Technology  Stocks 
(Little,  Brown,  1996). 
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If  you  think  you  can  find  a 

better  scanner ' 

than  an  tpSOfl 


THE  EPSON 


THE  HP 


COMPARISON  CHART 

EXPRESSION  636 

SCANJET  4C 

Bit  Depth 

36 

30 

Colors 

68.7  billion 

2.0  billion 

Maximum  Resolution 

4800  x  4800 

2400  x  2400 

Optical  DPI 

600 

600 

Grayscale  Levels 

4,096 

1,024 

SCAN  SPEED-Preview 

6  seconds 

11  seconds 

Color  (4x5) 

21  seconds 

27  seconds 

Grayscale 

23  seconds 

34  seconds 

Text  OCR 

14  seconds 

28  seconds 

THE  EPSON'  EXPRESSION""  636  COLOR  SCANNER  - 

There's  no  denying  we're  making  a  pretty  bold  statement  about 
our  scanner.  But  with  numbers  like  this,  we  can.  Because  Epson 
TrueScan"  technology  with  36-bit  scanning  and  600-dpi  optical 
resolution,  gives  you  the  power  to  capture  68.7  billion  colors  and 
countless  details  with  incredible  clarity.  And  everything  you  need 
to  harness  that  power  is  easy  to  set  up  and  easy  to  use.  So  you'll  get  high-quality  images  that  will  turn  visual  presentations 
and  business  documents  into  bold  statements- more  quickly  and  easily  than  other  scanners  can.  And  for  a  lot  less  money,  too. 

But  there  are  other  ways  we  outdo  the  competition  that  can't  be  expressed  in  numbers.  With  our  exclusive  Text  Enhance- 
ment Technology  and  Auto  Area  Segmentation,  you  can  accurately  scan  both  text  and  graphic  images  from  the  same  page-even 
from  colored  backgrounds.  And  you'll  get  greater  versatility  with  easy,  simultaneous  hook-up  to 
both  PC  and  Mac  platforms.  Nobody  else  can  do  that.  So  now  that  you  see  what  the  numbers 
(amongst  other  stuff)  do  for  our  scanner,  wait'll  you  see  what  our  scanner  does  for  your  bus- 
$    iness.  For  more  information  call  1-800-GO-EPSON  and  ask  for  operator  3055. 
Or  visit  us  at  www.epson.com. 

Adobe  Photoshop  IE 


The  Expression  636  executive  PC  bundle  comes  with 
Adobe  Photoshop"  LE,  Xerox  TextBridge  Pro"  '96,  NewSoft"  Presto!  PageManager"  LE 
and  SCSI  interface  and  cable.  As  well  as  a  competitive  edge. 


YOU'VE  GOT  TO  SEE  IT  IN 


EPSON 


color: 


'roduct  comparison  based  on  independent  third  party  testing  using  a  200  MHz  Pentium  computer  with  Windows  95  Scanners  were  operated  in  best  quality  mode  using  Adobe  Photoshop,  TWAIN  drivers  and  SCSI  cards  included  in  the  box.  Images  were  single-pass 
.canned  at  400  dpi.  Executive  Mac  bundle  also  available  with  Adobe  Photoshop  LE,e  Paper™  and  SCSI  cable  Other  scanner  configurations  available  Awards  given  to  the  ES-1200C  one  in  the  line  of  Epson  award-winning  scanners.  Do  not  scan  published  material 
vrthout  permission  of  the  copyright  holder  EPSON  is  a  registered  trademark  of  Seiko  Epson  Corp  Expression  and  TrueScan  are  trademarks  of  Epson  America,  Inc.  All  other  trademarks  are  the  property  of  their  respective  owners  '01996  Epson  America,  Inc. 
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Exabyte  offers  a  complete  range 
of  automated  storage  solutions  with 
capacities  from  70  GB  to  3.2TB. 


Our  Customers  Feel  Free,  to  pursue  interests  that  go 

beyond  computer  data  backup.  They  realize  it  can  take  less  than  a 
second  for  a  drive  crash,  virus  or  voltage  spike  to  destroy  their  most 
valued  computer  component  —  information.  But  they  also  know  their 
priceless  data  is  backed  up  by  Exabyte. 

In  fact,  more  than  one  million  Exabyte  tape  storage  devices  are  hard  at 
work  right  now  —  onboard  the  space  shuttle  and  under  the  sea,  and 
in  homes  and  offices  like  yours. 

Exabyte  is  the  largest  company  dedicated  solely  to  the  design  and 
production  of  tape  storage  systems  —  with  capacities  ranging  from 
680  megabytes  to  3  2  terabytes. 

Today,  Exabyte  tape  drives  and  automated  tape  libraries  remain 
the  first  choice  of  the  world  s  leading  computer  manufacturers  and 
resellers. 

Exabyte.  Since  1985,  helping  you  make  the  best  of  backup. 


EXA1WET 

www.exabyte.com 
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BUCCANEER 
COLLECTOR 

Collecting  cars,  saddle  shoes,  and 
corporate  bad  debts,  Harvey  Vengroff  does  it 
all  on  the  high  seas.  By  Andrew  Feinberg 

(■or  the  better  part  of  two  years,  Harvey  Vengroff  monitored  his  $50  million  col- 
lection agency  via  computer  and  cell  phone  from  his  64-foot  ketch  Lollipop.  And 
|  later  this  year,  he'll  do  it  again. 
This  in  itself  is  not  so  unusual.  The  55-year-old  Vengroff  is  one  of  many  business- 
men who  have  forsaken  the  high-rise  for  the  high  seas.  But  Vengroff  would  seem  an 
unlikely  character  to  break  away  from  it  all.  For  one,  he's  a  multimillionaire  with  very 
singular  tastes.  He  wears  only  saddle  shoes,  on  the  rare  occasions  he  dresses  up  in  a  suit. 
He  buys  48  pairs  at  a  time.  He  jogs  five  miles  every  other  day  barefoot.  And  he  loves  the 
material  world.  His  6,000-square-foot  home  on  Longboat  Key,  Florida,  is  surrounded  by 
a  lush  tropical  mix  of  trees,  from  fig  to  papaya.  He  owns  five  boats,  including  Lollipop.  He 
has  a  different  car  for  each  day  of  the  week  (a  Chrysler  Town  &  Country  van,  a  '59  Rolls- 
Royce  Silver  Cloud,  a  '79  Rolls-Royce  Silver  Wraith,  a  '55  Thunderbird,  a  '67  Lincoln 
convertible,  a  '68  Cadillac  convertible,  and  a  '66  Chevrolet  Corvair  convertible).  In  each 
Rolls,  he  also  displays  a  jar  of  (you  guessed  it)  Grey  Poupon  mustard. 

So  how  did  such  a  ground-loving  guy  wind  up  cruising  the  Atlantic  coast  with  his  wife 
and  young  son,  while  a  partner  and  two  other  sons  manned  the  land  operations?  Well, 
because  he  could,  thanks  to  technology.  "We've  always  been  a  technology  leader,"  says  Ven- 
groff of  his  200-employee  company,  Vengroff,  Williams  &  Associates.  "In  the  early  1980s, 
we  used  to  give  PCs  to  customers  who  couldn't  get  authorization  to  buy  them.  My  approach 
to  new  technology  has  always  been:  Buy  it.  You'll  figure  out  how  to  use  it  later." 

Vengroff  has  always  had  that  kind  of  just-do-it  attitude.  He  started  out  selling  janito- 
rial supplies  (through  a  company 
he  owned),  but  then  got  into  the 
collection  business  when  he  tired 
of  nonpaying  clients.  In  the  early 
days,  he  collected  overdue  bills 
with  the  help  of  his  Great  Dane. 
Later,  he  used  his  fists  as  a  busi- 
ness tool,  and  still  bears  a  scar 
on  his  lower  lip  as  testimony  to 
those  times. 

Today  his  collection  work  is 
more  gentle.  Most  of  the  dead- 
beats  his  company  hounds  are 
corporations,  not  individuals. 
Clients  include  IBM,  Nextel 
Communications,  Computer 
Associates  International,  Sun 

The  Lollipop  Kid  This  year  Harvey  Vengroff  is  slated  to  sail  his  64-foot  ketch  Lollipop 
(above  right)  on  the  Pacific,  where  he'll  help  to  remotely  run  his  $50  million  collection  agency. 


Photography  by  Molly  Roberts 
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Barefoot  in  the  Park  Never  one  to  run  with  the  pack,  Harvey  Vengroff  has  completed  three  marathons  barefoot  and  has  a  different 
car  for  each  day  of  the  week.  His  '59  Rolls-Royce  Silver  Cloud  has  a  jar  of  Grey  Poupon  mustard — "but  of  course." 


Microsystems,  and  Nynex;  insurers  like  Prudential  and  GEICO; 
and  utilities  such  as  Florida  Power  &  Light  and  Southern  Union. 

Although  he  sometimes  still  resorts  to  tough-man  tactics, 
Vengroff  now  is  more  likely  to  rely  on  technology  to  make  a 
claim.  The  industry  has  gone  high  tech.  A  collector  with  access 
to  the  right  databases  can  compile  a  substantial  dossier  on  an 
individual  almost  instantaneously — including  whether  that  per- 
son has  weapons  permits  or  any  record  showing  vehicle,  boat, 
or  property  ownership.  Computers  can  sort  out  outstanding  liens, 
spit  out  a  list  of  neighbors  (with  phone  numbers),  and  even 
report  the  color  of  a  spouse's  eyes.  Just  enter  a  person's  name, 
address,  or  phone  number  to  the  skip  trace  system  and,  in  a  flash, 
you  can  locate  anyone.  From  anywhere. 

His  company  also  owns  166  properties  (apartment  buildings 
and  some  commercial  real  estate),  mostly  on  Long  Island.  The 
company's  five  offices  (in  Centerport,  Long  Island;  Mobile, 
Alabama;  Huntington  Beach,  California;  Northbrook,  Illinois; 
and  Sarasota,  Florida,  near  his  home)  are  run  by  Vengroff  s  part- 
ner, Bob  Williams  (a  20%  shareholder),  and  by  Vengroff's  two 
older  sons,  Joel,  33,  and  Mark,  31.  Profits  run  in  the  $3  million 
range  from  revenues  of  $50  million  and  collections  of  $400  mil- 
lion. Cash  flow  is  much  higher.  So  stable  is  the  business  that  Ven- 
groff is  selling  off  his  40%  stake  to  his  200  employees. 

That  sale  will  enable  Vengroff  to  sail  off  once  again,  this  time 
during  the  1997-98  school  year.  He  times  his  working  voyages 
with  the  academic  calendar  of  his  youngest  son,  Travis.  The 
10-year-old  conducts  his  studies  via  computer  and  modem. 

The  next  trip — slated  to  take  Lollipop  through  the  Panama 
Canal  and  into  the  Pacific — will  be  just  as  tech  intensive  as  Ven- 
groff's first  trip.  Last  time  around,  two  BIT  PC-clone  laptops  kept 
him  connected  to  his  collection  agency's  IBM  AS/400  midrange 
computer,  housed  at  headquarters.  He  used  two  onboard  print- 
ers (a  Canon  4100  Bubble  Jet  and  a  Canon  860  laser  printer)  to 
produce  proposals.  Then  he'd  go  ashore  and  find  a  Kinko's  busi- 
ness center  to  FedEx  them  off.  "There's  a  Kinko's  in  every  port," 
he  says.  "Lots  of  guys  on  boats  are  doing  the  exact  same  thing." 


He  remained  in  charge  of  the  firm's  strategy  via  cell  phone. 
He'd  dock  to  make  sales  calls  and  to  schmooze  with  clients  (in 
most  cases,  people  visited  him  on  the  boat  for  lunch).  For  peace 
of  mind,  Vengroff  created  a  strict  communications  rule:  When 
not  using  a  cell  phone,  he'd  turn  it  off.  Whenever  he  called  a 
client,  this  tactic  allowed  him  to  tell  a  secretary:  "Tell  him  that  if 
he  doesn't  talk  to  me  now,  he  won't  be  able  to  reach  me  because 
I'm  on  a  boat  in  the  middle  of  the  Atlantic  Ocean." 

People  got  off  the  phone  to  take  his  calls.  Did  they  find  the 
ploy  annoying?  "No,  they  were  fascinated  and  intrigued,"  says 
Vengroff,  "because  I'm  living  their  fantasy." 

This  time  the  fantasy  will  be  more  expensive.  He'll  have  to 
rely  on  a  satellite  phone  as  he  sails  through  the  Panama  Canal, 
as  cell  service  doesn't  extend  that  far.  His  cost:  $3,000  for  the 
phone,  plus  $1.50  a  minute. 

In  the  meantime,  Vengroff  presides  over  his  company's  two- 
story,  45-person  office  in  Sarasota.  But  if  you  had  to  guess  who 
ran  the  show,  you  wouldn't  pick  him  out.  His  uniform:  shorts 
and  a  T-shirt,  without  socks  or  shoes.  And  he  has  no  personal 
office,  preferring  to  sit  at  a  cramped  desk  surrounded  by  his 
employees.  "I  like  to  hear  what's  going  on,"  he  says. 

He  rises  at  4:15  a.m.  and  runs  (he's  actually  completed  three 
marathons  barefoot).  He's  usually  in  the  office  by  7  a.m.  and  out 
by  1  p.m.,  when  it's  time  to  tend  to  his  investments,  sail,  putter 
on  the  boats,  or  build  a  tree  house  for  his  son.  He  stays  in  touch 
digitally.  From  his  home  office,  he  uses  a  Pentium  120  clone  lap- 
top to  tap  into  the  Centerport  computer.  He  doesn't  have  a  car 
phone  (in  any  of  his  seven  vehicles),  but  he  lugs  his  laptop  end- 
lessly. He's  even  taken  it  to  the  opera,  skipping  out  after  the  first 
act  to  work  on  it  in  his  car. 

Technology  may  have  changed  Vengroff's  life  and  business, 
but  there  are  certain  things  it  cannot  do.  Not  long  ago,  Vengroff's 
firm  had  to  reclaim  a  construction  crane  in  Georgia.  To  make 
sure  things  went  smoothly,  an  employee  showed  up  with  an 
extremely  large  man  named  Tiny  at  his  side.  You  can  do  only 
so  much  to  modernize  a  business.  ■ 
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Brother  MFC-4500 
November  7, 1995 

1995 

Brother  MFC-4550 
November  5, 1996 

1996 

The  Laser 
Multi-Function  Centers 

that  have  won  PC  Magazine's  Editors'  Choice  Award 

2  years  in  a  row! 
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MFC-4550 
Starting  Around  $799.99* 


BEST  BUY,  COMP  USA,  COMPUTER  CITY,  OFFICE  DEPOT,  OFFICEMAX  AND  STAPLES. 

OR  FOR  THE  NAME  OF  YOUR  NEAREST  RETAILER,  CALL  TOLL  FREE  1-800-8-BROTHER. 


Brother  International  Corporation,  Somerset,  NJ  ■  Brother  Industries,  Ltd.,  Nagoya,  Japan 

FOR  MORE  INFORMATION  PLEASE  CALL  THE  BROTHER  FAX-BACK  SYSTEM  1-800-521-2846  OR  VISIT  OUR  WEB  SITE  AT  http://www.brother.com 

'Actual  prices  may  vary. 


Cars  drive  themselves 
thanks  to  collision  avoidance  systems 
and  global  positioning. 


People  instantly  access  ' 
anyone  anywhere  in  the  world  via 
wireless  communications. 


Tl.  Power  to  innovate 
the  future. 


New  TMS320C6X 
generation  of  digital 
signal  processors 

•  Processes  1.6  billion 

inetri  irtinnc  nor  cprnnrl 


•  Operates  1,000 percent 
faster  than  any  DSP  on 
the  market 

•  Available  today  for 
evaluation 


Innovation  powers  the 
future.  And  innovation 
flourishes  when  design  solu- 
tions are  powerful  enough 
to  keep  up  with  ideas.  Think 
about  this:  a  single  chip  that 
can  support  15  modems  at 
once.  Shrink  a  wireless  base 
station  from  the  size  of  a 
room  to  that  of  a  lunch 
box.  Access  the  Internet 
120  times  faster  than  before. 

TI  keeps  redefining  what 
digital  signal  processing  power 
and  performance  mean.  In  fact,  our 
newest  DSP  Solution  will  redefine  the  poten- 
tial in  your  products.  And  because  those  first 
to  market  often  own  it,  we've  engineered  these 
DSP  Solutions  to  reduce  your  time  to  market  by  half. 
Plus  they're  available  now,  backed  by  the  manufactur- 
ing muscle  to  ramp  to  volume  in  record  time. 

Leading-edge  innovation.  What  you  can  expect  from 
the  company  that  invented  the  integrated  circuit.  And  is 
leading  the  DSP  industry  for  the  15th  year.  So  come  to 
TI  for  the  power  to  invent  the  future  —  today. 

For  more  information  about  TI  DSP  Solutions,  contact  us  at 
http://www.ti.com 

Texas 
Instruments 


THE  ESSENTIAL 


THE  PRIVATE  JET  IS  NO  LONGER  CONSIDERED  EXTRAVAGANT  IN  TODAY'S 
GLOBAL  ECONOMY.  IT'S  ESSENTIAL.  HERE  ARE  PROFILES  OF  NINE  HIGH- 
FLYING EXECUTIVES.  BY  GEOFF  BAUM.  ILLUSTRATED  BY  MARK  ULRIKSEN. 


Al  Shugart  swears  he  can't  live  without  them. 

That's  his  two  Astra  1 125  jets  he's  talking  about.  "Without  a 
private  jet,  my  travel  schedule  would  be  impossible,"  says  Shugart, 
CEO  of  $8.5  billion  Seagate 
Technology,  the  world's  lar- 
gest disk  drive  company. 
"Seagate  pays  me  to  think, 
and  I  can't  waste  time  flying 
commercial." 

So  he  usually  doesn't. 
Instead  he  spends  about  half 
his  time — some  180  days  a 
year — on  the  "road"  in  a  pri- 
vate jet.  Domestically  he  flies 
on  one  of  two  Israeli-built 
Astras  that  are  technically 
held  by  a  charter  company 
Shugart  owns  (the  company, 
Monterey  Airplane  Co., 
leases  the  jets  to  Seagate  and 
other  customers).  For  over- 
seas trips,  he  flies  commer- 
cial to  his  first  destination 
(always  first  class;  preferably 
Singapore  Airlines),  and 
then  charters  a  private  air- 
craft (an  Astra,  Challenger, 
or  Learjet)  to  ferry  him 


THE  COST  OF  PRIVATE  JET  TRAVEL 


Model 

Price" 

Cost  per 
Mile** 

Cost  per  Seat  Mile 

Cost  per  Mile/Number  ol  Seals 

Cost  per 
Hour" 

k— 

C  A 

N  A  0  A  1 

R 

CRAF 

Challenger  604 
Global  Express* 

$20.5  M 
$33.5  M 

$15.43 
$22.74 

$1.71  (9)§ 
$1.90  (12) 

$6,649 
$9,711 

0  A 

S  S  A  U  I 

T 

< 

Falcon  2000 

$18.2  M 

$13.81 

$1.53  (9) 

$5,898 

LU 

r  n 

6  U  L 

F   S   I   R  E 

A  M 

)  LAR< 

GIV-SP 

GV* 

$28.2  M 
$34.5  M 

$20.62 
$23.58 

$1.59  (13) 
$1.68  (14) 

$8,992 
$10,164 

B 

0  E  1  N  6 

< 

B  737-600 

$36.5  M 

$26.96 

$1.50  (18) 

$11,538 

l    S    R   A  E 

1      A  1  R  C 

R  A  F  I 

■=> 

Astra  SPX 

$10.0  M 

$8.57 

$1.43(7) 

$3,678 

■ 

A  Y  T  H  E 

ON  AIR 

CRAFT 

LU 

Hawker  800  XP 

$10.3  M 

$9.20 

$1.15(8) 

$3,698 

—a— iwiiii  ii  ■  1 1  in  iiMHum 

< 

Citation  Ultra 

$6.0  M 

$6.37 

$0.91  (7) 

$2,585 

L 

E  A  R  J  E  T 

CO 

Learjet  31 A 

$5.5  M 

$5.90 

$0.98  (6) 

$2,544 

'Manufacturer's  suggested  price  for  a  typically  equipped  aircraft.   §  Typical  Number  of  Passengers 
"Cost  per  mile  and  cost  per  hour  (with  book  depreciation)  are  based  on  annual  travel  of  20U.000  miles. 
Aircraft  assumed  to  be  based  in  the  New  York  area.  Figures  include  direct  operating  costs  such  as  fuel 
and  maintenance,  and  fixed  costs  such  as  crew  salaries,  insurance,  and  hangar  rental. 
$  Preliminary  data.   Source:  Conklin  &  deDccker  Associates,  Inc.,  The  Aircraft  Cost  Evaluator — Jets 


Shugart  is  one  of  an  increasing  number  of  executives  who 
believe  private  av;ation  is  the  only  smart  way  to  do  business  in 
a  global  economy.  "Convenience  is  driving  the  market,"  says 

Merrill  Lynch  aerospace 
analyst  Byron  Callan.  "The 
private  jet  is  really  viewed  as 
an  efficient  way  to  get 
around.  Today,  time  is  seen 
as  more  valuable." 

This  is  good  news  for 
corporate  jet  makers,  who 
are  enjoying  a  miniboom  in 
business.  Witness,  for  exam- 
ple, the  October  1996  IPO 
of  Forstmann  Little's  Gulf- 
stream  Aerospace  after  a 
previous  delay  in  1993.  Wall 
Street  finally  bought  into  the 
promise  of  business  jets.  So 
too,  apparently,  have  well- 
heeled  corporations  and 
individuals.  Revenues  in  the 
sector  for  U.S.  manufacturers 
are  up,  from  $709  million  in 
1986  to  $2.1  billion  in  1995. 
And  with  foreign  manufac- 
turers such  as  Canada's  Bom- 
bardier (owner  of  Canadair, 


around.  That  means  in  a  12-day  span  he  can  travel  from  Singa- 
pore, Malaysia,  and  Thailand  to  Holland,  Scotland,  and  North- 
ern Ireland.  Says  Shugart, "I  have  to  fly  privately.  It  can't  be  done 
any  other  way." 


maker  of  the  Challenger),  France's  Dassault  Aviation  (Falcon), 
and  Israel  Aircraft  Industries  (Astra),  the  industry  will  top  $4 
billion  in  revenues  this  year. 

New,  long-range  jets  that  manufacturers  introduced  last  ►58 


It's  a  Must  Al  Shugart,  CEO  of  Scotts  Valley,  California's  Seagate  Technology,  the  world's  largest  disk  drive  company, 
contends  that  his  hectic  domestic  and  international  travel  schedule  demands  private  jet  ownership.  "It  can't  be  done  any  other 
way,"  he  says.  Shugart  helped  to  choose  his  Astra  jets  and  owns  the  charter  company  that  leases  the  planes  to  Seagate. 
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PHILIP  KNIGHT/NIKE 

Two-time  marathoner  Philip  Knight,  58,  has  turned  his  love 
of  running  into  a  $6.47  billion  athletic-shoe  empire.  Profits  on 
those  sales  reach  into  the  half-billion-dollar  range.  The  Beaver- 
ton,  Oregon-based  company's  shares  have  quadrupled  since 
the  start  of  1994.  And  founder  and  CEO  Knight  is  worth  about 
$5  billion.  So,  of  course,  Knight  has  a  jet — or  two. 

Nike's  two  Gulfstreams  (III  and  IV)  are  used  to  ferry  execu- 
tives and  celebrity  sports  figures  around.  Several  years  ago  it 
was  reported  that  one  of  the  jets  flew  Deion  Sanders  from  one 
sporting  event  to  another.  Knight  also  got  press  in  August  1995 
for  using  a  helicopter  to  chase  Nike-wearing  runners  on  the 
annual  180-mile,  15-hour  "Hood  to  Coast"  race  across  Oregon. 
The  Nike  team  won,  and  he  had  the  chopper  land  on  the  beach 
to  celebrate. 

Knight  says  he  hates  such  news  stories  and  the  notoriety  they 
bring.  This  year  the  company's  use  of  underage  laborers  in 
Indonesia  and  China  caused  a  media  furor.  Nike's  shareholder 
proxy  recommended  voting  against  a  United  Methodist  Church- 
sponsored  resolution  to  allow  independent  monitoring  of  Nike's 
foreign  subcontractors.  (The  church  owns  $8  million  worth  of 
Nike  stock.)  Knight  claims  not  to  like  advertising,  either.  Yet  he's 
made  the  Nike  "swoosh"  logo  (which  he  paid  an  Oregon  student 
$35  for  in  1971)  an  international  symbol.  And  he's  not  exactly 
keeping  the  jets  a  secret.  The  G-IV's  tail  number:  NIKE. 


LINDA  WACHNER/WARNACO 

She'll  introduce  herself  as  "Miss  Linda,"  though  she's  reputed 
to  be  a  tough  boss.  Linda  Wachner,  50,  is  certainly  one  tough 
businesswoman.  And  she's  a  flying  fool. 

CEO  Wachner  logs  approximately  1,000  hours  a  year  on  War- 
naco's  Gulfstream  IV  (N990WC).  That's  a  lot — the  average  busi- 
ness jet  flies  just  450  hours  a  year.  The  plane  is  equipped  with 
phone  and  fax.  The  New  York-based  lingerie  and  apparel  com- 
pany also  owns  a  Sikorsky  S-76  helicopter  to  ferry  executives  to 
and  from  East  Coast  facilities  (and  maybe  the  Hamptons  on 
weekends,  though  Wachner  reimburses  the  company  for  per- 
sonal trips). 

Thanks  to  Wachner,  Warnaco  can  afford  to  fund  these  perks. 
Once  a  buyer  for  Macy's,  Wachner  rose  up  the  ranks  at  Warnaco 
to  stage  a  hostile  takeover  of  the  underwear  maker  in  1986.  She's 
since  transformed  it  into  a  $1  billion  apparel  powerhouse — 
some  30%  of  the  bras  sold  m  the  United  States  are  made  by 
Warnaco.  She  also  has  her  hands  on  most  of  the  bathing  suit 
business  through  her  job  as  CEO  of  California-based  Authentic 
Fitness  (maker  of  swimsuit  lines  like  Speedo). 

Wachner's  typical  time  on  the  run?  A  week  in  November  last 
year  is  representative:  Early  in  the  week,  she  was  in  Paris,  then 
across  the  channel  to  London.  Thursday  she  was  in  Los 
Angeles,  and  Friday  she  was  back  in  New  York.  Total  flying 
hours:  about  25. 
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WARREN  BUFFETT/BERKSHIRE  HATHAWAY 

Maybe  it  was  his  simple  Nebraska  roots,  or  his  belief  in  con- 
servative investments.  But  Warren  Buffett,  66,  was  long  a 
billionaire  (current  net  worth:  $15  billion)  before  he  bought 
into  private  aviation.  He  said  buying  into  it  was  an  indefen- 
sible position. 

That's  why,  in  1986,  the  chairman  of  Berkshire  Hathaway,  a 
holding  company  with  1996  assets  of  $40  billion,  named  his  first 
jet  (a  used  Falcon  20  priced  at  $850,000)  The  Indefensible.  Said 
an  apologetic  Buffett  in  Berkshire's  annual  report  that  year: 
"Whether  Berkshire  will  get  its  money's  worth  from  the  plane  is 
an  open  question,  but  I  will  work  at  achieving  some  business  tri- 
umph that  I  can  (no  matter  how  dubiously)  attribute  to  it." 

Apparently,  he  rationalized  the  Falcon's  expenditures  (aver- 
age cost  per  hour:  $1,500).  He  bought  a  used  Challenger  ($6.7 
million)  three  years  later.  (That,  too,  is  called  The  Indefensible.) 
He  told  shareholders  then:  "The  thought  of  retiring  the  plane 
is  even  more  revolting  than  the  thought  of  retiring  the  chair- 
man." He  still  owns  the  jet. 

Buffett  is  not  a  pilot.  But  last  October  Berkshire  acquired  pub- 
licly traded  FlightSafety  International,  the  world's  largest  inde- 
pendent pilot  training  company  and  a  manufacturer  of  com- 
puter-based training  simulators  for  the  aviation  and  shipping 
industries.  The  deal,  which  included  cash  and  Berkshire  com- 
mon stock,  was  valued  at  $1.5  billion. 


GILBERT  AMELIO/APPLE  COMPUTER 

Apple  Computer's  CEO  and  chairman,  Gil  Amelio,  53,  flies 
the  friendly  skies — himself.  He  owns  an  Israeli-built  Astra  and 
pilots  it  on  domestic  and  international  business  trips  for  the 
computer  maker. 

Apple's  chief  for  just  a  year,  Amelio  was  on  the  company's 
board  while  running  National  Semiconductor,  a  chipmaker  he 
strengthened  from  a  second-rate  player  (behind  Intel)  to  a  more 
robust  one.  National's  stock  responded:  from  $4.25  a  share  in 
1991  to  almost  $33  before  he  left  to  join  Apple  in  February  1996. 
National  owned  corporate  jets  (Falcon  50,  Falcon  2000,  and 
Astra),  which  Amelio  also  flew. 

The  beleaguered  Apple  isn't  paying  for  such  perks.  But 
Amelio  has  conducted  Apple  business  aboard  a  Falcon  900 
(N900MJ)  owned  by  former  Apple  chairman  A.  C.  "Mike" 
Markkula.  When  Amelio  jetted  to  Europe  after  accepting  the 
post,  he  went  in  Markkula's  Falcon,  but  came  home 
on  a  commercial  flight.  The  jet  was  damaged  in  a  parking  area 
in  Germany  (an  airport  vehicle  hit  it),  grounding  it  for 
repairs. 

Apple's  turnaround  may  be  some  ways  off  for  shareholders,  but 
for  now  Amelio  can  afford  plenty  of  Jet  A  fuel.  After  all,  he's 
one  of  the  nation's  highest-paid  CEOs.  His  salary:  $2.5  million, 
with  options  that  could  reach  more  than  $10  million  if  Apple's 
stock  bounces  up. 
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GARY  COMER/LANDS'  END 

Literally  everyone  in  America  with  a  mailbox  knows  his  com- 
pany, but  few  know  the  low-key  man  who  founded  Lands'  End, 
Gary  Comer.  The  69-year-old  Comer,  a  former  copywriter  and 
avid  sailor,  started  the  mail-order  business  in  Chicago  in  1963. 
He  sold  sailboat  hardware  and  equipment.  But  when  he  produced 
the  company's  first  full-color  catalog  in  1975,  two  pages  of  fash- 
ions were  featured.  Over  the  company's  23-year  history,  the  focus 
has  shitted  to  selling  clothing  and  home  furnishings;  in  1994 
Lands'  End  surpassed  L.  L.  Bean  as  the  nation's  largest  catalog 
purveyor  of  preppy,  down -home  duds.  Sales  top  $1  billion.  While 
Lands'  End  has  been  public  since  1986,  Comer  still  owns  about 
53%  of  the  company,  worth  some  $450  million. 

Lands'  End  operates  two  Learjet  35As,  and  Comer  flies  aboard 
a  Falcon  50.  Despite  these  luxuries,  the  company,  based  in  the 
Wisconsin  hamlet  of  Dodgeville,  has  a  culture  that  is  homespun 
and  casual.  But  Comer  is  no  pushover  when  it  comes  to  keep- 
ing the  catalog  retailer  on  track.  In  1994  he  contained  a  board- 
room coup  and  ousted  his  hand-picked  successor,  William  End 
(no  relation  to  the  company  name). 

Comer  dabbles  in  venture  capital.  Lie  flew  to  Silicon  Valley  in 
his  Falcon  three  years  ago,  scouting  for  investments.  (He  met 
with  Netscape  founder  Jim  Clark  on  the  jet,  though  he  never 
invested  in  Clark's  projects.)  He  recently  sank  $4  million  into  an 
Illinois-based  chemical  company  called  Eichrom  Industries. 
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PAUL  ALLEN/MICROSOFT 

Microsoft  cofounder  and  billionaire  Paul  Allen,  43,  flies  the 
biggest  of  "private"  jets — a  commercial  one.  His  Boeing  757 
(retailing  at  between  $61  million  and  $68  million)  has  been 
redesigned  from  a  230-seat  plane  to  a  35-seat  luxury  transport. 
It  has  two  roomy  lounges,  an  office-bedroom,  and  big-screen 
TV.  Usual  guests  include  the  Portland  Trail  Blazers — he  owns 
the  basketball  team.  He  may  fly  the  Seattle  Seahawks  around  later 
this  year:  His  15-month  option  to  buy  the  football  franchise 
comes  due  this  July. 

With  an  estimated  net  worth  of  $7.5  billion,  Allen  has  money 
to  burn.  Certainly  a  good  sum  goes  up  in  jet  fumes  (a  757  costs 
$2,200  an  hour  in  direct  costs).  Allen  actually  owns  a  small  fleet 
of  planes  and  a  helicopter;  one  is  a  Challenger  601,  which  he  uses 
to  fly  friends  to  Trail  Blazers  games.  (It  seats  12.)  A  childhood 
friend  of  Microsoft's  Bill  Gates,  Allen  still  owns  9.5%  of  the  soft- 
ware giant.  He  spends  his  wealth  on  more  than  aviation.  Some 
investments:  $300  million  for  an  80%  stake  in  Ticketmaster 
(before  going  public);  $500  million  for  18%  of  DreamWorks  SKG; 
another  $100  million  funded  Interval  Research,  an  incubator 
of  high  tech  companies.  Some  ventures  have  paid  ott  (like  his 
24.9%  stake  in  America  Online,  which  returned  between  $75 
million  and  $100  million  to  him),  but  he  reportedly  lost  nearly 
$100  million  on  a  multimedia  software  company  called  Asymetrix 
and  another  $10  million  on  SkyPix,  a  satellite  venture. 


STEPHEN  WYNN/MIRAGE  RESORTS 

Stephen  Wynn,  55,  CEO  and  chairman  of  Mirage  Resorts, 
doesn't  publicly  discuss  his  flying  habits.  That  could  be  because 
some  of  them  have  been  called  extravagant. 

The  casino  king's  company,  Mirage  Resorts,  owns  three  Gulf- 
stream  jets.  The  oldest,  a  Gulfstream  II  (721SW),  features  a  glitzy 
Golden  Nugget  logo  in  the  entryway.  Public  relations  folks  at 
Mirage  admit  that  the  company  uses  the  jets  to  fly  high-roller 
customers  in  and  out  of  Las  Vegas,  from  locations  as  far  away  as 
South  America  and  London.  But  Mirage  PR  flacks  insist  Wynn 
is  a  "homebody"  who  rarely  flies. 

Unlikely.  Two  recent  books  report  that  Wynn,  a  high  roller 
himself,  flies  in  the  Gulfstreams  regularly.  His  two  grown  daugh- 
ters also  use  the  planes.  In  his  1995  book  on  Wynn,  Running 
Scared,  writer  John  L.  Smith  reveals  that  Wynn  sent  the  G  II  to 
fetch  Chinese  food  in  Las  Vegas  while  visiting  Sun  Valley,  Idaho. 

Extravagant  maybe,  but  Wynn  and  Mirage  can  afford  to  be. 
His  $2.5  million  salary  (not  including  bonuses  and  options)  pays 
for  a  lot  of  air  time  and  Chinese  food.  And  Wynn  owns  15%  of 
Mirage,  arguably  the  most  successful  casino  operator  in  the 
world.  In  1995,  Mirage  had  revenues  of  $1.45  billion  and  prof- 
its of  $163  million.  Last  year  the  company  was  expected  to  gen- 
erate cash  flow  of  $420  million,  up  from  $370  million  in  '95.  And 
Wall  Street  expects  that  cash  intake  may  double  by  1999,  thanks 
to  two  new  resorts  that  will  go  online. 


CHARLES  SCHWAB/SCHWAB  CORP. 

The  59-year-old  Charles  Schwab  is  known  for  a  lot  of  things: 
making  personal  investing  easy  and  cheap,  offering  financial 
planning  to  the  mass  market,  turning  his  name  into  one  syn- 
onymous with  the  discount  brokerage  business.  But  the  bil- 
lionaire is  less  known  for  his  jet,  a  Falcon  50,  even  though  its  tail 
number  hints  at  who  owns  it:  N50CS.  Technically,  Schwab  leases 
the  plane  from  GEC,  a  ruse  many  executives  use  to  keep  costly 
aircraft  off  the  books. 

The  jet  is  a  far  cry  from  Schwab's  earlier  modes  of  transpor- 
tation. At  age  18  he  drove  a  truck  for  a  living,  12  hours  a  day,  six 
days  a  week.  The  next  year  he  drove  his  '54  Ford  across  the  coun- 
try to  work  on  two  railroads.  He  never  excelled  academically 
(he's  dyslexic)  and  struggled  to  get  through  Stanford  University. 

But  he  had  a  gift  for  playing  the  stock  market — he  began  read- 
ing stock  tables  at  age  13.  His  first  investment  was  $100  in  100 
$1  stocks  as  a  teenager.  Schwab  founded  his  brokerage  firm  in 
1971  and  pioneered  the  discount  business  in  '74.  He  sold  the 
business  to  Bank  of  America  in  1983,  but  bought  it  back  in  a 
leveraged  buyout.  That  was  in  1987 — just  months  before  the 
October  market  crash.  The  company  lost  millions. 

But  Schwab  (known  as  "Chuck"  to  family  and  friends)  recov- 
ered and  prospered.  The  company's  1996  revenues  reached  $1.85 
billion;  net  income  was  $233.8  million.  His  salary:  $800,000,  with 
an  $8.6  million  bonus.  ■ 
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49^  year  arc  fueling  some  of  that  revenue  growth.  Gulfstream 
recently  delivered  its  first  $37.5  million,  6,500-nautical-mile  Gulf- 
stream  V;  the  company  presold  70  of  the  pricey  models.  Bom- 
bardier, meanwhile,  countered  with  its  comparably  priced  and 
equipped  Global  Express.  The  company 
has  orders  for  60,  even  though  Global 
Express  shipments  won't  begin  until  next 
year. 

Boeing  will  enter  the  fray  in  late  '98 
with  a  specially  equipped  737-700.  This 
converted  jetliner  won't  have  the  speed 
or  range  of  its  competitors,  but  will  use 
size  as  its  biggest  selling  point.  A  typical 
$35.5  million  737-700  can  carry  63  pas- 
sengers (although  each  aircraft  can  be 
custom  designed  to  accommodate  any- 
where from  8  to  149  passengers),  with 
operating  costs  only  slightly  higher  than 
the  Gulfstream  V  and  Global  Express. 

Another  concept  attracting  new 
customers  to  private  aviation  is  time- 
sharing. Industry  pioneer  Net  Jets  of 
Montvale,  New  Jersey,  has  doubled  its 
business  every  year  since  1991.  Its  main 
rival,  Business  Jet  Solutions  of  Dallas,  an  18  month  old  joint  ven- 
ture of  AMR  Combs  and  Bombardier,  is  also  growing  rapidly, 
adding  10  to  15  partial  owners  a  month. 

If  saving  time  is  the  major  consideration  in  the  developing 


JET  FACTS 


CHARTERING  COSTS 


$1,100  per  hour' for  an  8-passenger  Learjet 
$5,000  per  hour  for  a  14-passenger  Dassault 
Falcon  900B 


JET     FUEL     PRICES     PER  GALLON 


$1.66  in  Houston,  Texas 
$2.06  in  Boston,  Massachusetts 


HANGAR  STORAGE 


$165  per  night  for  Lear  35A 
$340  per  night  for  Gulfstream  GIV 


PILOT  SALARIE 


$40K-$103K 


LANDING     AND     PARKING  FEES 


New  Orleans  $85 
Washington  National  $156 
Tokyo-Narita  $10,000 


CATERING 


$200-$300  transcontinental  flight 
for  4  passengers 

SOURCES   N  8  A  A    JOHN  T    OOWLING,  ATP 


market  for  private  jets,  increasing  executive  productivity  runs  a 
close  second.  Shugart,  for  one,  doesn't  carry  a  laptop  or  cell  phone 
aboard.  He  uses  his  jet  miles  to  think,  uninterrupted.  "Being  on 
the  plane  is  good  thinking  time,"  he  says. 

Others  use  their  flight  hours  as  work- 
ing office  hours.  Standard  in  the  bigger 
class  of  jets — Gulfstream,  Challenger,  Fal- 
con— are  multifunction  work  areas, 
equipped  with  phone,  data  ports,  fax,  and 
sometimes  printers  and  scanners.  The 
Gulfstream  V  can  be  outfitted  with  a  six- 
channel  satellite-based  telephone  (the 
satellite  dish  is  housed  in  a  little  dome  on 
the  tail).  The  phone  can  be  used  for  data 
transmission,  phone,  fax — anywhere  in 
the  world.  Though  costly  at  $400,000,  the 
device  is  (you  guessed  it)  "essential"  for 
most  customers,  says  Gulfstream's  Randy 
Grovenstein. 

No  direct  link  has  been  made  bet- 
ween private-jet  travel  and  improved 
executive  productivity  (note  that  other 
features  Gulfstream  is  installing  in  its 
new  GV  include  beds,  showers,  and  high 
tech  Bose  sound  systems).  But  as  long  as  corporate  profits  remain 
healthy,  Wall  Street  analysts  such  as  Howard  Rubel  of  Gold- 
man Sachs  predict  a  5%  to  10%  annual  growth  rate  in  the  pri- 
vate-jet business  for  the  rest  of  the  century.  ■ 


TIME  IS  MONEY:  FROM  SAN  ANTONIO  TO  K.C.,  PRIVATE  JETS  SAVE 


N BAA'S  COST  ANALYSIS  OF  A  HYPOTHETICAL  TRIP  SHOWS  THAT  PRIVATE  OWNERSHIP  IS  DEFENSIBLE 


Expenses 


Private 


Charter 


Commercial 


Cost  of  Air  Services 

Cost  of  Employee  Travel  Time  (door  to  door) 
Other  Trip  Expenses  (hotels,  meals,  rental  cars,  etc.) 
Total  Direct  Trip  Cost 


$6,467 
$1,785 
$372 
$8,624 


$8,083 
$1,785 
$372 
$10,240 


$2,505 
$3,820 
$1,143 
$7,468 


Cost  of  Air  Services  $6,467 

Other  Trip  Expenses  (hotels,  meals,  rental  cars,  etc.)  $372 

True  Cost  of  Employee  Travel  Time  (door  to  door)  $1 0,176 

Offsetting  Value  of  Productive  Time  Enroute  ($5,092) 

Total  True  Trip  Cost  $11,923 


$8,083 
$372 
$10,176 
($5,092) 

$13,539 


$2,505 
$1,143 
$21,773 
($2,919) 
$22,502 


NONBUSINESS  HOURS  AWAY  FROM  HOME 


22  hrs  50  min 


22  hrs  50  min 


98  hrs  45  min 


Source:  Travel$ense,  cost/benefit  travel  analysis  software  developed  by  the  National  Business  Aircraft  Association  (NBAA).  The  chart  was  generated  for  Forbes  ASAP 
and  is  based  on  a  hypothetical  trip  (San  Antonio,  Texas,  to  Kansas  City,  Missouri)  taken  by  a  fictitious  but  typical  business  travel  party.  The  "trip"  was  to  a  nine-hour 
business  meeting  in  Kansas  City.  The  "passengers"  were  a  CEO  (compensation  set  at  $700,000),  two  senior  vice  presidents  (each  making  $200,000),  a  PR  manager 
($80,000),  and  a  regional  sales  manager  ($125,000). 

The  software  took  into  account  the  price  of  a  commercial  ticket  for  the  same  route  (full-fare  coach),  meal,  and  rental  car  costs  (for  all  three  trip  options),  plus  hotel 
expenses,  in  the  case  of  the  commercial  airline  trip.  The  NBAA  program  assesses  factors  such  as  onboard  productivity  and  value  of  nonbusiness  hours.  In  addition,  it 
uses  a  multiplier  that  indicates  the  "value"  of  employee  time  to  the  company,  including  revenue-generating  potential.  The  "nonbusiness  hours  away  from  home"  entry 
represents  the  cumulative  time  spent  by  all  five  individuals.  Thus  the  nonbusiness  hours  category  for  the  commercial  flight  option  includes  an  overnight  stay;  there  are 
no  same-day  arriving  flights  available  that  accommodate  their  meeting  schedule.  The  data  for  commercial  travel  is  calculated  using  actual  fares  and  schedules.  Charter 
and  corporate  jet  costs  arc  also  based  on  real  fuel  prices,  pilot  salaries,  and  aircraft  depreciation  schedules. 
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THE  CROWDED  NBAA 
AIR  SHOW  PROVES  THAT 
$30  MILLION  BUSINESS 
JETS  AREN'T  JUST  PERKS 
ANYMORE.  PHOTOGRAPHY 
BY  ANTONIN  KRATOCHVIL 


In  1990  OR  so,  you  might  have  been  forgiven  for  thinking  that 
the  loftiest  of  corporate  perks,  the  fleet  of  lavishly  appointed 
business  jets,  was  headed  for  a  bumpy  landing.  The  flamboyance 
of  the  '80s  was  deplored  by  shareholders  suddenly  sobered  by 
recession.  Downsizing  was  the  rage,  and  austerity  was  its  dour 
handmaiden.  Executives  accustomed  to  the  comforts  of  the  com- 
pany plane  found  themselves  standing  in  economy  class  check- 
in  lines.  The  chariots  of  the  gods  had  thumped  back  to  earth. 

But  if  there's  any  pessimism  left  from  those  dreary  days,  the 
25,000  serious  shoppers  at  this  year's  National  Business  Aircraft 
Association's  annual  trade  show  in  Orlando,  Florida,  were  hav- 
ing none  of  it.  After  all,  time  is  still  money.  New  models  such 
as  the  Gulfstream  GV  and  the  Bombardier  Global  Express,  able 
to  fly  farther  and  faster  than  ever,  were  luring  power  travelers 
like  the  Sultan  of  Brunei  and  the  Shogun  of  Redwood  Shores 


(aka  Larry  Ellison).  Why  the  rebound?  Well,  the  recession  is  past 
and  business  is  good.  But  more  important:  The  corporate  jet  is 
a  key  part  of  a  company's  communications.  In-flight  phones  and 
email  are  as  fundamental  as  walnut  bars  and  $20,000  club  chairs. 
In  the  global  market,  deals  are  still  closed  face-to-face,  and  play- 
ers are  expected  to  arrive  at  the  table  fresh — and  fully  informed. 

For  all  this  high  tech,  however,  Orlando  still  has  the  aura  of 
a  Detroit  auto  show,  only  with  price  tags  of  $30  million  rather 
than  $30,000 — booth  babes  wearing  "Sanitized  for  Your  Protec- 
tion" ribbons,  glitzy  displays  hawking 
wings  and  wow,  and  heads  of  corpo- 
rate flight  departments  shucking  their 
Ballys  to  troop  through  virgin  interi- 
ors. While  the  hopes  of  brokers  and 
dealers  hover  up  around  Mach  1.  ■ 
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Incredible 
Opportunity  For 

CA  Clients. 


The  DIGITAL  AlphaServer™  and 
AlphaStatipn™  systems  and  CA-Unicenter® 
together  create  the  world's  most  powerful 
enterprise  management  solution. 

It  combines  the  world's  fastest  high- 
performance  servers  and  workstations 
with  the  industry  standard  for  network  and 
system  solutions.  With  the  integration  of 
Polycenter,™  it's  a  single  integrated  solu- 
tion that's  delivered  and  supported  by  over 
20,000  of  DIGITAL'S  industry-leading  ser- 
vice and  support  professionals. 

CALL  1  -800-DIGITAL 

www.digital.com  www.cai.com 


digital 


(Zomputer® 
Associates 
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AN AG  EM  ENT 


This  is  what  we  call  dedicated  support. 

MicroAge  Infosystems  Services  and  Compaq 
will  respond  to  help  you  weather  any  business  critical  storm. 


MicroAge  and  Compaq  have  been  partners  in 
information  technology  for  nearly  two  decades.  Now, 
MIS  has  been  named  a  Compaq  System  Service 
Provider  (SSP),  which  combines  Compaq  quality 
with  the  service  and  support  of  MicroAge  to  help 
protect  your  business  in  business  critical  situations. 

From  planning,  to  implementation,  through 
support,  our  "total  solution"  objective  is  to  create 
a  distributed  enterprise  environment  for  your 
company  which  is  fully  reliable,  fault  tolerant  and 
remotely  manageable. 


To  find  out  more  about  how  MIS  and  Compaq 
can  help  you  weather  any  business  critical 
storm,  call  us  at  1-800-637-6797,  or,  for  printed 
materials  call  1-800-8 1 3-4021  and  access  document 
0702440. 

COMPAQ 

/MicroAge  Infosystems  Services 
Faster.  Better.  Cheaper. 

©  1996  MicroAge.  Inc.  All  rights  reserved.  All  trademarks  and 
registered  trademarks  are  the  property  of  their  respective  companies. 
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Connected 

>y  QUARTET 

PLANES,  TRAINS,  AND  AUTOMOBILES  ARE  NO  OBSTACLE  TO 
EXECS  STAYING  IN  A  CONTINUOUS  INFORMATION  LOOP 
BY  ANTHONY  BRANDT- PHOTOGRAPHY  BY  SETH  RESNICK 


An  elegantly  dressed  woman  emerges  from  a  Tiepolo  exhi- 
bition at  the  Palazzo  Rezzonico  in  Venice,  whips  out  a  tiny  cel- 
lular phone,  punches  in  a  number,  and  says,  "Sono  io.  Di  mi 
tutti!"  "It's  me.  Tell  me  everything!"  She  may  be  only  minutes 
from  her  home  (by  the  looks  of  her,  some  impressive  place  on 
the  Grand  Canal),  but  whatever  it  is  she  wants  to  know,  she 
wants  to  know  it  now. 

Her  desire  to  be  reconnected  instantly  to  the  grapevine  may 
not  be  a  life-or-death  matter,  but  in  essence  it  really  isn't  very 
different  from  that  of  any  harried  chief  executive  officer  who 
has  to  know  what  he  has  to  know  without  another  minute  going 
by.  There  was  a  time  when  the  Venetian  signora  and  the  anx- 
ious corporate  executive  simply  had  to  wait  to  be  told  every- 
thing when  they  arrived  at  a  communication  post,  whether  it 
be  home,  office,  or  the  nearest  pay  phone.  But  that  was  back 
in  the  age  of  information  blackouts.  Hours  and  days  might  go 
by  when  top  people  simply  couldn't  be  reached — a  period  about 
to  be  consigned  to  the  dustbin  of  history.  As  George  Gilder  has 
pointed  out,  in  a  market-driven  world,  a  scarcity  always  results 
in  an  abundance.  In  this  case,  the  scarcity  (no  news  here)  is 
time.  And  the  opportunistic  abundance  is  connectivity — the 
ability  to  stay  plugged  into  the  action  anytime,  all  the  time, 
from  anywhere  at  all. 

filling  the  out-of-touch  gap  is  the  growing  abundance  of 


communication — wired  and  wireless,  analog  and  digital,  Inter- 
net and  intranet — that  creates  an  ongoing  state  of  in-the-loop- 
ness.  Whether  you're  at  the  beach  house,  in  a  limo  stuck  in  traf- 
fic, or  on  the  company  plane  halfway  across  the  Atlantic,  there 
need  no  longer  be  any  crisis  you  won't  be  able  to  take  on  in  mid- 
stride,  midflight,  and,  yes,  midlunch. 

The  four  executives  profiled  by  Anthony  Brandt  on  the  fol- 
lowing pages  are  very  different  in  what  they  do,  and  how  they 
do  it.  With  one  exception,  they  are  not  in  fields  that  require  them 
to  be  well  informed  about  technology.  What  connects  them  is 
their  key  roles  in  very  personal  businesses,  where  constant  con- 
tact is  absolutely  essential.  I  ike  field  generals,  they  are  hands- 
on  decision  makers,  with  a  need  to  maintain  close  control  of 
operations.  Because  they  spend  a  lot  of  time  on  the  road,  woo- 
ing talent,  stroking  clients,  or  simply  getting  their  faces  in  front 
of  their  fans,  they  have  found  highly  effective  ways  to  link  up 
to  the  action. 

In  a  1996  speech  to  the  Society  of  Publication  Designers, 
goddess  of  the  hearth  Martha  Stewart  talked  about  the  impor- 
tance of  "extending  the  brand,"  in  her  case  her  own  name. 
Extending  the  brand  means  widening  the  scope  of  connectiv- 
ity. When  the  fate  of  a  company  rests  heavily  on  the  leader- 
ship and  creativity  of  its  top  executive,  being  out  of  touch  is 
definitely  out  of  the  question.  ► 
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Strauss  Zelnick 

CEO,  President,  BMG  Entertainment,  North  America 


Eight  men  are  seated  around  the  enormous  table  in  the  con- 
ference room  on  the  39th  floor  of  the  Bertelsmann  building  in 
Manhattan.  The  conference  room  is  in  the  heart  of  BMG's  head- 
quarters and  overlooks  Duffy  Square,  just  north  of  Times  Square. 
One  end  of  the  room  is  all  windows  that  come  to  a  point  in 
the  middle,  making  the  room  look  like  a  ship  about  to  launch 
over  Broadway.  Seven  of  the  eight  men  are  dressed  casually,  in 
jackets  or  sweaters  or  just  shirts;  none  is  wearing  a  tie.  They 
are  vice  presidents,  senior  vice  presidents,  a  director  of  finance, 
a  vice  president  of  legal  affairs,  but  they're  all  under  40  and 
this  is  the  music  business.  They  don't  wear  ties. 

Except  Strauss  Zelnick,  39.  He  is  the  CEO  of  this  operation  and 
he  is  wearing  bullet-proof  gray  Armani.  The  unsubtle  display  of 
style  and  authority  works.  The  other  men  have  memos  and 
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notebooks  and  pens  in  front  of  them.  There's  nothing  in  front  of 
Zelnick  but  mahogany  veneer.  He  asks  sharp,  quick  questions.  He's 
friendly  but  in  total  control.  He's  adept  at  this  and  knows  it. 
He's  smooth  and  smart  and  tough  and  there's  no  wasted  motion. 
You  wouldn't  be  surprised  if  he  had  a  black  belt  in  the  martial 
arts.  Then  he  turns  to  his  computer  and  clicks  on  his  email. 
Email — that  great  modern  leveler? 

Sure,  Bill  Gates  lives  by  it.  But  wait  a  nanosecond.  We're  talk- 
ing about  the  music  biz,  not  computer  software:  moguls,  not 
nerds.  Mogul  currency  is  a  carefully  fed  perception  that  only  you 
can  get  deals  done,  only  you  can  direct  star  talent  around  like 
rooks  on  a  chessboard.  Zelnick  is  just  that,  a  mogul,  and  aware 
of  it.  He's  the  CEO  of  the  German  publishing  giant's  entertain- 
ment arm,  BMG,  which  oversees  all  North  American  music  ►72 


Waste  Not,  Want  Not  BMG's  Zelnick  doesn't  believe  in 
wasting  motion — or  time.  His  ThinkPad  keeps  him  wired  to 
emailing  executives  worldwide.  "Email  is  a  great  leveler"  he 
says.  "There's  nothing  like  the  CEO  [in  his  case,  of  a  $6  billion 
music  and  video  publisher]  to  go  on  email  for  people  to  use  it." 
He  also  travels  with  a  Sony  Dictaphone,  a  Hewlett-Packard 
12C  calculator,  and  a  Sony  Walkman. 


February  24.1  997     FORBES  ASAP  (y~J 


Toshiba  Multimedia 


►►■■I 


TOSHIBA  TECHNOLOGY  SETS  THE  STANDARD. 

Motivation.  The  need  to  lead.  That's  Cable  PC.  The  flow  of  information  has 

what  keeps  Toshiba  in  the  forefront  of  taken  on  a  whole  new  dimension, 

multimedia.  This  unique  drive  has  Toshiba's  new  Cable  Internet  system 

enabled  us  to  breathe  life  into  a  range  is  an  industry-leading  end-to-end 

of  exciting  products  that  once  existed  integrated  broadband  solution.  It  will 

only  in  the  imagination.  We're  proud  to  bring  two-way  multimedia  communica- 

have  started  a  revolution  that  will  help  tions  to  your  home  computer  over 

to  define  the  future.  But  it's  only  just  your  TV  cable  for  the  first  time.  At  speeds 

begun.  Get  ready  for  the  ride  of  your  life.  hundreds  of  times  faster  than  a  phone 

line.  It  will  put  you  in  touch  with  the 


whole  world  in  real  time.  In  real  life. 


Go  ahead.  Dive  in. 


In  Touch  with  Tomorrow 

TOSHIBA 

http://www.toshiba.com 


Martha  Stewart 

Chairman,  Editor  in  Chief,  Martha  Stewart  Living  Enterprises 

On  her  TV  show  she  seems  businesslike  and  remote,  but  in 
person  she's  relaxed,  pleasant,  and  she  laughs  a  good  deal,  often 
at  her  own  expense.  Because  she  lacks  the  natural  warmth  of, 
say,  an  Oprah,  her  critics  call  her  the  Ice  Queen.  It  isn't  fair.  What 
she  is,  is  the  First  Lady  of  Domesticity,  and  like  all  first  ladies 
she's  held  to  a  standard  that  is  hard  to  achieve.  Not  only  must 
she  be  perfect,  she  must  be  humble  about  it. 

Martha  Stewart  is  a  workaholic,  famously  busy,  extremely 
smart,  phenomenally  successful.  When  we  caught  up  with  her, 
she  was  negotiating  to  buy  back  her  magazine  from  Time  Warner. 
Currently,  she  is  involved  with  her  new  mail-order  catalog,  Martha 
by  Mail;  her  half-hour  syndicated  weekly  TV  show,  available  now 
in  97%  of  the  country;  her  syndicated  newspaper  column, 
"askMartha,"  now  in  160  newspapers;  her  "askMartha"  radio  spots; 


It's  a  Good  Thing  Martha  Stewart  is  a  champion  of 
good  things:  dried  hydrangeas,  jelly-jar  candles,  and  high  tech- 
nology. The  latter  keeps  her  $200  million  enterprise  ticking. 
Her  tools?  A  Mac  7100/66  AV,  a  Mac  PowerBook,  a  Sharp  OF 
4850  fax,  a  Sony  IC  Recorder,  a  Watchman  FDC  22  TV,  a  Sony 
Mini  Disc  Recorder,  and  much  more.  Her  Suburban  vans  (she 
has  two)  are  as  wired  as  anything  produced  by  the  Pentagon. 


and  the  up-and-coming  "askMartha"  online.  ("An  organizational 
system,"  she  says,  "for  the  home.")  And  these  are  just  for  starters. 
Much  could  follow — a  signature  line  of  furniture,  a  line  of  china, 
a  line  of  hybrid  tea  roses,  bred  to  match  the  wallpaper.  Surely 
by  now  she  must  be  planning  Martha  Stewart:  The  Movie.  Last 
year  Time  magazine  said  that  her  "aim  is  nothing  less  than  to  take 
over  Christmas."  She  acknowledges  that  its  true. 

So  how  does  she  do  it?  How  can  any  human  keep  track  of 
so  many  enterprises  doing  some  $200  million  a  year?  "Tech- 
nology allows  me  to  do  them — fax  machines,  computers,  effi- 
cient phones,  email,"  she  says.  But  why  do  so  much,  I  ask? 
"Because  you  can,"  Stewart  says.  "That's  my  new  motto.  Tech- 
nology makes  it  possible,  so  it's  going  to  get  done." 

Stewart,  in  short,  is  wired.  At  her  home  in  Westport,  ►  72 
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Zelnick 


67^  production  and  distribution, 
including  the  Arista  and  RCA  labels, 
and  worldwide  music  publishing  and 
interactive  and  home  video.  Put  together,  the  BMG  divisions 
do  about  $6  billion  a  year  in  sales.  This  guy  types? 

Fast  enough,  it  turns  out,  to  put  most  secretaries  to  shame. 
This  is  a  rare  talent  among  CEOs,  even  in  the  information  age. 
Zelnick's  faith  in  computers  probably  started  in  Silicon  Valley. 
He  ran  Crystal  Dynamics,  a  producer  and  distributor  of  game 
software,  before  going  to  BMG. 

He  preaches  technology's  benefits  and  here's  why:  "If  I  want 
to  ask  a  simple  question  of  a  senior  exec- 
utive of  mine,"  he  says,  "here's  what  hap- 
pens in  the  entertainment  business.  I  tell 
my  assistant,  get  so-and-so  on  the  phone. 
She  places  the  call.  His  assistant  answers 
the  phone.  He  is  not  in  his  office.  I  leave 
a  message.  He  calls  back.  I'm  in  a  meet- 
ing. Then  we  trade  calls  all  day  long.  We 
finally  get  on  the  phone,  I  say  to  him, 
'Here's  the  simple  question.'  He  says,  'I'll 
get  back  to  you.'  Then  he  goes  and  does 
the  research.  Then  we  start  a  new  round 
of  telephone  tag  again. 

"Now  with  email,  I  type  directly  to  the 
executive,  no  interface  at  all.  I'm  a  good 
typist.  Just  type  in  a  question — boom — it 
arrives  on  the  other  person's  desk.  When 
he's  ready  to  deal  with  it,  he  gets  the  infor- 
mation, he  emails  back."  Succinct.  Staccato.  No  time  wasted. 

Not  impressed?  Remember  the  industry.  Zelnick  had  to  pros- 
elytize to  get  his  executives  to  use  email — the  entertainment  busi- 
ness is  not,  he  says,  computer  literate — but  "there's  nothing  like 
the  CEO  to  go  on  email  for  people  to  use  it." 

His  bosses  are  German  so  he's  got  a  program  on  his  PC  to 
teach  him  German.  "I  have  Word,  I  have  Netscape,  AOL,"  Zelnick 
says.  He  travels  with  equal  efficiency.  "I  always  travel  with  my 
Sony  Dictaphone.  I  always  travel  with  my  HP-12C,"  which  he 
describes  as  "a  typical  M.B.A.  calculator,"  and  his  Sony  Walk- 
man. He  listens  to  music  an  hour  a  day  if  he  can.  He  has  to; 
he's  a  record  executive.  Sometimes  he  takes  a  ThinkPad.  "I  had 
to  give  a  speech  in  Palm  Springs  two  weeks  ago.  I  took  my 
ThinkPad.  I  got  to  the  hotel,  1  plugged  it  into  the  data  port,  I 
plugged  it  into  the  AC  adapter,  dialed  into  my  office,  I  was  up 
with  my  email  right  away." 

Email  flattens  out  the  hierarchy,  as  he  himself  points  out. 
"It's  a  great  leveler  and  a  great  open  door.  Not  that  many 
people,  except  my  direct  subordinates,  feel  that  comfortable  walk- 
ing in,"  Zelnick  says.  "But  almost  anyone  feels  comfortable  writ- 
ing me  email." 

The  walls  of  his  office  are  bare  except  for  a  large  oil  paint- 
ing of  a  brooding,  smoky  city  scene.  The  caption  reads,  "A  Man 
of  Vision."  Next  to  one  window  there's  a  telescope  on  a  tripod 
with  a  skateboard  next  to  it.  Soon  he's  on  the  phone.  "I  like 
people,"  he  says  to  someone,  "who  chew  the  scenery."  He,  of 
course,  never  would.  His  emotional  range,  you  feel,  is  much  nar- 
rower. Much  more  efficient.  ■ 


Stewart 


"You  have  to  be  able 
to  communicate  and  I 

have  an  awful  lot 
of  communicating  to 
do.  The  PowerBook 
faxes  from  the 
airplane,  from  my  car, 
from  my  home, 
wherever  I  am" 

-Martha  Stewart 


71  -4  Connecticut,  where  she  does 
much  of  her  writing,  she  has  10 
(10!)  phone  lines,  a  Mac  7100/66 
AV,  two  laser  printers,  a  Sharp  OF  4850  fax,  cell  phones,  and  a 
PowerBook.  She  is  driven  to  her  New  York  office  in  a  Chevro- 
let Suburban,  so  the  van  is  equipped  with  a  portable  Sony  Mini- 
Disc  Recorder  (MZ-B3,  for  dictation),  a  Sony  IC  Recorder  (ICD 
50,  for  short  messages),  a  Watchman  FDC  22  TV  set,  Sony  noise- 
canceling  headphones,  and  mobile  navigation  software.  She  takes 
the  PowerBook  with  her  when  she  travels  (she  writes  in  the  car) 
and  a  cell  phone.  The  PowerBook  is  perhaps  her  most  impor- 
tant tool.  "You  have  to  be  organized  when 
you  travel,"  she  says.  "You  have  to  be  able 
to  communicate  and  I  have  an  awful  lot  of 
communicating  to  do.  The  PowerBook 
faxes  from  the  airplane,  it  faxes  from  my 
car,  from  my  home,  wherever  I  am." 

Nor  is  this  all.  The  conference  room  at 
Martha  Stewart  Living  has  an  audiovisual 
teleconferencing  system,  controlled 
through  an  AMX  touch-panel  remote.  She 
uses  it  to  attend  board  meetings — she 
serves  on  the  board  of  Revlon,  among 
others — when  she  can't  be  there  in  person. 

It's  impressive,  but  it's  not  surprising. 
That  she  would  be  on  top  of  the  latest 
technology  is  only  to  be  expected.  What 
you  don't  expect  is  the  office  itself.  The 
woman  who  brakes  for  yard  sales  has 
nothing  in  her  office  that  would  suggest  the  presence  of  Martha 
Stewart.  There  are  two  metal  French  postal  clerk's  desks  from 
the  1920s,  painted  gray;  the  walls  are  white,  the  one  shelf  is  white. 
There's  nothing  on  anything:  no  vase  on  the  shelf,  no  pictures 
on  the  wall,  no  mementos  on  the  desks.  Her  desk  chair  is  a  swing- 
ing gray  leather  stool  attached  to  the  desk.  The  place  looks  like 
an  operating  room.  "It's  not  chintz  and  flowers,"  she  acknowl- 
edges. "It's  much  more  subdued  and  clean  because  we're  so  busy 
all  the  time.  We  have  so  much  going  on  that  we  have  to  keep  a 
semblance  of  order  somewhere  in  our  lives." 

So  her  office  is  all  order  and  minimalism,  and  so,  too,  is  her 
new  vacation  home  in  East  Hampton.  It  is  the  late  Gordon  Bun- 
shaft's  house.  Bunshaft  was  the  force  behind  the  architectural 
firm  of  Skidmore,  Owings  &  Merrill.  He  designed  Lever  House, 
Chase  Manhattan  Bank,  the  Beinecke  Library  at  Yale,  and  half 
a  dozen  other  classics  in  the  High  Modern  style.  A  seminal  fig- 
ure in  modern  architecture,  he  was  largely  responsible  for  the 
steel-and-glass  towers  that  have  transfigured  cities  all  over  the 
world.  His  East  Hampton  house  has  the  same  clean,  plain,  unor- 
namented  lines  his  office  buildings  are  famous  for. 

You  have  to  admire  Stewart's  choice.  This  is  a  woman  who's 
willing  to  break  her  own  mold,  who  can  spend  years  teaching  us 
how  to  make  candles  in  jelly  jars,  then  decide  to  live  in  a  totem 
of  modernism.  She  has  plans  for  it,  to  be  sure.  She  needs  a  big- 
ger kitchen,  and  she's  not  happy  with  the  outside.  The  house  is 
on  a  pond  and  she  wants  to  restore  the  wetlands  at  the  edge  of 
it.  She  just  won't  leave  the  place  alone.  She  is,  after  all,  Martha 
Stewart;  like  a  flash  flood,  she  sweeps  everything  before  her.  ■ 
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eyes  are  smiling. 


Every  country  has  its  own  AT&T  Access  Number  which  makes  calling  from 


overseas  really  easy.  Just  dial  the  AT&T  Access  Number  of  the  country 
you're  in  and  we'll  take  it  from  there.  And  be  sure  to  charge  your  calls  on 
your  AT&T  Calling  Card.  It'll  help  you  avoid  outrageous  phone  charges  on 
your  hotel  bill  and  save  you  up  to  60%*  So  use  AT&T  Direct  Service  and 


All  you  need  for  the 
fastest,  clearest  connections  home. 


wallet  card  of  worldwide  AT&T  Access  Numbers,  call  1 800-446-8399- 


Fastest  and  clearest  connections  from  countries  with  voice  prompts,  compared  to  major  U.S.  carriers  on  calls  to  the  U.S. 
Clearest  based  on  customer  preference  testing  'Compared  to  certain  hotel  telephone  <  harges  based  on  calls  to  the  I I.S. 
in  October  I'WS  Actual  savings  may  be  higher  or  lower  depending  upon  your  billing  method,  lime-  of  day.  length  ol 
call.  Ices  charged  by  hotel,  anil  the  country  from  which  yon  are  tailing    «>  l(W  AT&T 


AT&T 


■ 


Regis  McKenna 

Chairman,  The  McKenna  Group 


Regis  McKenna  at  his  PowerBook  is  a  little  like  a  Zen  monk 
in  meditation,  a  picture  of  concentrated  stillness.  He  looks  a 
bit  like  a  monk,  too.  We're  in  his  hotel  room  at  Le  Meridien  in 
Boston;  he's  wearing  a  gray  suit  over  a  gray  polo  shirt.  The  fringe 
of  hair  around  his  otherwise  bald  head  is  white,  his  skin  pale. 
Gray  is  clearly  the  right  choice  for  him;  he  is,  after  all,  the  emi- 
nence grise  of  Silicon  Valley,  an  intimate  friend  of  the  late  Robert 
Noyce,  in  on  the  early  stages  of  Apple  Computer,  Intel,  3Com, 
Compaq  Computer,  National  Semiconductor,  Microsoft.  He's  a 
consultant,  a  venture  capitalist,  a  master  of  the  game.  When  he 
calls  the  president,  his  calls  are  returned.  He  had  Clinton  to  din- 
ner, along  with  eight  of  Silicon  Valley's  major  names,  at  his  house 
in  Sunnyvale  10  days  prior  to  last  fall's  election.  He  says  they  dis- 
cussed encryption.  He  won't  say  more. 
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McKenna  is  an  odd  mixture  of  guru  and  high  tech  junkie.  He 
studied  philosophy  at  Duquesne  University  as  an  undergradu- 
ate, focusing  on  existentialism.  He  still  reads  it.  Yet  at  his  house 
he  has  a  music  system  that  holds  300  CDs  and  can  be  pro- 
grammed by  a  touch  screen.  He  was  the  first  on  his  block  to 
try  digital  thermostats.  He  has  a  home  theater  with  a  digital  pro- 
jector he  uses  to  view  the  Internet — "As  I've  seen  things,  I've 
tried  them,"  he  says. 

McKenna  credits  his  training  in  philosophy,  however,  with 
his  success  as  a  marketing  consultant.  "I  started  working  in  Sil- 
icon Valley  30  years  ago  among  people  like  Bob  Noyce  and  other 
engineers.  Their  outlook  tended  to  be  very  pragmatic,  brilliant 
from  a  technology  standpoint,  but  from  a  marketing..." 
He  pauses,  redirects  the  thought:  "As  my  philosophy 


Zen  and  the  Art  of  High  Tech  Marketing  Regis  McKenna 
mixed  existentialism  with  market  savvy  to  become  the  premier 
marketeer  of  the  digital  age.  A  futuristic  seer,  he  is  hyper- 
wired.  He  carries  a  specially  designed  suitcase  packed  with  high 
tech  gadgets.  His  essentials?  A  Mac  PowerBook,  cell  phone,  Zip 
drives,  Olympus  tnicrocassette,  modem  cards,  and,  of  course,  a 
two-prong,  three-hole  plug. 
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Announcing  Vision  Suited  the  first  software  designed  to  replicate  your  AS/400'  data  to  mul- 


_L       tiple  sites  in  real  time.  With  Vision  Suite,  you  have  instantaneous  information  available  ji 

Business 

Parlner  I  wherever  you  need  it,  for  up-to-the-second  data  and  high  systems  availability.  You 


can  also  use  it  for  workload  balancing  and  unlimited  horizontal  growth,  linking  up  to  10,00C 


In  nature, 
perfect  replication 
is  extremely  rare. 

In  business  today, 
it's  essential. 


>.  In  fact,  Vision  Suite  has  already  been  up  and  running  at  complex  sites  in  Fortune  500  companies 
jnd  the  globe.  Most  important,  it's  from  the  world  leader  in  data  replication  and  propagation, 
BM  premier  business  partner.  To  learn  more  about  how  perfect  replication  can  help  your 
ness,  call  Philip  Marlowe  at  (800)  683-4667  or  e-mail  at  info@visionsolutions.com. 


®1997  Vision  Solutions.  Inc.  Vision  Suite  is  a  trademark  of  Vision  Solutions,  Inc  All  other  trademarks  are  the  properties  of  their  respective  owners. 


Chris  Blackwell 


Chairman,  Island  Records 


"I'm  really  an  audio  person,"  says  Chris  Blackwell,  so  it's  some- 
how appropriate  that  we  meet  only  on  the  phone.  A  scheduling 
problem,  his  assistant  tells  me.  He  is  famous  for  having  sched- 
uling problems.  We  talk  on  the  phone,  and  perhaps  it's  better 
that  way.  Less  hassle.  "I  always  have  at  least  one  cell  phone  with 
me,"  he  says.  He's  partial  to  Motorola's  StarTac.  He  has  not  one 
but  three  voice-mail  systems,"  all  of  which  have  call  forwarding. 
He  loves  voice  mail.  "I  can  call  people  in  the  middle  of  the  night 
because  I  have  their  voice  mail  and  I  know  I'm  not  going  to  wake 
them  up  or  disturb  them,  so  I  can  work  across  different  time 
zones."  Scheduling  again.  "I  move  around  a  lot,"  he  says. 

Being  an  audio  person  has  served  Blackwell  nicely.  The  son 
of  Jamaican  planters,  he  was  educated  at  Harrow,  where  he  was 
once  publicly  caned  for  selling  rum  and  tobacco  to  his 


78 


FORBES  ASAP     February  24,  1  997 


fellow  students.  Back  in  Jamaica  he  found  his  niche  in  the  early 
1960s  discovering  musical  talent,  something  at  which  he  is  very, 
very  good.  It  was  Blackwell  who  first  signed  Jimmy  Cliff  and  Bob 
Marley  and  drove  reggae  across  the  world's  brief  attention  span. 
He  gave  Jethro  Tull  its  first  break.  He  discovered  Grace  Jones, 
and  first  realized  that  the  album,  not  the  three-minute  single, 
was  going  to  be  the  prime  mover  of  pop  music  distribution  in 
the  last  third  of  the  20th  century. 

His  ear  for  talent  made  his  Island  Records  the  hot  label  of  the 
day,  and  to  some  extent  it  remains  so.  He  no  longer  owns  it — he 
sold  it  to  PolyGram  in  1989 — but  he  is  still  involved  in  run- 
ning it.  "After  it  was  sold,"  he  says,  "PolyGram  put  in  their  own 
people  to  run  the  company,  so  I  was  much  less  involved.  But  that 
didn't  work  too  well."  They  lacked  his  ear. 


Ear  This  Island  Records  was  built  on  Chris  Blackwell's  ear, 
so  it's  no  surprise  that  Blackwell  relies  on  audio  technology.  He's 
a  telephone  junkie.  "I  always  have  at  least  one  cell  phone 
[preferably  a  Motorola  StarTac]  with  me,"  he  confesses.  He  has 
three  voice-mail  systems,  all  with  call  forwarding.  His  Cessna 
Citation  features  an  early  model  boom  box,  which  keeps  hint  in 
touch  with  new  music  trends. 
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McKenna 


75 professors  said, 'People 
are  smart  in  different  areas.' 
The  engineers  were  plenty 
smart,  but  not  about  the  wider  world  and  the  way  things  work 
in  it."  McKenna  saw  the  applications,  the  possibilities,  the  mar- 
ket; he  thinks  long,  he  sees  into  the  future.  "I  lived  with  those 
people  so  I  knew  what  they  were  doing,  but  I  wasn't  bound  by 
it."  So  he  could  talk  to  Wall  Street,  he  could  talk  to  the  business 
press,  "and  begin  trying  to  get  them  excited  about  what  the  com- 
panies on  the  West  Coast  were  doing,"  McKenna  says.  "Intel  was 
a  good  example.  I  remember  to  this  day  sitting  in  a  cafeteria  at 
Morgan  Stanley  in  New  York  and  the  analyst  telling  me  there's 
only  one  company  that's  important  in  the  technical  world,  and 
that's  IBM." 

Being  in  on  the  ground  floor  has  served  McKenna  extremely 
well.  He  is  a  venture  partner  in  the  venture  capital  firm  Kleiner 
Perkins  Caufield  &  Byers,  the  money  behind  Netscape,  Sun 
Microsystems,  Compaq,  Genentech.  His  business  consulting 
and  strategizing  company,  which  is  privately  owned,  has  some 
50  employees  and  does  around  $15  million  a  year.  McKenna 
also  lectures  and  writes.  He  travels  widely  and  he  travels,  nat- 
urally, high  tech.  He  shows  me  the  briefcase  he  had  specially  fit- 
ted for  his  equipment:  his  cell  phone,  his  Sharp  Wizard  calcu- 
lator, his  Olympus  microcassette,  two  different  modem  cards, 
an  extra  battery,  a  battery  charger,  and,  of  course,  the  Power- 
Book.  He  hasn't  brought  his  Zip  drive  on  this  trip,  but  he  usu- 
ally does.  When  he's  giving  a  presentation  he  carries  an 
InFocus  portable  computer  projector.  "And  this,"  he  says,  "is  the 
most  important  piece  of  equipment  of  all,"  and  smilingly  pro- 
duces a  two-prong,  three-hole  plug.  He  never  lets  the  briefcase 
out  of  his  sight. 

We  go  to  dinner  at  the  hotel's  quiet  restaurant  downstairs, 
and  McKenna  talks  about  the  future,  which  belongs,  he  believes, 
to  intranets  "because  it's  a  fairly  inexpensive  and  rapid  way  to 
deploy  applications  across  an  enterprise."  Bad  news  for  Microsoft, 
he  adds:  "If  this  indeed  does  succeed  in  becoming  the  primary 
way  we  communicate,  then  the  operating  system  doesn't  have 
the  power  it  once  had." 

The  talk  turns  to  newspapers,  which  he  also  thinks  are  on  the 
way  out.  "If  you  think  about  newspapers  and  the  draw  that  they 
have,  stock  market  quotes  is  one,  real  estate  ads  is  another, 
employment  ads  a  third.  It  keeps  them  alive.  And  all  three  of 
them  are  going  to  go  away."  They're  all,  in  other  words,  going 
to  go  online.  He  envisions  a  system  of  narrowcasting  in  which 
the  news  is  customized  to  fit  the  particular  needs  of  different 
segments  of  society  and  is  delivered  online.  He  gets  excited  when 
he  talks  about  these  things.  "There's  a  difference  between  the 
technology  business  and  other  industries.  It's  like  the  gold  rush, 
but  it's  not  the  wealth  from  the  gold,  it's  the  discovery.  Most  of 
the  people  I  know  running  businesses  are  wealthy  beyond  their 
wildest  dreams,  yet  they  still  work  long  hours,  six-  and  seven- 
day  weeks,  looking  for  the  next  strike.  I  know  people  in  the  auto- 
mobile business,  petrochemicals,  candy.  It's  not  the  same." 

Indeed  not.  Candy,  automobiles — they're  not  the  future,  which 
Regis  McKenna  has  seen.  I  catch  a  glimpse  of  him  later,  walking 
up  Franklin  Street  in  Boston,  smoking  a  cigar.  He  seems  lost 
in  thought.  ■ 


Blackwell 


79  M  So  now  he's  back,  which 
is  one  reason  he  lives  on  the 
phone.  He  has  to  keep  in  con- 
stant touch  with  what's  happening.  He  keeps  lines  of  commu- 
nication open,  to  all  levels  of  his  organization,  bypassing 
the  corporate  hierarchy.  "The  further  you  move  up  in  the  stan- 
dard corporate  structure,"  he  explains,  "the  further  you  are  away 
from  the  feel  of  what  is  reacting  in  the  marketplace."  He  listens 
to  music  constantly.  He  keeps  a  boom  box,  a  Discman,  and  a 
DAT  Walkman,  which  plays  digital  audiotape,  in  his  plane,  a 
Cessna  Citation. 

But  Blackwell  is  not  just  a  music  man.  One  of  his  earliest 
jobs  was  as  a  production  assistant  on  the  set  of  Dr.  No,  the 
first  James  Bond  movie,  filmed  in  Jamaica.  He  has  flirted  with 
movies  ever  since.  Island  Pictures,  which  he  cofounded  with 
Shep  Gordon  in  1983,  made  Kiss  of  the  Spider  Woman,  for  which 
William  Hurt  won  an  Oscar;  The  Trip  to  Bountiful,  for  which 
Geraldine  Page  won  one;  and  Mona  Lisa  and  Dark  Eyes,  for 
which  Bob  Hoskins  and  Marcello  Mastroianni,  respectively, 
received  Oscar  nominations. 

His  newest  enterprise,  Island  Outpost,  is  hotels.  He  started  in 
1991  with  a  small  hotel  in  the  South  Beach  district  of  Miami 
Beach,  getting  in  at  the  beginning  of  the  South  Beach  boom.  He 
now  owns  five  South  Beach  hotels,  all  of  them  relatively  small, 
low-key  places  in  an  area,  Miami  Beach,  given  to  outrageous 
overstatement — a  fact  that  has  only  made  them  hipper  than 
Jane  Austen. 

He  has  two  resorts  in  the  Bahamas  as  well,  owns  one 
in  Jamaica  and  runs  two  others  there.  They're  all  small  because 
he  sees  a  trend  toward  small  and  relaxed  in  the  resort  business. 
That  happens  to  be  his  style,  of  course.  He  is  so  relaxed  that 
he  didn't  bother  to  wear  socks  to  the  press  conference  announc- 
ing the  PolyGram  deal.  He  is  seldom  seen  in  a  suit. 

But  make  no  mistake,  Blackwell  is  a  businessman, 
and  a  highly  successful  one.  Island  Outpost,  which  is  privately 
owned,  reportedly  does  about  $12  million  a  year.  When  he  sold 
Island  Records  to  PolyGram  eight  years  ago,  the  price  tag  was 
reported  to  be  $300  million.  Blackwell  maintains  homes  or  apart- 
ments in  London,  New  York,  Miami,  and  Nassau,  as  well  as  in 
Ireland  and  Jamaica.  He  does  what  he  likes,  he  is  as  peripatetic 
as  any  bird,  but  he  keeps  his  mind  on  his  work.  He  has  to, 
because  it's  always  chasing  him.  By  phone,  of  course.  "I'll  get  a 
call  about  one  thing  and  then  the  next  call  will  be  completely 
different,"  he  says. 

For  Blackwell,  all  his  enterprises  are  the  same  business.  He 
doesn't  think  of  them  as  opposed  to  each  other;  he  thinks  of 
them  as  "interwoven."  And  he's  already  drawing  other  strands 
into  the  loom.  "I'm  a  big  believer  in  what  is  called,  at  the  moment, 
the  sell-through  video  business,  but  what  I  believe  it's  going 
to  evolve  into  very  soon  is  DVD,  digital  videodiscs.  I  think  that 
DVD  will  completely  revolutionize  the  sell-through-to-the-home 
visual  product." 

Pay  attention.  This  is  the  man  who  signed  up  U2,  who 
bought  in  South  Beach  when  it  was  home  to  an  unsavory  mix 
of  junkies  and  old  people  on  welfare.  Who  sees  things  coming 
across  the  water  a  long  time  before  they  appear  on  the  rest  of 
our  horizons.  ■ 
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readers.  To  receive  free  information  from  any  of  the 
following  advertisers,  simply  fill  out  the  attached  FREE 
INFORMATION  PLUS  card,  check  the  box(es)  of  each 
advertiser  that  interests  you  and  drop  the  card  in  the 
mail.  OR  Order  information  toil  free,  24  hours  a  day  by 
calling  1-400-463-6903.  OR  Fax  your  completed  card  to 
us  at  (312)  922-3165. 


communications 


1.  SOURCE,  INC.,  headquartered  in  Dallas,  Texas, 
is  the  leading  independent  provider  for  current 
and  evolving  business  applications  of  computer 
and  telephony  integration. 

*  SATELLITE  COMMUNICATIONS  » 

2.  PLANET  1  BY  COMSAT  PERSONAL  COMMUNICATIONS 

Offers  affordable,  portable,  global  satellite  com- 
munications including  digital  voice,  fax,  data,  and 
email.  Call  1-888-PLANET1,  1-301-214-3500  outside 
the  U.S.,  or  email  us  at  Planet1@comsat.com. 


software 


»  BUSINESS  SOFTWARE  » 

3.  ORACLE  CORPORATION  Call  1-800-633-1058  ext. 
10347  or  find  us  at  www.oracle.com/applications. 

•  CLIENT/SERVER* 

4.  SAP  AMERICA,  INC.,  a  market  and  technology 
leader  in  client/server  software,  provides  com- 
prehensive solutions  for  companies  of  all  sizes. 
SAP  products  empower  people  to  respond  quickly 
to  dynamic  market  conditions,  helping  businesses 
maintain  a  competitive  advantage. 

*  DATABASES  • 

5.  ACXIOM  CORPORATION  provides  data  warehousing 
and  decision  support  services,  and  products  that 
allow  businesses  to  make  informed  marketing, 
merchandising,  and  risk  management  decisions. 

♦  EDA  SOFTWARE  * 

6.  CADENCE  DESIGN  SYSTEMS,  INC.  provides 
comprehensive  services  and  technology  for  the 
product  development  requirements  of  the  world's 
leading  electronic  companies. 

•  ENTERPRISE  BUSINESS  APPLICATIONS  # 

7.  PEOPLESOFT  develops,  markets,  and  supports  a 
complete  suite  of  business  applications  —  People 
Soft  Financials,  PeopleSoft  Distribution,  PeopleSoft 
Manufacturing,  and  PeopleSoft  HRMS  —  for  enter- 
prise-wide information  management.  1-800-947-7753. 


»  DATA  MIRRORING/DISASTER  RECOVERY  # 

8.  VISION  SOLUTIONS  is  the  leading  provider  of 
high  systems  availability  software  including  data 
mirroring,  horizontal  growth,  disaster  recovery,  24  hour/ 
7  day  fault  tolerance,  and  workload  distribution. 


hardware 


#  MEMORY  PRODUCTS  » 

9.  KINGSTON  TECHNOLOGY,  the  world's  leading 
independent  manufacturer  of  memory  products 
for  personal  computers,  workstations  and  printers, 
also  provides  processor,  networking  and  storage 
enhancements. 

♦  SCANNERS* 

10.  EPSON  AMERICA,  INC.  The  Epson  Expression 
636  color  scanner  delivers  the  high  quality  scanning 
you  demand,  at  speeds  you  won't  believe.  You  get 
36  bit  color  scanning  with  12  bit  grayscale.  You 
can  even  scan  text  and  graphics  from  the  same 
page.  Call  1-800-GO-EPSON  or  visit  our  web  site 
at  www.epson.com. 

•  SEMICONDUCTORS* 

11.  TEXAS  INSTRUMENTS  DSP  SOLUTIONS  Texas 
Instruments  Incorporated  is  one  of  the  world's 
foremost  high-technology  companies  and  the 
world  leader  in  Digital  Signal  Processing  Solutions 
for  more  than  15  years.  Tl  provides  innovative 
solutions  to  more  than  20,000  DSP  customers  world- 
wide in  the  computer,  communications,  consumer, 
automotive,  military  and  industrial  markets. 


services 


#  CONSULTANTS  » 

12.  SYBASE,  INC.  provides  distributed,  open  high 
performing  end-to-end  solutions  allowing  customers 
to  deliver  internet  applications,  data  marts  and 
data  warehouses,  and  on-line  transaction  processing. 

13.  ZENGER  MILLER  specializes  in  helping  companies 
measurably  improve  individual  and  organizational 
performance.  Zenger  Miller  works  with  more  than 
3,000  organizations  worldwide,  including  more 
than  half  the  Fortune  500. 

*  ON-LINE  SERVICES* 

14.  CHARLES  SCHWAB  &  CO.,  INC.:  e  Schwab 
1-800-eSCHWAB. 

15.  E*TRADE  SECURITIES,  INC.  Take  charge  of 
your  investments  with  one  of  the  leading  online 
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brokerages.  Get  valuable  news,  price  charts  and 
company  research  free  -  24  hours  a  day.  Plus, 
trade  for  as  little  as  $14.95  per  listed  market 
order.  Visit  our  Web  site  and  get  empowered 
with  E*TRADE  today!  Our  phone  number  is: 
1-800-STOCKS-3.  Web  address:  www.etrade.com. 


other 


16.  TSMC  is  the  world's  largest  and  fastest  growing 
dedicated  semiconductor  foundry.  Headquartered 
in  Taiwan,  TSMC  offers  processes  that  focus  on 
advanced  logic,  mixed  signal  and  a  wide  array  of 
memory  devices. 

•  AIRCRAFT* 

17.  BOMBARDIER  BUSINESS      SOLUTIONS  iNC 

Call  1-800-590- JETS. 

•  CONSUMER  PRODUCTS/SERVICES  • 

18.  ACURA  AUTOMOBILES  Offering  a  full  line  of 
refined  automobiles  with  exclusive  TLC  coverage 
for  Roadside  Assistance,  Concierge  Service 

and  more.  1-800-TO-ACURA  www.acura.com.  (U.S. 
markets  only) 

•  INVESTMENT/FINANCIAL  SERVICES  • 

19.  DATA  BROADCASTING  CORPORATION  Signal 
delivers  real-time  data  to  serious  investors  right 
on  your  desktop.  Get  data  on  more  than  130,000 
issues  and  Dow  Jones  headlines  all  in  real-time. 
1-800-524-0324 

20.  ROBERTSON,  STEPHENS  &  COMPANY  is  an 

international  investment  banking  and  investment 
management  firm  specializing  in  growth  companies 
within  the  technology,  health  care,  retailing/con- 
sumer products,  and  real  estate  industries. 

•  MANAGEMENT  SERVICES  • 

21.  MICROAGE  INFOSYSTEMS  SERVICES  MicroAge 
and  MicroAge  Infosystems  Services  markets 
information  technology  products  and  services 
through,  and  in  partnership  with,  the  international 
network  of  more  than  1,500  franchised,  company- 
owned  and  affiliated  reseller  locations. 

♦  TAPE  STORAGE  OR  BACK-UP  * 

22.  EXABYTE  CORPORATION  Exabyte  tape  drives 
and  libraries  range  in  capacity  from  1.3  gigabytes 
to  3.2  terabytes.  Exabyte  product  sales,  support 
and  service  are  available  internationally.  Phone 
1-800-EXABYTE  or  1-303-442-4333. 

23.  MICRO  TOUCH  IBID.  Call  1-800-MICROTOUCH 
or  visit  us  at  www.microtouch.com 


EVERYBODY  TALKS  ABOUT  REINVENTING 
THE  WHEEL.  WE  ACTUALLY  DID  IT. 


Almost  everyone  can  see  what  makes 
a  wheel  work:  a  certain  roundness  is  called 
for.  But  it  took  the  mechanical  engineers  at 
Norfolk  Southern  to  ask  what  could  make  a  wheel  work 
better.  They  were  instrumental  in  developing  a  new 
design  for  wheels  that,  while  retaining  the  time-tested 
round  shape,  adds  a  few  new  features.  Specifically, 
the  wheels  now  have  stronger  bearings  that  can  handle 
heavier  loads.  And  they  resist  fatigue  better  than  earlier 
designs.  The  result:  improved  efficiency  and  dependability. 
There  is  no  doubt  that  whoever  invented  the  wheel 
came  up  with  a  lasting  contribution  to  civilization. 
But  as  far  as  Norfolk  Southern  is  concerned,  even 
something  that's  been  working  well  for  thousands 
of  years  can  still  be  improved. 
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THIS  IS  NO 
VAC  AT  1 0  N 


Our  man  in  Berlin  finds  that 
the  load  for  the  world-weary 

Munching  on  chicken  fingers  and  meatballs,  Eric  Benhamou 
labors  to  tell  me  that  the  modern-day  CEO  "needs  an  amazing 
amount  of  stamina."  He's  laboring  to  tell  me  this  because  he's 
using  an  amazing  amount  of  stamina  to  eat,  drink,  and  ignore 
throngs  of  conference  attendees  who  want 
to  bend  his  ear. 

We're  at  a  cocktail  reception  in  Berlin. 
The  party  is  being  held  in  an  East  Berlin 
palace,  built  in  1753  for  a  top  court  official 
of  King  Frederick  II.  The  event  is  meant 
to  be  sophisticated,  but  the  crowd  and 
music  are  all  wrong.  The  music:  drunken 
gypsy.  The  crowd:  suck-ups  trying  des- 
perately to  get  Benhamou's  attention. 

That's  because  he  is 
the  CEO  of  the  Santa  Clara, 
California-based  networking 
company  3Com.  He's  the  only 
"technostar"  at  this  party,  part  of 
an  annual  international  technology 
conference  called  Etre.  So  he's  being 
hounded  relentlessly.  ("We  have  a  little 
firm  that'd  like  to  do  business  with  you!"  says 
a  passerby) 

Benhamou  looks  wearily  at  the  red  ceiling, 
takes  a  sip  of  white  wine,  and  wipes  a  drop  of  grease 
from  his  mustache.  Around  him,  Germans  complain 
about  the  cost  of  reunification  and  chuckle  about 
Kreislaufstdrungen  ("circulatory  disturbances") — an  excuse 
Germans  often  use  for  not  showing  up  at  work.  For  his  part, 
Benhamou  wants  to  cut  through  the  chatter  and  talk  about 
the  industry.  But  let's  be  realistic,  no  one  else  seems  to  be 
pondering  business.  Those  in  the  mostly  male  crowd  not  bug- 
ging Benhamou  are  busy  scouting  the  few  females  at  the  party. 


technology  hasn't  lightened 
CEO.  By  Gary  Andrew  Poole 

For  executives  without  heavy  responsibilities,  business  travel 
is  pretty  much  a  paid-for  party.  But  for  people  with  real  power, 
it's  hard  work.  Benhamou  is  on  the  road  about  10  days  a  month. 
(About  5  of  that  is  foreign  travel.)  To  keep  him  up  to  date, 
his  personal  assistant  emails  or  leaves 
him  voice  mail  daily.  He  lugs  an  Apple 
PowerBook  Duo  around  the  world.  He  gets 
about  60  email  messages  a  day  (but 
responds  to  just  15).  In  case  his  hotel  isn't 
technoequipped,  he  carries  a  bag  full  of 
adapters,  alligator  clips,  and  screwdrivers 
so  he  can  jerry-build  the  telephone  or  power 
outlets  (usually  found  behind  the  bed). 

It  is  now  9:10  p.m.  on 
a  Monday.  His  last  word 
before  being  pulled  away  by 
the  coat  sleeve  is  "stamina." 
When  Benhamou  gets  back  to  his 
hotel,  he'll  check  his  email  messages 
via  Lotus  Notes,  call  the  office  (it's 
around  2  p.m.  in  Santa  Clara),  do  some 
paperwork,  and  perhaps  watch  CNN's  Style 
for  the  50th  time  or  Melrose  Place  dubbed 
in  German.  In  the  morning  he'll  take  a  30- 
minute  jog,  then  give  a  siesta-inducing  speech 
titled  "Delivering  the  Future  of  Multimedia  Net- 
working." After  his  talk  he'll  be  cornered  by  about  30 
Euronerds.  These  executives — the  heads  of  small  soft- 
ware firms,  technology  groupies,  and  small-fry  VCs — don't 
seem  to  be  great  business  prospects,  but  he  has  to  travel  to 
such  conferences  anyway.  Customers  need  to  see  him,  and  con- 
ferences like  this  help  him  spot  new  opportunities.  Plus,  48% 
of  3Com's  business  comes  from  outside  the  United  States.  You 
can't  stay  sharp  if  you  never  leave  the  corner  office. 


Illustration  by  Randall  Enos 
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The  Europeans  around  me,  wannabe  CEOs,  talk  about 
Silicon  Valley  in  hushed  and  reverential  tones.  They  are 
like  sailors  on  holiday  leave:  They're  on  the  make,  they're 
gorging  on  wurst,  and  getting  blitzed  on  champagne. 


It  used  to  be  that  an  executive  could  go  on  a  business' trip 
and  have  some  fun.  But  no  more.  Benhamou  carries  his  Nokia 
cellular  phone  and  Apple  Newton  with  him  everywhere,  so  work 
follows  him  everywhere.  Travel  is  no  excuse  to  slouch  off. 

Not  everyone  is  slaving  away.  Workaholic  travel  is  mostly  an 
American  phenomenon.  While  Europe  has  1.1  million  more  busi- 
ness travelers  than  the  United  States,  according  to  the  Mobile 
Data  Initiative,  European  businesses  bought  only  two  mobile 
PCs  for  every  five  purchased  by  American  companies  last  year. 
In  other  words,  when  Europeans  travel,  they  work  a  lot  less. 

It's  9  a.m.  I'm  drinking  my  first  glass  of  champagne.  The 
Europeans  around  me,  wannabe  CEOs,  talk  about  Silicon  Valley 
in  hushed  and  reverential  tones. 
They  are  like  sailors  on  holiday 
leave:  They're  on  the  make, 
they're  gorging  on  wurst,  and 
getting  blitzed  on  champagne. 

I  polish  off  my  glass  of 
bubbly  and  work  my  way  over 
to  the  $2,700-a-head  Etre  con- 
ference. Its  theme:  Information 
on  Demand.  I'm  praying  I  won't 
have  to  endure  any  boring 
speeches  about  "paradigm  shifts." 
Sybase  founder  Mark  Hoffman 
(a  nice  guy)  is  giving  a  talk  as 
350  people  yawn  and  scratch 
notes.  He's  talking  about  a  paradigm  shift. 

Meanwhile,  the  real  business  is  going  on  in  the  hallways. 
People  are  jockeying  for  position  to  collar  Hoffman  and  talk  with 
him  about  "opportunities."  They  couldn't  care  less  what  he's  talk- 
ing about  right  now.  The  person  next  to  me  says  rather  loudly, 
"When  will  he  finish  so  I  can  talk  with  him?"  Yes,  Eric  Benhamou 
is  right:  It  is  about  stamina. 

There  is  one  more  high-ranking  CEO  at  the  conference: 
Dutch-born  Roel  Pieper,  president  and  CEO  of  Tandem  Com- 
puters. Pieper,  a  gregarious  man  who  used  to  play  for  the  Dutch 
national  basketball  team,  likes  to  schmooze. 

After  a  breezy  speech  about  how  Tandem  is  the  company 
that's  prepared  for  the  Internet,  he  gives  interviews  to  three  local 
papers  and  to  a  television  news  show.  European  journalists  are 
so  sadly  behind  the  times  that  they  actually  believe  Tandem  is 
a  major  Internet  player! 

At  4:44  p.m.  he  talks  to  me  about  his  travels:  how  he  beats 
jet  lag,  what  he  eats,  how  he  conducts  business,  how  he  stays 
in  touch.  Underneath  a  striking  painting  of  Eve  with  deutsche- 
mark-sized  nipples,  he  tells  me  his  CEO  travel  tips.  Here 
they  are: 

Before  lie  leaves  on  a  I  rip,  Pieper  cats  for  the  next  time  /one. 


So  if  it's  breakfast  time  in  England,  he'll  swallow  undercooked 
eggs  and  stale  toast  the  day  before  he  goes  there. 

Next,  after  he  arrives,  he  walks  in  the  sun  every  morning  to  get 
acclimated  to  the  place  and  set  his  own  "clock"  to  the  correct 
biorhythm  and  time  zone.  (It  sounds  New  Agey,  but  it  works.) 
Finally,  he  likes  to  do  all  of  his  business  in  three  days.  That  way 
his  body  never  goes  through  sweeping  jet  lag  oscillations. 

After  our  talk,  Pieper  rushes  off  to  sit  on  a  conference  panel. 
At  6  p.m.,  he  collects  a  fax  from  his  assistant.  It's  1 1  a.m.  back 
at  headquarters  (in  Cupertino,  California),  so  he  calls  in. 
His  assistant  has  faxed  him  a  list  of  "to  do"  items  and 
information  from  important  emails.  When  traveling, 
Pieper  carries  a  1  -gigabyte  monster  of  a  Toshiba 
420  CDT  laptop,  but  he  rarely  logs  on.  He 
says  he  used  to  check  his  email  mania- 
cally, but  it  was  just  a  waste  of  time. 
So  now  he  lets  his  assistant  filter 
it  for  him.  He  uses  the  laptop 
mainly  for  presentations. 
Outside,   the  day 
grows  dark  and  moody. 
And  that's  saying  a  lot 
because  Berlin  by  definition 
is  dark  and  moody.  We  are  in 
the  former  East  Berlin,  near  the 
Brandenburg  Gate,  in  the  midst  of 
vacant  Soviet-inspired  buildings  and 
mean-looking  volks  in  tattered  leather 
coats.  Holding  this  conference  here  is,  per- 
haps, a  stab  at  metaphor:  bringing  diverse  peo- 
ple together,  etc.,  ad  nauseam.  (May  I  suggest 
Jamaica  next  year?)  Some  people  are  getting  some- 
thing out  of  it,  especially  the  startup  companies  from 
Israel  who  make  deals  with  the  five  or  so  attending  VCs. 
The  conference  breaks  up  and  many  attendees  go  home,  but 
there  are  still  a  few  hangers-on  for  the  final  party. 
Later,  at  1:35  a.m.,  a  group  of  American  men  in  tuxedos  stands 
in  the  Grand  Hotel  lobby.  Few  CEOs  want  to  haul  formal  wear 
to  Europe.  But  these  guys  actually  heeded  the  black-tie  call  of 
the  conference  organizers. 

It's  raining  outside.  The  men  are  with  a  few  conference  frau- 
leins.  The  group  has  come  from  the  conference's  farewell  dinner. 

They  are  fortysomething  midmanager  types.  At  lunch,  one  of 
the  men  showed  a  picture  of  his  kids.  Some  of  these  Ameri- 
cans had  been  surrounding  Benhamou  a  few  nights  before. 

"Do  we  look  gooooooood?"  asks  one  man  as  he  gives  a  high 
five  to  another  (married)  guy.  The  frauleins  look  on  quizzi- 
cally. "Time  to  rock  'n'  roll,"  a  third  one  says.  He  puts  his  arm 
around  a  German  woman.  They  go  through  the  revolving  doors 
into  the  night.  ■ 
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"Zenger 
Miller 
keeps  us 

MOVING 
FORWARD 

IN  THE  WAY  WE 
MANAGE,  THINK, 
AND  DELIVER 
OUR  PRODUCTS 
AND  SERVICES." 


-  Charles  Vaughan-Johnson 
President  &  CEO, 
The  Bank  of  Bermuda 


Zenger  Miller 


Reputation  for  Results'. 


■  \  rimes  Mil 
<  otnpanj 


Charles  Vaughan- Johnson 
President  &  CEO, 
The  Bank  of  Bermuda 


Progress.  Beyond  an  executive  vision,  moving  forward  requires 
the  commitment  of  your  entire  organization.  At  Zenger  Miller,  we 
provide  the  experience  you  need  to  mobilize  managers  and  team 
members  at  every  level  in  support  of  your  company's  strategic  goals. 

At  the  Bank  of  Bermuda,  the  first  step  towards  progress  involved 
addressing  the  Bank's  internal  goals.  Through  creative,  interactive  sessions, 
Zenger  Miller  assisted  the  Bank  in  breaking  down  divisional  barriers, 
broadening  the  level  of  awareness  about  managerial  issues,  and  bringing 
employees  together  to  solve  key  business  problems.  The  entire  organization 
is  now  better  prepared  to  manage  change,  increase  the  quality  of  products 
and  services,  and  fulfill  customer  expectations.  The  Bank  of  Bermuda 
also  gained  a  distinct  advantage  in  a  highly  competitive  recruitment 
market  by  offering  Zenger  Miller  training  courses  as  an  incentive  to 
potential  job  candidates. 

"We  value  their  willingness  to  fit  the  training  into  our  culture.  Zenger 
Miller  has  presented  meaningful  solutions  which  have  helped  us  move  our 
Bank  forward." 

Learn  how  Zenger  Miller  can  help  you  achieve  equally  impressive 
results.  Please  call  us  at  1-800-566-0630  or  visit  us  on  the  World  Wide 
Web  at  www.zengermillerlibrary.com. 


ROOM  SERVICE  (NOT) 

BUSINESS  TRAVEL  IS  BOOMING,  BUT  HOTELS  ARE  STILL 
A  LOT  LESS  WIRED  THAN  THEIR  GUESTS.  BY  GEOFF  BAUM 


Yiou  WOULD  think  THAT  email,  faxes,  and  teleconferenc- 
ing would  keep  more  businesspeople  at  home.  But  you'd 
be  wrong.  In  spite  of  technology  (and  thanks  to  a  robust 
economy)  business  travel  is  up.  Way  up. 
Consider  the  facts.  In  1996  business  travelers  and  con- 
vention-goers accounted  for  roughly  59%  of  the  lodging  indus- 
try's occupied  rooms.  That's  494  million  room  nights,  or  enough 
demand  to  fill  every  American  hotel  about  39%  of  the  year.  A 
recent  American  Express  corporate-travel  study  revealed  that 
27%  of  employees  of  the  1,200  U.S.  companies  surveyed  now 
travel  on  business,  up  from  21%  in  1994. 

Major  chains  such  as  Marriott,  Hyatt,  and  Hilton  are  highly 
dependent  on  executive  travelers.  On  average,  80%  of  Marriott's 
rooms  are  occupied  by  business  guests.  And  that's  without  much 
in  the  way  of  high  tech  gizmos.  For  all 
the  talk  of  laptop-toting  road  warriors 
sending  email  to  the  home  office, 
most  hotel  rooms  still  resemble 
rest  stops  for  Luddites:  a  bed,  a 
Bible,  and  a  telephone. 

That  bed  and  Bible  don't 
come  cheap.  According  to 
PKF  Consulting,  room  rates 
have  far  outpaced  infla- 
tion— charges  increased  an 
estimated  7%  in  1996  alone. 
At  New  York's  Marriott 
Marquis  on  Broadway  and  45th, 
for  example,  corporate  customers 

paid  $225  a  night  in  1991.  Last  year,  they  paid  18%  more  for 
the  same  digs,  or  $265. 

A  teeny  portion  of  the  richer  price  tag  went  into  research- 
ing the  technology  needs  of  visitors.  (The  rest  apparently  sank 
straight  to  the  bottom  line.  Hotel  industry  profits  rose  to  an  esti- 
mated $9  billion  last  year.)  Marriott,  for  exam- 
ple, has  spent  about  $1  million  on  the  problem. 
One  discovery:  Nearly  two  in  three  business 
customers  carry  a  laptop. 

But  what  to  do  with  such  information?  The 
lodging  industry  remains  gun-shy.  "The  move  to 
technology  in  hotel  rooms  is  still  relatively  new," 
says  David  Meyer,  editor  in  chief  of  Business 
Travel  News.  "Hotels  don't  really  know  what  high 
tech  travelers  want." 

As  a  result,  most  hotels  have  either  done  nothing — or  the 
wrong  thing.  The  Ritz-Carlton,  for  example,  equipped  suites  with 
fax  machines,  believing  corporate  executives  would  appreciate 
the  amenity.  That  was  a  miscalculation.  Executives  rarely  use 


THE  TRAVEL  DOLLAR 

HOW  BUSINESS  SPENDS  IT 
Air  Travel:  42  cents 
Lodging:  21  cents 
Rental  Car:  8  cents 
Meals:  14  cents 
Entertainment:  8  cents 
Telecommunication':  5  cents 
Other:  2  cents 


Fax,  long-distance  calls,  cell  phon 
Source:  1996  American  hxpn 


faxes,  admits  Bruce  Speckhals,  Ritz-Carlton's  vice  president  of 
information  systems.  They  delegate  that  big  responsibility  to  oth- 
ers. The  in-room  machines  largely  remain  idle  (collecting  dust), 
as  guests  hand  documents  to  the  concierge  for  faxing  instead. 

Other  programs  are  more  successful.  In  the  past  two  years, 
Westin  has  spent  $3.7  million  to  upgrade  rooms  in  55  business 
destination  hotels,  furnishing  them  with 
faster  phone  systems  and  data 
ports.  And  Marriott's  "Room  That 
Works"  program,  developed  in 
conjunction  with  Steelcase  and 
AT&T,  provides  each  room  with 
a  well-lit,  well-equipped  desk 
on  wheels.  This  work  space 
has  two  power  jacks  and  a 
modem  port,  a  phone,  and 
an  ergonomic  chair — at  no 
extra  cost.  The  program  is 
available  in  more  than  16,000 
rooms  at  138  hotels  in  cities 
such  as  Philadelphia,  Wash- 
ington, D.C.,  and  New  York. 

Is  it  going  to  get  better  than 
this?  Not  for  a  while.  Marriott's 
and  Westin's  wired  efforts  may 
seem  meager,  but  chains  like  Holiday  Inn,  Sheraton,  and  Hilton 
are  even  farther  behind.  That's  because,  until  recently,  making 
tech  upgrades  was  a  property-to-property  decision,  not  the  con- 
sequence of  a  chain's  corporate  strategy. 

No  more.  "The  [hotel]  companies  are  now  writing  technol- 
ogy standards  for  rooms  into  their  franchise  agreements," 
says  Bjorn  Hanson,  a  hospitality  analyst  for  Coopers  &  Lybrand. 
"And  data  ports  are  retroactively  becoming  mandatory  in 
franchise  agreements." 

Hotels  are  beginning  to  experiment  with  net- 
worked computers  (NCs)  and  interactive  TVs 
that  provide  guests  Internet  access  and  on- 
demand  movies.  But  if  the  Ritz-Carlton's  fax 
fiasco  is  any  indication,  acceptance  will  be  slow. 
What's  more,,NC  technologies  are  even  less  uni- 
versal than  fax  machines.  That  ensures  hours  of 
frustration  for  guests  who  aren't  familiar  with 
the  user  interfaces  offered  by  the  hotel's  NCs. 
Ultimately,  increased  spending  on  guest  tech- 
nology may  come  at  the  expense  of  something  else.  "The  hotel 
industry  is  diminishing  the  pleasure  of  a  hotel  stay  by  skimping 
on  things,  like  [using]  low- wattage  bulbs,  shallow  bathtubs,  and 
not  enough  hot  water,"  says  Coopers  &  Lybrand's  Hanson.  ■ 


email  LAN  access.  Internet. 
s  Business  Travel  Survey 
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'We'll  Help  You 
GET  It. 


Your  idea  for  an  electronic  product  has  the  potential  to  revolutionize  business.  The 
next  pager,  cellphone,  computer,  appliance  is  a  masterpiece  in  your  mind's  eye.  But 
unfortunately,  you're  not  sure  you  can  make  it  a  reality.  Complexities  are  mounting. 
Costs  are  soaring. There's  no  time  to  redesign.  And  your  team  should  have  had  it  out 
the  door  yesterday. 

Feeling  a  little  perplexed?  Relax.  With  Cadence  in  the  picture,  you'll  untangle  all  your 
electronic  product  development  challenges.  With  our  comprehensive  services  and 
design  software,  you'll  bring  products  to  life  faster  than  you  ever  thought  possible. 

Bottom  line — when  you  partner  with  Cadence,  you'll  spend  less  time  scratching 
your  head  over  complex  design  implementation,  and  more  time  reaping  the  rewards 
of  great  electronic  product  designs. 

So,  if  you  feel  like  you're  simply  painting  over  the  problem,  come  visit  Cadence  at 
http://www.cadence.com  or  call  1.800.746.6223  for  a  sound  perspective. 
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WIRED  ON  THE  RUN 

THE  NAKED  TRUTH  ABOUT  STAYING  PLUGGED  IN.  BY  LEWIS  PERDUE 


A  businessman  I  know  runs  a  $200  million  venture  capital  fund 
out  of  a  suitcase.  On  the  road,  he  has  a  recurring  nightmare.  "I'm 
in  a  hotel,"  he  says,  "and  I  get  this  call:  'You  have  a  fax,  sir.'  I  go 
down  to  the  lobby.  People  stare  at  me  as  I  go  to  the  front  desk. 
I  realize  I'm  stark  naked.  I  wake  up." 

Sound  familiar?  Maybe  not  quite,  but  you  know  the  feeling. 
Thankfully,  the  nightmares  can  end.  Here  are  some  tips  to  make 
your  next  business  trip  a  little  more  dreamy. 

•  Dueling  with  Data  Ports:  You've  tried 
to  use  airplane  telephones,  but  if  you 
are  like  most  frequent  fliers,  you  can 
never  make  a  connection. 

Welcome  to  the  inefficient  world 
of  data  ports.  Most  in-flight  telephones 
have  a  hard  time  reading  the  voltages 
from  the  two  most  common  laptop 
modems,  Hayes  and  Megahertz. 
A  similar  "duh"  factor  occurs  in 
hotels,  where  data  port-equipped 
phones  actually  aren't  hooked  up  to 
anything. 

A  new  generation  of  acoustic  cou- 
plers can  cure  these  frustrations,  as  well 
as  problems  with  Ma  Bell  and  foreign  tele- 
phone systems.  The  couplers  allow  your  laptop  modem  to  con- 
nect to  a  phone  handset  in  lieu  of  a  direct  connection.  Weigh- 
ing about  9  ounces  (including  a  9-volt  battery),  these  new 
couplers  can  connect  at  up  to  28  kilobits  per  second.  Two  I've 
tested:  Konexx  Koupler  (800-275-6354;  http://www.  konexx.com) 
priced  at  $149;  and  Road  Warrior  Telecoupler  II  (800-274-4277; 
http://warrior.com)  for  $159.95.  Both  consistently  connected  at 
14.4  kilobits  per  second. 

There  are  other  gizmos  that  help  in  getting  around  the  dumb 
data-port  dilemma.  Mobile  Konnector  ($149  from  Konexx)  lets 
you  connect  a  modem  between  the  handset  and  the  phone  base 
of  a  hotel  phone.  It  also  works  with  the  phone  sets  of  most  office 
digital  phone  systems. 

If  you  have  to  connect  to  the  wall  jack  of  a  phone  system, 
Modem  Saver  ($49.95)  from  Road  Warrior  International  is  indis- 
pensable. This  simple  device,  which  only  works  on  U.S.  phones 
(or  others  with  RJ-1 1  jacks,  without  an  adapter),  permits  you  to 
measure  the  voltage  in  your  hotel's  digital  switch  to  make  sure 
the  power  won't  turn  your  modem  into  technotaffy.  If  the  volt- 
age fits,  then  try  a  direct-wall  connection. 

Before  traveling  abroad,  you  can  buy  region-specific  adapters 
for  electrical  and  telephone  connections  from  Road  Warrior  and 
from  TeleAdapt  (408-370-5105;  http://www.  teleadapt.com).  Kits 
range  in  price  from  $39.95  for  the  adapters  for  a  single  coun- 
try to  $255  for  a  regional  kit  (such  as  all  of  Europe). 


•  Wired  but  Unplugged:  There  are  three  ways  to  connect  to  an 
office  wirelessly:  by  a  cellular  transmission,  by  a  direct  satellite 
link,  or  through  RadioMail.  But  all  three  are  slow,  unreliable,  and 
expensive.  On  the  cellular  side,  I  tested  a  $300-plus  laptop  modem 
from  Megahertz.  It  connects  to  my  Motorola  flip  phone.  But  the 
connection  frequently  fails.  And  connect  speed  is  rarely  more 
than  9,600  bits  per  second. 

RadioMail  is  a  San  Mateo,  California-based 
wireless  email  service.  It's  similarly  slow,  although 
somewhat  more  reliable.  But  it's  pricey.  You 
need  a  specialized  computer  modem  to  make 
it  work.  IBM,  Megahertz,  and  Ericsson  each 
make  one,  all  priced  at  $500  or  more, 
and  you  can't  use  these  models  for  any- 
thing else.  Also  figure  on  $100  to  $180  per 
month  for  the  service  if  you  are  a  heavy 
user.  If  your  email  is  that  precious,  con- 
tact RadioMail  at  800-597-6245 
(http://www.radiomail.net). 

While  wireless  access  is  still 
in  its  infancy,  the  door  may  be 
opening  a  crack  with  the  launch 
of  the  new  Ricochet  modem  from  Metricom  (408-399-8200)  in 
Los  Gatos,  California.  It  connects  fairly  reliably,  between  14.4 
and  28.8  kilobits  per  second,  and  is  cheap  ($29.95  per  month  for 
service  plus  $299  for  the  modem),  but  the  service  is  available 
in  only  a  few  select  cities. 

For  the  big  spender,  nothing  beats  the  satellite  phone.  For 
$3,000  and  $3  per  minute,  Inmarsat  (http://www.inmarsat.org) 
will  sell  you  a  4.5-pound  laptop  satellite  phone.  It  can  connect 
from  more  than  80%  of  the  world's  land  mass.  These  units  come 
with  a  fax  option,  but  data  transmission  is  very  slow. 

•  The  Naked  Fax  Solution:  When  you  finally  make  that  con- 
nection, how  do  you  avoid  the  public  "naked  fax"  nightmare? 
One  answer  is  JFAX  Personal  Telecom.  JFAX  allows  faxes  to  be 
delivered  via  email.  For  $15  (an  activation  fee)  and  $12.50  a 
month,  JFAX  provides  you  with  a  personal  telephone  number 
where  people  can  send  you  faxes.  The  faxes  are  then  processed 
by  JFAX  and  delivered  to  your  email  address  where  you  can  view 
them  with  JFAX's  free  software. 

Want  to  reply  to  those  faxes?  Late-model  modems  generally 
come  packaged  with  enabling  fax  software  at  no  extra  cost. 
What's  more,  JFAX  can  deliver  voice  messages  to  your  personal 
JFAX  phone  number.  There  is  no  extra  charge  for  this  service, 
but  you  will  need  their  free  software  and  a  laptop  with  a  Sound 
Blaster  or  compatible  sound  card.  Call  JFAX  at  888- 
GET-JFAX  (http://jfax.com). 

So  now  you  can  send  a  fax  in  your  Skivvies  (or  less).  No  more 
nightmares.  Sleep  tight.  ■ 
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Tsmc 

Introduces  the  Virtues 
of  the  Virtual  Fab 


TSMC  introduces  the  virtual  fab.  It's  the  perfect  solution  for  fabless  chip 
designers.  And  because  we  offer  the  industry's  most  advanced  technology  and 
most  cost  effective  manufacturing  service,  it  even  makes  sense  as  a  prime  source 
for  those  with  their  own  fab  facilities.  •  The  virtual  fab  gives  customers  complete 
and  immediate  information  on  products  throughout  every  stage  of  TSMC's 
advanced  manufacturing  operation.  From  order  entry,  technical  support, 
production  status,  engineering  and  reliability  data,  to  shipping  status.  With 
information  instantly  at  your  fingertips,  the  virtual  fab  achieves  significantly 
shorter  delivery  times  and  service  without  precedent  in  the  industry. 
•  Customers  may  now  enjoy  all  the  real-time  conveniences  of  an  in-house 
fab  with  the  added  advantage  of  conserving  capital.  •  As  always,  we  prize  and 
protect  intellectual  property.  With  TSMC  as  a  partner  and  assurance  of  access  to 
leading  edge  technology,  customers  are  better  able  to  focus  on  design.  •  TSMC. 
Forging  a  future  in  the  information  age,  where  possibilities  are  virtually  endless. 


TSMC,  121  Park  Avenue  III,  Science  Based  Industrial  Park,  Hsin-Chu,  Taiwan,  R.O.C.  •  Ph:  886-35-780221,  Fax:  886-35-781545 
TSMC-Europe,  World  Trade  Center,  Strawinskylaan  1 145,  1077  XX,  Amsterdam,  The  Netherlands  •  Ph:  31-20-5753105,  Fax:  31-20-5753106 
TSMC-USA,  1740  Technology  Drive,  Suite  660,  San  Jose,  CA  951 10  •  Ph:  408-437-8762,  Fax:  408-441-7713 


Richard  Branson,  founder  and  chief  of  Virgin  Atlantic  Air- 
ways and  head  of  a  diverse  $2  billion  travel-entertainment-re- 
tailing conglomerate  with  tentacles  on  every  continent,  is  dressed 
to  the  nines:  in  a  $10,000  white  silk  bridal  gown  with  a  tradi- 
tional veil  and  train  and  acres  of  lace.  What  other  billionaire  can 
you  name  who  dresses  up  in  women's 
clothes — at  least  in  public? 

The  weirdest  part  is  that  Branson  watchers  in  England — and 
they  are  legion — hardly  raise  an  eyebrow.  It's  not  that  Branson 
is  known  as  a  cross-dresser,  though  he  does  sometimes  parade 
down  the  aisles  of  Virgin  Atlantic  flights  in  drag,  wearing  a  short 
air-hostess  skirt.  Instead,  it's  that  Branson  is  expected  to  do 
the  unexpected,  even  the 
bizarre — anything  to 
publicize  his  latest  ven- 
ture. In  this  case,  he's 
promoting  the  launch  of 
Virgin  Bride,  a  company 
that  will  plan  weddings 
and  honeymoons  (by 
which  point,  Branson 
cheerfully  notes,  "the 
customers  will  no  longer 
be  virgins.") 

The  fact  is,  Branson's 
widely  reported  stunts 
seem  almost  staid  com- 
pared to  the  unconven- 
tional way  he  manages 
his  burgeoning  empire. 
He  owns  150  or  so  companies,  but  there  is  no  centralized 
Virgin  headquarters,  not  even  a  corporate  boardroom.  Instead, 
Branson  works  as  if  he's  running  a  startup — albeit  with  three  sec- 
retaries— out  of  his  Holland  Park  office,  a  white  Victorian  with 
Tiffany  lamps  and  sculptures,  gilded  mirrors,  and  a  Plexiglas  case 
containing  a  model  of  his  Concorde.  There  are  no  flowcharts,  no 
traditional  management  hierarchies.  He  doesn't  even  know  how 
to  turn  on  a  ThinkPad,  and  associates  Lotus  not  with  Notes  but 
with  a  very  fast  car  (watching  auto  racing  is  a  passion;  riding  in 
hot-air  balloons — he  crashed  one  last  month  during  his  latest  at- 
tempt to  circle  the  globe — is  another).  An  anachronism  in  the 


BY    DAVID  SHEFF 


world  of  international  business  magnates,  Branson  keeps  his  ap- 
pointments in  a  diary  and  scribbles  ideas  on  his  hand. 
It  works,  apparently. 

In  the  movie  Three  Weddings  and  a  Funeral,  a  character  jokes 
that  his  friend  must  be  the  richest  man  in  Britain,  but  the  friend 
says,  "Of  course  not.  There's  the  queen.  And 
that  Branson  bloke  is  doing  terribly  well."  His 
personal  wealth  reportedly  totals  $2.7  billion,  but  it's  hard  to 
get  an  accurate  tally,  since  his  companies  are  private  and  are  con- 
stantly dividing  and  multiplying,  with  Branson  launching  new 
ventures  on  what  sometimes  seems  like  a  daily  basis. 
During  two  weeks  last  winter,  besides  Virgin  Bride,  Branson 

announced  Virgin  Rail, 
a  new  inter-Britain  rail- 
road company;  opened 
his  latest  Virgin  Mega- 
store  in  Vancouver,  Can- 
ada; launched  V2,  a 
global  music  label;  and 
broke  a  bottle  of  cham- 
pagne on  a  jet  to  chris- 
ten a  new  route  of  his 
European  airline,  Virgin 
Express. 

He's  been  this  busy 
since  he  was  1 8,  when  he 
founded  his  first  com- 
pany, Virgin  Records  (af- 
ter working  on  such  en- 
terprises as  a  student 
magazine  and  a  record  shop  and  recording  studio).  Virgin  Records 
became  the  largest  independent  label  in  the  United  Kingdom, 
with  bands  as  diverse  as  the  Sex  Pistols  and  the  Rolling  Stones, 
before  Branson  sold  it  in  1992  to  Thorn  EMI  for  about  $1  billion. 
Since  then,  a  whole  family  of  Virgins  has  grown:  his  two  airlines, 
Virgin  Atlantic  and  Virgin  Express  (with  Virgin  Pacific  on  the 
way),  Virgin  Interactive  Entertainment,  Virgin  Radio,  Virgin  Stu- 
dios, Virgin  Hotels,  Virgin  Clubs,  Virgin  Cola,  Virgin  Cafes,  Vir- 
gin Cinemas,  Virgin  Publishing...  He  owns  a  financial  planning 
network  and  a  blimp  business,  and  he  manages  Eurostar,  the  high- 
speed trains  through  the  Channel  tunnel.  In  addition,  there  are 
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more  than  100  Virgin  Megastores  in  major  cities  around  the  world. 
And  then  there's  Branson's  hotel  business  in  the  Caribbean:  a  pri- 
vate island  that  comes  with  a  gorgeous  villa  and  staff  and  rents 
for  $8,250  a  day. 

Along  the  way  there  have  been  a  few  failures — 
the  British  government  stopped  his  attempt,  with 
TV  personality  David  Frost,  to  take  over  ITV, 
Britain's  independent  television  network — but  most 
of  his  companies  have  proved  quickly  profitable. 
His  most  prized  one  remains  Virgin  Atlantic,  and 
Branson  spends  the  majority  of  his  time  at  its  helm.  Most  air- 
lines, as  frequent  fliers  know,  are  constantly  cutting  costs  in 
this  postderegulation  environment.  But  Virgin  is  notable  for  its 
lavish  upper-class  service — including  massages  and  lounges  with 
hydrotherapy  baths 
and  a  four-hole  put- 
ting green  (private 
bedrooms  are  planned 
for  some  first-class 
cabins).  His  was  the 
first  carrier  to  offer 
onboard  videogames 
and  seat-back  movies 


in  economy,  and  there  are  other  frills,  even  some  surprises.  Kids 
are  entertained  by  kazoo  instructors  and  can  participate  in  face 
painting,  and  ice  cream  is  served  during  movies. 

Entering  the  airline  business  in  Britain  meant  going  up  against 
Brjtish  Airways.  To  Goliath's  chagrin,  Branson  mas- 
terfully played  the  role  of  David.  In  England,  peo- 
ple began  to  fly  Virgin  as  a  political  statement — 
Virgin  became  Apple  Computer  in  its  early  days  up 
against  Big  Blue.  These  days  Branson  is  behind  a 
campaign  to  stop  the  proposed  British  Airways- 
American  Airlines  merger,  haranguing  politicians  and  buying 
full-page  newspaper  ads. 

When  we  caught  up  with  Branson — no  easy  feat;  he  is  a  non- 
stop target — we  planned  to  talk  about  travel  in  the  age  of  the  In- 
ternet. But  the  con- 
versation took  on  a 
life  of  its  own.  We 
learned  a  great  deal 
about  one  of  the 
world's  most  fertile 
businessmen  and  his 
highly  unorthodox 
methods. 


ASAP:  You  seem  to  be 
diversifying  even  more 
than  in  years  past.  Are 
you  hedging  your  bets 
against  a  crash  in  the 
travel  industry? 
BRANSON:  It's  good  to 
be  diverse,  but  we  don't 
anticipate  any  crashes. 
The  travel  industry  is  growing, 
growing,  growing.  More  and 
more  people  are  traveling. 
A:  But  will  that  continue?  Intel's 
Andy  Grove  said  that  he  looked 
forward  to  high-quality  video- 
conferencing, when  the  band- 
width has  increased  and  screen 
technology  has  improved,  because 
he'll  no  long- 
er have  to  fly 
10  or  more 
hours  for  a 
one-hour, 
in-person 
meeting. 
That  doesn't 
bode  well  for  you,  does  it? 
B:  When  videos  came  in,  people 
thought  cinemas  would  close 


down,  but  they  didn't.  In  fact, 
people  are  going  out  to  the 
movies  in  record  numbers;  it's 
a  boom  time  in  the  industry.  The 
same  will  happen  with  travel. 
A:  Even  business  travel?  What 
about  the  implications  of  Grove's 
point? 

B:  Our  technology  in  the  travel 
pt  •  industry  is  chang- 
&  ',V*.Bt  ine,  too.  Better  and 
bigger  and  faster 
jets  will  make  trav- 
el easier  and  less 
expensive,  and  it 
will  be  more,  not 
less,  pervasive.  Per- 
haps you  won't  have  to  travel  to 
every  one-hour  meeting,  but  no 
technology  will  replace  in-per- 


son contact.  In  some  ways,  tech- 
nology makes  people  want 
to  have  one-on-one  contact 
more.  All  the  science  fiction 
views  of  the  future,  where  peo- 
ple end  up  isolated 
in  front  of  huge 
screens,  have  proved 
incomplete.  People 
travel  to  get  out  and 
meet  people.  It's  in 
our  nature  to  want  to  do  that.  So 
instead  of  shrinking,  the  indus- 
try will  grow. 

A:  In  exactly  which  segments? 
B:  Business,  first  of  all,  and  per- 
sonal travel,  whether  going  home 
for  the  holidays  or  taking  exotic 
vacations.  Air  travel  will  contin- 
ue to  be  more  accessible. 


A:  Driven  by  what? 
B:  Quality,  innovations, 
and  much  better  prices. 
A:  Better  prices,  yes.  But 
quality?  One  hears 
more  and  more  com- 
plaints today  from  fre- 
quent fliers. 
B:  Not  when  they  have 
experiences  on  the  world's  great 
airlines.  People  go  out  of  their 
way  to  fly  Singapore,  Ansett  in 
Australia,  Virgin  Atlantic,  when 
they  have  tried  them.  Our  upper 
class,  which  costs 
about  the  same  as 
other  airlines'  busi- 
ness classes,  has 
sleeper  seats,  great 
food,  manicures,  and 
massages  on  the  flights.  In  first 
class,  we're  [planning  to]  intro- 
duce private  bedrooms,  12  per 
plane,  and,  yes,  showers  and 
Jacuzzis;  we'll  have  the  first  le- 
gitimate mile-high  club.  If  you 
can  do  it  on  ships  and  trains, 
why  not  on  planes? 
A:  There's  a  frequent-flier  bonus 


laps  you         nave  to  ti 
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"or  Forbes  Readers: 


The  Cutting-Edge  Investment  Letter  Devoted  To 
The  New  Information  Technology 


George  Gilder,  the  smartest  technology  futurist 
on  Earth,  tells  you  how  to  cash  In  on  the  greatest 
wealth-building  opportunity  of  all  time! 

Did  you  have  the  technological  acumen  to  buy  Sun  Micro- 
ystems?  A  $10,000  investment  has  turned  to  $243,333  in  a  few  short 
'ears.  Did  you  jump  on  MICRON  early  enough  to  enjoy  its  500% 
;rowth?  Or  Applied  Materials?  (A  $10,000  investment  in  1991  would 
>e  worth  over  $153,800  by  now.)  Should  you  buy  NetScape  now?  Is 
t  the  next  really  "hot"  technology  stock,  or  a  fast-burning  meteor? 

Many  investors  who  bet  on  the  right  technology  stocks  have 
nade  fortunes  in  the  past  ten  years.  But  according  to  FORBES 
7ontributing  Columnist  George  Gilder,  the  profits  to  be  made  in  the 
lext  three  to  five  years  on  some  of  the  new  technology  stocks  will 
nake  profits  from  the  PC  revolution  look  like  peanuts!  Of  course, 
'ou  can  also  lose  your  shirt  by  holding  the  wrong  technology  stocks. 
4any  will  fail! 

Profit  opportunities  from  new  technology 
will  soon  dwarf  the  $400  billion  personal 
computer  market! 

In  the  GILDER  TECHNOLOGY  REPORT,  you  will  discover 
vhy  many  of  Wall  Street's  favorite  technology  companies  are  already 
oo  far  down  a  wrong  road  to  turn  around,  go  back,  and  catch  up. 

The  investor  who  understands  why  the  majority  of  today's  elec- 
ronic,  entertainment,  software  and  computer  related  operations  rest 
ipon  a  fundamentally  obsolete  architecture,  can  make  astonishing 
>rofits  in  the  next  two  to  five  years.  Because,  while  many  of  Wall 
itreet's  favorite  technology  stocks  will  soon  go  belly  up,  a  few  (some 
till  little  known)  will  explode  in  value  at  warp  speed. 

The  GILDER  TECHNOLOGY  REPORT  is  written  in  non- 
echnical  layman's  language  to  explain  the  fundamental  concepts 
>ehind  the  coming  technological  revolution. 

Not  a  stock-picker  letter,  but  a  technology  report,  this  event-dri- 
'en  letter  will  give  you  hard  data  to  support  specific  "death  knell" 
:onclusions  and  to  identify  technology  stocks  that  will  enjoy  growth 
o  be  measured  in  1,000s  of  percent  in  the  next  two  to  five  years! 
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flight.  In  first  class,  we're  planning  to  introduce  pn 
12  per  plane,  and  showers  and  We'll  have  the  fir 


club.  If  you  can  do  it  on  ships  and  trains,  why  not  on  plane 


that  hasn't  been  advertised. 
B:  The  point  is  that  people  want 
and  deserve  to  have  a  very  com- 
fortable, enjoyable  flight.  Next, 
we'll  be  the  first  to  have  the  In- 
ternet available  at  every  seat, 
in  every  class.  By  1997 — Vir- 
gin Net. 

A:  On  which  you  will  offer  ex- 
actly what? 

B:  Well,  besides  the  things  you 
can  now  do  on  the  Internet, 
there  will  be  in-flight  shopping 
so  that  your  duty-free  will  be 
waiting  for  you  when  you  arrive 
at  your  destina- 
tion. You  can 
answer  your 
email,  do  re- 
search, and  con- 
duct all  sorts  of 
business.  Of 
course,  you  can 
also  get  infor- 
mation about 
your  destination,  make  dinner 
and  hotel  reservations,  book 
tours.  These  are  things  that  you 
can  do  now,  but  may  not  have 
time  for.  But  on  a  long  flight,  it 
could  be  a  valuable  service  and 
provide  fun. 

A:  Besides  in-flight  Net  surfing, 
how  will  the  Internet  affect  the 
travel  industry? 

B:  Obviously,  if  you're  a  travel 
agent,  you're  going  to  have  to  sell 
other  products  as  well  as  air  trav- 
el. Fewer  and  fewer  tickets  will  be 
sold  by  travel  agents.  It's  a  fact  of 
life.  We're  preparing  our  other  in- 
dustries for  the 
changes.  One  ex- 
ample is  our  Virgin 
Megastores.  We're 
selling  records  and 
tapes  and  videos, 
but  there  will  be  al- 
bums and  videos 
on  demand  on  the 
Net.  Virgin  Net  will 
be  doing  videos  on 
the  Net  in  the  not 
too  distant  future.  So  how  do  we 
keep  our  Megastores  relevant? 
We  are  [planning  to]  have  Virgin 


jeans,  for  example.  They  will  be 
sold  in  our  stores.  If  the  Internet 
starts  damaging  our  stores"busi- 


ness  in  music  and  movies,  we'll 
be  ready. 

A:  But  won't  people  be  able  to 
buy  everything — jeans  in- 
cluded— on  the  Net?  Might  your 
Megastores  become  albatrosses? 
B:  There  will  still  be  a 
market  for  people 
who  like  shopping — 
who  like  holding  a 
CD,  thumbing  racks, 
browsing  books,  try- 
ing on  clothes.  But 
the  amount  of  space 
that  will  be  needed 
will  be  less.  So  what 
are  we  doing?  If  you 
make  the  experience 
of  coming  to  a  store 
more  than  just  buy- 
ing, people  will  still  come.  We 
plan  to  turn  our  stores  into 
places  where  people  like  to  be 
seen,  where  things  are  happening. 
Stores  that  just  take  your  money 
are  boring.  They  won't  cut  it. 
A:  Technology  will  change  Vir- 
gin. Has  it  changed  you?  Are  you 
wired? 

B:  Afraid  not.  I 
write  in  a  note- 
book, which  is  my 
bible.  I  write  down 
my  conversations 
and  meetings  and 
reflect  back;  it 
keeps  me  together. 
I  can't  use  a  com- 
puter. If  I'd  been 
—  — m  brought  up  in  the 
computer  world,  I  would.  But  I'm 
too  old  to  change.  Still,  I  think  I 
use  this  old  notebook  the  way 


people  use  their  computers — to 
organize  themselves,  to  sort  out 
their  thinking. 

A:  Is  that  dangerous,  to  be 
stuck  in  the  old  world 
when  many  of  your  com- 
petitors are  presumably 
wired  to  the  teeth? 
B:  I  know  the  power  of 
technology  and  respect  it. 
Even  if  I  don't  have 
the  time  to  spend 
hours  online,  I  have 
people  who  do.  I  make 
sure  we're  on  the  cutting 
edge. 

A:  But  do  you  leave  yourself  vul- 
nerable when  you  rely  on  others? 
B:  But  I  rely  on  others  in  every 


3 


aspect  of  this  company!  It's  a  big 
reason  why  people  like  to  work 
here.  And  no  one  has  ever  ac- 
cused us  of  lagging  be- 
hind. In  fact,  I  am  will- 
ing to  turn  an  entire 
company  upside  down 
if  it's  time  to  do  that. 
We're  in  perpetual 
evolution — very  quick 
though  we're  very  big. 
The  kinds  of  people  we 
employ  are  not  afraid  of  taking 
risks.  If  someone  mucks  up,  they 
don't  get  a  bollocking  from  me. 
They  know  they've  mucked  up 
and  they  redouble  their  efforts. 
A:  You've  described  the  frills  of 
flying  Virgin,  but  most  carriers, 
at  least  in  postderegulation 
America,  continue  to  cut  costs  by 
cutting  services  and  stuffing 
more  people  in  their  cabins. 


B:  In  the  long  run,  at  their  own 
peril. 

A:  Yet  cost  is  the  bottom  line  in 
this  industry,  isn't  it? 
B:  It  depends  on  the  type  of  trip. 
For  short-haul  flights,  cost  is  the 
most  important  factor. 
A:  Even  for  executives? 
B:  Yes,  for  a  short  hour  or  two 
flight.  All  that's  needed  is  the 
happiest  staff 
and  modern 
equipment. 
You  make  sure 
all  the  un- 
necessary costs 
are  cut  out.  Remember  that 
smiles  don't  cost  anything.  But 
over  two  hours,  people  want  to 
be  entertained. 
A:  Even  if  it  costs 
more? 

B:  The  skill  is  to  pull 
it  off  and  make  sure 
it's  a  great  experi- 
ence, and  it  doesn't 
have  to  cost  more. 
A:  How  is  that  pos- 
sible? 

B:  If  more  passen- 
gers fly  us,  it's  prof- 
itable, even  though 
we  spend  more  for 
in-flight  amenities.  We  are  the 
most  profitable  airline  in  the 
world  relative  to  our  size. 

A:  More  passengers 
sounds  like  stuffing 
in  even  more  passen- 
gers into  already  tight 
cabins. 

B:  We  have  fewer  seats 
in  each  cabin  than  the 
others — to  give  people 
more  space — but  we 
fill  the  planes  because  our  flights 
are  popular.  Three  or  four  per- 
cent load  factor  pays  for  a  lot  of 
extra  goodies.  The  in-flight  mas- 
sages are  very  popular.  Now 
we've  taken  on  60  beauty  thera- 
pists, including  hairstylists,  man- 
icurists, reflexologists,  and  aro- 
matherapists. People  remember 
a  flight  with  those  amenities;  they 
come  back.  We  already  have 
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defibrillators  on  all  of  our  planes; 
the  law  of  averages  says  we're  go- 
ing to  get  our  fair  share  of  heart 
attacks. 

A:  Why  should  American  Air- 
lines change  when  they  have  such 
control  of  the  market? 
B:  Pan  Am  went  out  of  business. 
Eastern,  TWA  [which  reemerged 
in  1993].  Meanwhile,  we  made  84 
million  pounds  [$142  million 
U.S.]  profit  last  year  [for  the  en- 
tire Virgin  Travel  Group].  That's 
why.  The  times  are  changing. 
The  airline  industry  is  an 
anachronism; 
other  businesses 
have  become 
completely  cus- 
tomer-oriented. 
The  airline  busi- 
ness is  not.  But  I 
don't  think  it 
will  stay  that 
way — as  long  as 
monopolies 
aren't  allowed  to  destroy  the  in- 
dustry to  stop  competition. 
A:  Which  leads  us  to  your  favo- 
rite pet  peeve:  the  proposed  Brit- 
ish Airways-American  Airlines 
merger.  Why  is  it  so  onerous? 
B:  Talk  about  not  being 
customer-oriented!  The 
industry  could  die.  Any- 
time there  is  a  monopoly, 
innovation  ceases.  I'm  not 
blaming  the  two  Bobs  — 
Ayling  and  Crandall — for 
trying  to  merge.  It's  one 
of  the  cheekiest  commer- 
cial moves  I've  ever 
heard:  trying  to  create  a 
monopoly  of  that  magni- 
tude. But  I  would  blame 
the  governments  for  let- 
ting them. 

A:  Soooo — you're  an  in- 
terventionist, and  at  a 
time  when  most  Ameri- 
cans want  government 
out  of  business. 
B:  I  want  governments  out  of 
business,  too,  except  when  it 
comes  to  controlling  monopolies. 
They  are  not  in  the  interest  of 


anybody  except  the  shareholders 
of  those  monopolies — and  only 
in  their  interest  for  the  short 
term.  After  a  number  of  years, 
monopolies  get  flabby  and  ■ 
fat  and  executive  salaries 
shoot  up  to  enormous  levels. 
British  Telecom  was  a  mo- 
nopoly. Its  staff  didn't  enjoy 
working  there.  The  public 
hated  it.  You  had  to  wait  five 
months  to  get  a  phone.  The 
price  of  calls  was  astronom- 
ical. Competition  came  in. 
[Now]  its  staff  loves  working  for 
the  company;  they 
dance  to  work.  There  is 
a  challenge,  each  day,  to 
beat  the  competition. 
Quality  has  improved, 


stead  of  tens  of  thousands.  They 
indeed  are  all  under  the  Virgin 
umbrella,  but  they  are  generally 
not  subsidiaries.  I'm  over  them 


service  has  improved, 
the  prices  are  much 
lower.  Smaller  is  better. 
It's  been  proved  time 
and  again. 

A:  Yet  Virgin  is  Britain's 
largest  private  interest. 
B:  But  we're  structured  as  if  we 
are  150  small  companies.  Each 
has  to  stand  on  its  own  two  feet, 
as  if  they  are  their  own  compa- 
nies. Employees  have  a  stake  in 


to  see  if  one  company  can't  help 
another,  but  otherwise  they  are 
independent.  Some  people  like 
the  idea  of  growing  fiefdoms — 
companies  that  brag  about  sales 
over  $5  billion  a  year — but  there 
is  no  logical  reason  to  think  that 
there  is  anything  good  about 
huge  companies.  History,  in  fact, 
shows  the  opposite. 
Those  huge  corpora- 
tions with  tentacles 
and  divisions  and  de- 
partments become 
unwieldy,  slow  grow- 
ing, stagnant.  Some  chairmen 
want  them  like  that  so  that  one 
division's  loss  can  make  up  for 
=31  *  iiy  .j*  j^P" 


their  success.  They  feel — and 
are — crucial  to  their  company 
because  they  are  one  in  fifty  or  a 
hundred  or  several  hundred  in- 


another's  profit,  but  we'd  rather 
have  a  lot  of  exciting  companies 
that  are  all  making  profits — as 
are  all  of  ours. 


A:  What  happens  then  when  one 
of  your  companies  is  successful 
and  grows  large  in  itself? 
B:  I  will  set  up  a  new  company. 
Same  again,  same  again.  I 
keep  them  spinning  off. 
When  I  ran  Virgin  Records, 
we  had  40  different  compa- 
nies under  that  umbrella. 
Each  company  had  different 
managing  directors,  different 
switchboards,  different  of- 
fices. The  benefit  was  that 
each  managing  director  ran 
his  own  destiny  with  50  staff.  He 
was  the  managing  director  in- 
stead of  the  deputy  to  the 
deputy  to  the  deputy.  If  you  are 
a  managing  director,  you  will  do 
whatever  you  can  to  excel.  And 
each  did. 

A:  You  give  up  the  economy  of 
scale,  though. 

B:  That's  right. 
Outside  accoun- 
tants would  im- 
mediately look  at 
our  200  buildings, 
200  switchboards, 
and  all  that  comes  with  them  and 
say,  You're  bleeding  money!  But 
I  say,  Look  at  what  you  get!  Peo- 
ple who  have  worked  for 
small  companies  and 
then  big  companies  will 
tell  you  that  it's  not  as 
much  fun.  In  a  small 
company,  you  can  create 
a  different  type  of  ener- 
gy. People  feel  cared  for. 
If  a  girl  has  her  period, 
becomes  teary  the  same 
time  every  month,  a 
manager  can  tell  the 
signs — and  suggest  she 
go  home. 

A:  We  won't  touch  that 
one.  But  how  do  you 
manage  150  companies? 
B:  I'm  quite  sociable. 
With  a  lot  of  the  manag- 
ing directors,  I  play  ten- 
nis, go  skiing.  We  have  weekends 
away  where  we  all  go  off  and 
spend  time  together.  We  have  a 
drink  in  the  bar.  And  I'm  on  the 


We're  in  evolution-very  quick.  The  kinds  of  people  we  employ  are 

not  afraid  of  taking  risks.  If  someone  mucks  up,  they  don't  get  a 
from  me.  They  know  they've  and  they  redouble  their  efforts. 
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veekends  away  where  w 


pop 


telephone  a  lot  and  pop  by  the 
companies  occasionally. 
A:  And  you  never  have  regular 
board  meetings? 
B:  If  things  are  going  well, 
why?  If  a  company  is  doing 
well,  they  may  not  hear 
from  me  for  some  time.  If 
they   need   my  helping 
hand — fire  fighting — I'm 
here  and  they  know  it.  We 
try  to  run  the  organization 
so  that  if  my  balloon  ever 
went  down,  the  people  run- 
ning their  organizations 
could  carry  on  running. 
We  actually  do  have  a  rare 
board  meeting,  but  they're 
an  excuse  to  get  together. 
We  don't  need  them.  Com- 
munication is  much  less 
formal  and  it  works  fine. 
A:  Are  you  hands-off  with 
every  company? 
B:  Hands  off  unless  they're  need- 
ed. There  is  a  major  exception. 
I'm  the  chief  executive  of  the 


board  takes  it  on  advisement. 
And  he's  gone  off  to  another 
company.  With  Virgin,  we  make 
decisions  on  the  phone.  It  you've 


complaints  about  their  supervi- 
sors and  the  like. 
B:  I've  found  that  people  are 
very  respectful,  but  they  do  call. 


travel  business  myself.  It's  quite 
a  big  part  of  Virgin  and  I'm  very 
hands-on  with  its  details.  But 
still,  we  don't  have  formal  meet- 
ings. I  got  off  a  flight  this  morn- 
ing and  rang  people  up  with 
some  suggestions  and  ideas  I 
came  up  with  on  the  flight.  But 
one  of  the  problems  about  for- 
mal meetings  is  that  they  lead  to 
frustration.  People  who  leave 
companies  with  formal  struc- 
tures don't  leave  because  of 
salaries.  If  they  come  up  with  a 
good  idea,  they're  told  to  wait 
until  the  next  meeting.  Then 
they're  told  they  have  to  make 
another  presentation  to  another 
group,  then  another.  Then  the 


got  a  good  idea  arid  I  like  it,  you 
can  get  on  with  it. 
A:  But  is  that  practical?  Can  a 
reservation  clerk  really  approach 
you  with  an  idea? 
B:  They  do  all  the  time. 
In  a  chitty  chatty  letter, 
I  write  them  once  a 
month  and  report  on 
everything  that  is  going 
on.  I  pass  along  sugges- 
tions I've  heard.  At  the 
end,  I  include  my  home 
address  and  phone 
number.  It  goes  to  5,000  people 
in  the  airline  and  to  some  of  the 
people  with  other  companies, 
such  as  the  Eurostar  trains  staff. 
A:  It's  not  realistic  for  thousands 
of  employees  to  call  you,  though. 
Do  you  really  take  their  calls? 
B:  Most  will  write  unless  it's  re- 
ally crucial.  I  get 
40  or  so  letters  a 
day  and  make 
sure  they  get 
answered.  Peo- 
ple don't  neces- 
sarily call,  but 
they  know  they 
could. 

A:  It  seems  as  if  you'd  get  lots  of 
calls  from  people  with  petty 


I  gently  respect  the  role  of  the 
supervisors,  but  I  will  look  at 
any  problems  that  arise.  The 
people  in  charge  know  that;  it 
makes  them  much  more  caring 
as  a  result. 

A:  Is  Virgin  at  risk  of  becoming 
too  diffused? 

B:  We  used  to  think  that.  But 
now  we  have  one  of 
the  strongest  brand 
names  in  the  world; 
it's  getting  stronger  in 
America.  We're  at  the 
point  that  we  can  get 
100%  of  the  funding 
we  need  for  most 
ventures  from  exter- 
nal sources  and  yet 
keep  complete  control.  We're 
back  in  the  record  business  as  of 
last  November  with  a  new  label, 
V2;  $100  mil- 
lion has  been 
put  up  by  in- 
vestors in  ex- 
change for  30% 
of  the  company, 
but  we  have 
complete  con- 
trol and  no  financial  commit- 
ment at  all. 

A:  Many  people  believe  that  new 


technologies  will  make  brands 
less  important.  Do  you  disagree? 
B:  New  technologies  make  them 
more  important!  Let's  say  there 
are  ten  international 
brands  on  the  Internet: 
Microsoft,  Virgin,  and 
eight  others.  The  better- 
known,  better-respected 
brands  are  going  to  be  able 
to  stand  out  amid  the 
thousands  of  others.  Peo- 
ple will  rely  on  brands  they 
know  and  trust. 
A:  Even  in  the  travel  in- 
dustry, at  a  time  when  In- 
ternet travel  agents  such  as 
Travelocity  and  Expedia 
can  give  you  the  best  fare, 
bar  none — regardless  of 
airline? 

B:  If  you  are  going  to  spend 
12  hours  on  a  plane,  you 
want  more  than  the  cheapest 
price,  especially  if  you  are  a  fre- 
quent business  traveler. 
A:  How  do  you  respond  to  the 
philosophy  that  businesses 
should  stick  to  what  they  know? 
Are  you  at  risk  of  getting  into 
territory  that  requires  expertise 
that  you  don't  have? 

B:  I  knew  nothing 
about  the  airline  busi- 
ness, financial  service 
industry,  soft  drink 
business,  any  of 
them — until  I  started. 
The  same  thing  ap- 
plies in  every  busi- 
ness: It  all  comes  back 
to  your  people.  If  you 
can  run  one  company,  you  can 
run  any  company.  You  can  learn 
the  nuances  of  a  particular  in- 
dustry in  two  months.  And  it's  so 
great  being  in  so  many  different 
businesses.  That's  the  fun  of  it. 
A:  For  an  antimonopolist,  you 
sound  like  you  want  it  all. 
B:  [Laughs]  Well,  who  wouldn't? 
And  I  maintain  that  we'll  do 
what  we're  doing  with  small 
companies  that  run  indepen- 
dently and  will  not  fall  into 
the  trap  of  conglomerates  that 
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( If  it  were  a  salesperson,  you'd  hire  them  in  a  minute.) 


IQ  Lightweight,  portable,  and  a  mere  5"  high,  our  NoteVision  Plus  it  has  built-in  stereo  sound.  Then,  to  make  NoteVision  even 
HEM  XG-NV1U  LCD  projector  can  slip  into  an         ^    .        \  easier  to  use,  we're  also  offering  a  free  CD-  ROM 
airline  carry-on  bag  along  with  your  notebook.  But        tm  l|  vers'on  °*  Astoundf  the  premiere  presentation 

its  performance  is  anything  but  lightweight.  First  of  all,  j   |F  ~  software.'So  help  your  sales  force  project  the  image 

ifs  SVGA  and  Mac™ compatible.  Its  metal  halide  lamp  of  a  leader.  Hire  our  new  NoteVision.  For  more  info, 

produces  an  image  so  bright,  you  can  present  with  the  lights  on.  call  1-800  -  BE- SHARP.  Or  visit  us  at  www.sharp-usa.com. 
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self-destruct. 

A:  Is  your  business  philosophy  all 
self-taught?  In  the  past  you've 
proudly  stated  that  you've  never 
read  a  business  book. 
B:  I  said  it,  but  not  proudly.  I'm 
sure  there  are  good  ones  that 
teach  people  a  lot.  But  I've  nev- 
er read  one  and  never  took  mm 
a  course  in  management. 
I've  been  fortunate  to  learn 
by  experience,  by  making 
mistakes,  by  trying.  I've 
learned  every  day  by  doing 
things  different  and  new. 
It's  what  has  kept  it  fasci- 
nating— that  it  is  so  many 
different  businesses.  And 
every  one  of  them  helps  me 
with  the  last  one,  from  the 
record  business  to  the  air- 
line business  and  now  life 
insurance  and  credit  cards 
and  banking — learning, 
learning,  learning,  learning. 
A:  Is  there  an  overall  lesson 
about  how  to  keep  a  com- 
pany vital? 

B:  Yes.  It  all  comes  down  to  peo- 
ple. There's  nothing  else  that 
comes  close.  Motivating  people, 
bringing  in  the  best.  The  girl 


who  opened  what  will  be  the  best 
bridal  shop  in  Europe  was  flying 
on  the  airline  as  an  air  hostess. 
She  came  to  me  with  an  idea  and 
I  said,  Go  to  it.  She  did.  Now  it's 
Virgin  Bride.  By  having  the  free- 
dom to  prove  herself,  she  has  ex- 
celled. Everyone  you  hire  is  so 
important.  You  assume  that  every 
switchboard  operator  will  excel 
and  they  will.  Often  people  make 
mistakes,  but  you  allow  for  that, 
too.  Praise  people — like  plants, 
they  must  be  nurtured — and 


make  it  fun.  Value  them  and  give 
them  the  opportunity  to  con- 
tribute in  ways  that  excite  them. 
We're  lucky  because  of  the  vari- 
ety of  places  to  go  at  Virgin.  No 
one  gets  stagnant.  When  our 
people  see  an  air  hostess  become 
the  managing  director  of  her 


people  who  could  afford  it  and 
for  whom  it  worked  for  other 
reasons — volunteered  to  take 
anywhere  from  three  to  six 
months  off  as  a  sort  of  sabbati- 
cal. Six  hundred 'volunteered.  As 
soon  as  we  could,  we  brought 
them  back  in  when  we  were  ex- 


own  business,  there  is  motiva- 
tion. The  people  who  are  run- 
ning the  Eurostar  trains  are  the 
ones  who  built  the  airline.  Some 
are  already  talking  about  moving 
on  to  one  or  two  of  the 
newer  ventures.  Keep  it 
vibrant.  Everything  comes 
back  to  people.  Nothing 
else.  You  get  loyalty,  en- 
thusiasm, and  great  ser- 
vice for  your  customers. 
A:  What  do  you  make 
of  the  trend  in  busi- 
ness to  reorganize  and 
reengineer? 

B:  Usually  it  means  layoffs.  What 
you  do  is  demoralize  the  work- 
force. 

A:  What  would  you  do  if  you 
were  losing  money  and  had  too 
many  people  on  staff? 
B:  It  happened.  It  was  in  the 
depths  of  the  recession.  We  had 
400  too  many  people.  I  went  to 
the  staff  and  explained  the  situ- 
ation and  asked  for  advice  about 
what  to  do.  Many  letters  came 
back  with  ideas.  Many  people — 


paneling  again.  When  they  came 
back,  they  were  rested,  inspired, 
and  very  happy  to  return. 
A:  But  most  people  can't  afford 
not  to  work  six  or  eight  months. 
B:  If  you  survey  your  company — 
in  a  secret,  confidential  survey 
that  won't  affect  anyone's  job — 
you'd  find  that  15%  or  20%  of 
the  people  could  at  times  afford 
it  and  would  love  it. 
More  female  than 
male,  probably.  Cer- 
tainly many  people 
with  young  children. 
But  they  would  never 
suggest  it  themselves; 
they  would  be  fright- 
ened that  it  would  look 
as  if  they  were  less 
committed  to  the  com- 
pany. The  truth  is,  it 
could  make  them  more  commit- 
ted. And  prove  your  commit- 
ment to  them. 

A:  We've  discussed  the  travel  in- 
dustry in  the  near  future,  but 
where  do  you  see  it  going  down 
the  road? 


ciai 


B:  Virgin  Space. 
A:  Seriously? 

B:  Quite  seriously.  I  believe  that 
there  are  enough  people  willing 
to  pay  large  sums  of  money  to  be 
passengers  on  these  flights  to 
make  it  feasible  in  my  lifetime. 
F.ventually,  Virgin  Express  will 
shuttle  around  space  like 
we  do  in  Europe.  Mars  ain't 
that  far  off.  Who  knows?  It's 
virgin  territory...  ■ 

The  Photographs  of  Richard  Branson: 
Page  94:  Virgin  Megastore  opening 
in  Times  Square.  (Mark  Cireenberg/ 
Visions)  Page  95:  Virgin  Express 
takes  its  maiden  flight.  (De 
Malglaive/Gamma  Liaison)  Page  96: 
(top  to  bottom  and  left  to  right): 
Virgin  Express  in  Brussels.  (De 
Malglaive/Gamma  Liaison)  Branson 
with  his  new  Virgin  Airbus,  London. 
(De  Malglaive/Gamma  Liaison) 
Branson  in  his  L.A.  corporate  office. 
(Mark  Greenberg/ Visions)  Virgin 
Atlantic  Airways  Airbus  delivery, 
London.  (De  Malglaive/Gamma 
Liaison)  Page  98:  Baywatch  girls 
and  Branson  at  La  Jolla,  Galifornia, 
Virgin  Megastore  opening.  (Mark 
Greenberg/Visions)  Branson  auto- 
graphs a  T-shirt  at  La  Jolla's  Virgin 
Megastore  opening.  (Mark 
Greenberg/Visions)  Branson  dons  white  lace 
for  Virgin  Bride  store  opening,  London. 
(AP/Wide  World  Photo)  Branson  in  South 
Africa.  (Thierry  Boccon-Gibod/Gamma 
Liaison)  Branson  in  Africa  with  the  Zulus. 
(Thierry  Boccon-Gibod/Gamma  Liaison) 
Minnie  Mouse  and  Branson  before  the  inau- 
gural flight  between  Manchester  and 
Orlando,  Florida.  (AP  Wide  World  Photo) 
Page  99:  Branson  with  Lady  Diana  at  the 
1st  Airbus  A/340  naming  ceremony, 
London. (De  Malglaive/Gamma  Liaison) 
Branson  sweeps  Liza  Minnelli  off  her  feet 
at  a  party  to  launch  the  flagship  Virgin 
Megastore  in  Times 
Square.  Branson  and 
Jane  Seymour  at  L.A. 
inaugural.  (Mark 
Greenberg/Visions) 
Richard  Branson  opens 
the  biggest  Megastore  in 
New  York.  (Boccon- 
Gibod/Gamma  Liaison) 
Page  1 00:  In  Japan, 
prior  to  the  takeoff 
of  Pacific  Flyer  hot-air 
balloon.  (Mark  Green- 
berg/Visions) Nonstop 
circumnavigation  of  the 
world  by  balloon. 
(Boccon-Gibod/G  a  m  m  a 
Liaison)  Branson  takes 
over  Eurostar  Rail.  (Thierry  Boccon- 
Gibod/Gamma  Liaison)  Richard  sleeps  on 
New  York-London  flight  with  his  favorite 
magazine.  (Mark  Greenberg/Visions)  Page 
102:  Branson  at  his  Virgin  Island  home, 
Necker  Island.  (Mark  Greenberg/Visions) 
Branson  and  his  son,  Sam,  on  his  private 
houseboat,  London.  (Mark  Greenberg/ 
Visions)  Branson  at  his  home  in  London. 
(Mark  Greenberg/Visions). 


of  them-until  I  started.  The  same  thing  applies  in 
St  all  comes  back  to  your  people.  If  you  can  company,  yo 


business: 
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"Only  Oracle 

the  flexibility  we  need  to 
integrate  22  business  units  in 
120  locations  across  27  countries.' 


Dr.  Keith  Turnbull,  Executive  Vice  President 


Alcoa 


\Jcoa,  the  world's  largest  manufacturer  of  aluminum 
nd  related  products,  operates  22  independent  business 
inks  spanning  27  countries.  They  needed  applications 
hat  each  business  unit  could  rapidly 
dapt  while  still  sharing  common  ^ 
business  process  and  data.  Alcoa  M 
hose  Oracle  Applications.  Projects 


Market 
Management 


Human 
Resources 


Oracle  Applications  automate  your  entire  enterprise 
with  over  30  integrated  software  modules  lor 
finance,  supply  chain  management,  manufacturing, 
project  systems,  human  resources  and 


Supply  Chain  . 

Management  market  management. 


Manufacturing 


Finance 


5  e  d  T 


)racle  is  the  world's  fastest-grow- 
ng  supplier  of  open  business  applica- 
ions,  with  more  manufacturing  and  financial 
pplication  sites  running  than  anyone  else. 


e  c 


Do  your  business  applications 
provide  the  flexibility  you 

togi 

Y\  O  °  need  to  manage  your  business? 

If  not,  call  Oracle  at  1-800-633-1058, 
ext.  10347  today.  Or  find  us  on  the  Web  at 
http://www.oracle.com/applications 


ORACLG 

Enabling  the  Information  Age1 


Oracle 


Applications 


©1997  Oracle  Corporation.  Oracle  is  a  registered  trademark,  and  Oracle  Applications  and  Enabling  the  Information  Age  are  trademarks  of  Oracle  Corporation.  All  rights  reserved 

All  other  company  and  product  names  arc  trademarks  ot  their  respective  owners. 


COMMUNICATIONS 


Ascend  Communications,  Inc.  /  StonyBrook  Services,  Inc. 

First  Floor,  Inc.  ■  Aware,  Inc. 
Ascend  Communications,  Inc  /  NetStar,  Inc 
Cabletron  Systems,  Inc.  /  Network  Express,  Inc 
Citrix  Systems,  Inc.  ■  Xylan  Corporation 
P-Com  ■  Edify  Corporation 
SpectraLink  Corporation  ■  Worldtalk  Communications  Corporation 

Excite,  Inc.  ■  KVH  Industries,  Inc, 
InterTrust  Technologies  Corporation  ■  VocalTec  Ltd, 
Workgroup  Technology  Corporation 
Xylan  Corporation  ■  Cybercash, Inc, 
Fiber  Options,  Inc.  /  Sentrol  Lifesafety  Corporation 
InterTrust  Technologies  Corporation  /  Softbank  Holdings,  Inc. 

Cabletron  Systems,  Inc.  /  Enterprise  Networks  Business  Unit 
InterTrust  Technologies  Corporation  /  Mitsubishi  Corporation 


PARTNERS  IN  THE  TE 

53  Public  Of f er i ngs  tota I i ng  $3,66  billion  •  23  Advisory  Transacti 


INFORMATION  SERVICES 


ECsoft  Group  pic  ■  Renaissance  Solutions,  Inc. 
SPL  WorldGroup  B.V.  ■  IntelliQuest  Information  Group,  Inc. 
Computer  Learning  Centers,  Inc.  ■  Abacus  Direct  Corporation 
E*trade  Group,  Inc.  ■  Claremont  Technology  Group 
J3  Learning  Corporation  /  Gartner  Group,  Inc 
ICT  Group,  Inc.  ■  efficient  market  services,  inc 
Renaissance  Solutions  ■  IntelliQuest  Information  Group 

Premiere  Technologies,  Inc. 
The  Profit  Recovery  Group  International,  Inc. 
Forrester  Research,  Inc.  ■  MemberWorks  Inc. 

Learning  Tree  International,  Inc. 
International  Network  Services 


SAN  FRANCISCO 


NEW  YORK 


0  FTWARE 


-ATINUM  Technology,  Inc. 

iebel  Systems,  Inc.  ■  Infinity  Financial  Technology  Inc . 
isigenic  Software  Inc.  ■  Aspect  Development,  Inc. 
;cure  Computing  Corporation  /  Enigma  Logic,  Inc. 

JC  Software  Inc. /  Risk  Data  Corporation  ■  Sync  Research,  Inc.  /  TyLink  Corporation 

ierra  On-Line,  Inc.  /  CUC  International  Inc. 

;curity  Dynamics  Technologies,  Inc.  /  RSA  Data  Security,  Inc. 

iebel  Systems,  Inc.  ■  Broadvision,  Inc. 

ighthouse  Design,  Ltd.  /  Sun  Microsystems,  Inc. 

-eeloader.  Inc.  /  Individual,  Inc. 

.addin  Knowledge  Systems  Ltd.  /  FAST  Software  Security  AG/Glenco  Engineering  Inc. 

idividual.  Inc.  ■  Forte  Software,  Inc. 

?ndrite  International  ■  PowerCerv  Corporation 

ileNet  Corporation  /  Saros  Corporation  ■  Indus  Group,  Inc. 

;cure  Computing  Corporation  /  Border  Network  Technologies,  Inc. 


NOLOGY  REVOLUTION 

iling  $2.3  billion  ■  5  Private  Placements  totaling  $90  million 


ARDWARE/SYSTEMS 

:ec  Systems,  Inc.  ■  Vitesse  Semiconductor  Corporation 
jmmit  Design,  Inc. 

lerican  Silicon  Products  /  Semiconductor  Alliance  Pte  Ltd, 

:ec  Systems,  Inc.  ■  SAES  Getters  S.P.A. 

:ec  Systems,  Inc.  /  Intel  Corporation 

indescent  Technologies  ■  Tecnomatix  Technologies  Ltd. 

itesse  Semiconductor  Corporation  ■  Cirrus  Logic,  Inc. 

IT  Technology  Corp.  ■  Aavid  Thermal  Technologies,  Inc. 

itegrated  Packaging  Assembly  Corp. 

)SS  Computer  Corporation  /  Fujitsu  Limited 

)f lex  Solutions  ■  Tegal  Corporation 

leek  Point  Software  Technologies  Ltd. 


STON    •    LONDON  •TOKYO 


ROBERTSON 
STEPHENS  & 
COMPANY 


"Hensley  Segal  Rentschler  offers  a 
compelling  challenge  to  advertisers 
to  use  the  Internet  -  now  -  to  build 
opportunities  in  markets  characterized 
by  fragmentation." 

INTERNET  WORLD 


In  general,  advertising  is  going  to 
change  completely.  I  think  Hensley 
Segal  Rentschler  is  already  there." 

GEORGE  GILDER 


"Hensley  Segal  Rentschler  is  recognized 
for  foresight  and  innovation  in  the 
new  media  revolution." 

BUSINESS  MARKETING 


There's  hope  for  every  vp/marketing... 
Hensley  Segal  Rentschler  may  be 
anticipating  the  future." 

ADWEEK 


Thankfully, 
New  Media  Isn't  Entirely 
A  World  of  Unknowns 


It's  no  longer  a  question  of  if  or  even  when  to  bring  new, 
interactive  forms  of  communications  into  your  marketing  mix. 
The  time  is  now.  "Get  us  on  the  Web"  is  a  cry  heard  throughout 
the  corporate  land.  And  nowhere  is  the  need  to  dive  in  to  new 
media  felt  with  more  urgency  than  in  business-to-business 
marketing.  After  all,  the  largest  installed  base  of  digital 
processing  technology  in  the  world  sits  on  the  desktops  of 
business  decision  makers. 

Before  you  take  that  plunge  into  the  unknown,  talk 
to  a  known  quantity.  Too  many  new  media  experts  are 
new  to  the  idea  of  moving  markets  and  making  money. 


But  Hensley  Segal  Rentschler,  according  to  Business 
Marketing,  "mixes  new  age  ideas  with  age-old  techniques 
of  niche  business  marketing." 

Hensley  Segal  Rentschler  serves  the  interactive  media 
needs  of  prominent  private  companies  and  globally  respected 
Fortune  500  corporations.  And  we're  winning  the  plaudits 
of  industry  observers  and  clients  alike.  So  why  venture  into 
new  media  alone,  when  you  can  partner  with  a  company 
that  knows  the  way?  Visit  us  on  the  World  Wide  Web: 
http://www.hsr.com.  Contact  us  by  E-mail:  segal@hsr.com. 
Or  connect  by  more  traditional  means:  513.671.3811. 


Hensley- Segal-Rentschler 

ADVERTISING  AGE'S  BUSINESS  MARKETING  AGENCY  OF  THE  YEAR  •  1  995-96 
Niche  Mastery  •  Substantive  Content  •  Speed  •  Shrewd  Advice 


HI 


SATELLITE  I 


When  you  look  up,  smile.  This  year,  a  company  called  Space  Imaging 
plans  to  orbit  a  satellite  400  miles  in  space  capable  of  focusing 
on  one  square  yard  of  the  planet's  surface.  By  Richard  Rapaport 


Bridging  the  gap  between  photography  and  aerial  mapping 
has  been  the  holy  grail  for  cartographers  ever  since  a  camera  was 
first  lofted  in  a  hot-air  balloon  in  the  mid- 19th  century.  And 
mapping  the  earth's  surface  with  affordable,  high-resolution 
photo-imagery  is  the  thoroughly  up-to-date  quest  of  Space  Imag- 
ing, a  Thornton,  Colorado-based  company.  In  late  1997,  the  com- 
pany plans  to  make  the  wildest  dreams  of  cartographers  come 
true  with  the  launch  of  its  own  commercial 
spy  satellite  from  California's  Vandenberg 
Air  Force  Base. 

To  provide  space-based  photography 
with  the  resolution  necessary  to  record 
roads,  parks,  and  shopping  centers,  even 
individual  homes,  the  Space  Imaging  satel- 
lite will  use  the  most  advanced  commercial 
optical  system  ever  sent  into  space.  The  6-foot-diameter,  1,800- 
pound  satellite  is  far  smaller  than  the  Hubble  space  telescope.  Its 
advanced  Eastman  Kodak-designed  telescope,  which  collapses  a 
32-foot  focal  length  into  a  6-foot  space,  is  able  to  resolve  ter- 
restrial objects  as  small  as  1  meter  across  as  the  satellite  flashes 
400  miles  overhead  at  about  15,000  miles  per  hour. 

With  several  mirrors  polished  to  an  accuracy  measured  in 
atoms,  the  system  is  designed  to  achieve  the  highest  ground  res- 
olution in  the  history  of  commercial  satellite  photography.  It  will 


even  be  able  to  differentiate  high-contrast  images  such  as  4-inch- 
wide  lines  in  parking  lots  and  provide  images  of  the  earth's 
surface  equivalent  to  the  vision  of  the  naked  eye  at  10,000  feet. 
If  all  goes  according  to  plan,  its  imagery  will  be  accurate  enough 
to  replace  the  U.S.  Geodetic  Survey  line-drawn  maps  (on  a  scale 
of  1  to  2400)  that  are  today's  cartographic  standard.  Instead  of 
maps  with  symbolic  representations  of  terrestrial  features,  Space 
Imaging  maps  will  show  the  actual  features 
themselves. 

Changing  the  concept  of  aerial  mapping 
is  a  tall  order.  But  Space  Imaging  comes 
with  impeccable  technological  credentials. 
The  company  began  life  in  1990  as  Lock- 
heed's Commercial  Remote  Sensing  System, 
part  of  the  same  company  that  produced 
the  U-2  spy  plane  in  the  '50s  and  the  Corona  spy  satellite  pro- 
gram, which  gave  the  United  States  the  reconnaissance  high 
ground  during  the  cold  war.  In  the  aftermath  of  the  defense  bud- 
get cuts  of  the  late  '80s,  Lockheed  (soon  to  become  Lockheed 
Martin)  decided  in  1990  that  it  was  time  to  explore  commer- 
cial uses  for  its  once  top-secret  technology.  It  set  up  Commer- 
cial Remote  Sensing  Systems,  which  in  1994  became  Space  Imag- 
ing, established  as  a  private  company  with  partnership 
investments  from  Lockheed  Martin,  Raytheon  E-Systems,  and 


February  2  4.1  997     FORBES  ASAP  "107 


*»**?- 

,-■  it 


Mitsubishi.  Currently,  the  company  plans  to  launch  two  satel- 
lites; the  first  is  being  assembled  and  tested  at  a  Lockheed  Mar- 
tin facility  in  Sunnyvale,  California. 

Completing  a  polar  orbit  every  98  minutes,  the  Space  Imag- 
ing satellite  will  remain  in  the  same  relative  axis  while  the  earth 
rotates  underneath.  With  the  satellite  passing  over  the  same  posi- 
tion every  two  or  three  days,  it  will  be  able  to  map  vast  swaths 

of  the  earth's  surface  with  ■1®&faVf!jffi£y 
unprecedented  speed  and 
resolution.  This  requires  a 
huge  data  processing  capa- 
bility. With  a  throughput 
of  320  megabits  of  com- 
pressed image  data  per  sec- 
ond, the  satellite  will  have 
the  capacity  to  download 
roughly  250,000  square 
kilometers  a  day. 

Space  Imaging's  tech- 
nology also  incorporates 
a  unique  color-enhancing 
algorithm  that  combines 
spectral  (color)  information 
with  panchromatic  (black- 


Eye  Spy  Space  Imaging's  aerial  photos  can  home  in  on  targets  I  meter 
across  such  as  San  Francisco's  Transamerica  Pyramid  (above)  and  an  Ala- 
bama town  (below),  before  and  after  it  was  devastated  by  a  tornado. 


and-white)  sharpness  for  the  first  time  commercially.  This  will 
mean  enhanced  color  and  near-infrared  earth-imaging  infor- 
mation for  a  wide  assortment  of  mapping  uses,  ranging  from 
agricultural  and  mining  applications  to  consumer  uses  such  as 
vacation  and  real  estate  planning.  Says  Space  Imaging's  president 
Jeff  Harris,  until  recently  director  of  the  supersecret  National 
Reconnaissance  Office,  "I  will  be  able  to  show  you  a  map  of 
the  neighborhood  you  want  to  live  in,  down 
to  the  tree-lined  streets,  swimming  pools, 
big  yards,  and  four-car  garages." 

Space  Imaging  plans  to  start  by  mapping 
the  world's  cities  and  then  filling  in  less- 
populated  areas.  These  images,  loaded 
as  digital  information  into  a  first-of-its- 
kind  commercial  computerized  archive, 
will  allow  customers  to  access  a  database  directly  to  see  if  the 
image  maps  they  need  already  exist. 

If  not,  ground  stations  being  planned  in  Europe,  Asia,  and 
North  America  will  instruct  the  satellite  to  collect  the  necessary 
imagery  and  have  it  processed  and  delivered  within  days,  if  not 
hours.  To  prevent  potential  enemies  from  using  the  satellites  for 
photo  reconnaissance  work  that  might  compromise  American 
military  deployment,  Space  Imaging's  Colorado  headquarters 
will  have  the  final  say  over  contracts. 

The  archive  will  consist  not  only  of  vast  digital  files  of 
space  and  aerial  imagery,  but  also  "metadata,"  including 
positioning  coordinates,  and  timing  and  sun-angle  data.  These 
will  permit  information  to  be  reused  in  a  range  of  different 
formats  that  will  push  the  concept  of  mapping  into  a  new  dimen- 
sion. Space  Imaging  photographic  maps  will  pioneer 
such  breakthrough  uses  as  images  showing  damage  from  nat- 
ural disasters  such  as  earthquakes  and  fires;  views  of  detailed 
cityscapes;  and  complex,  mobile,  three-dimensional  "flyover" 


digital  terrain  models. 

As  a  prelude  to  its  satellite  launch,  Space  Imaging  is  stocking 
its  digital  archive  with  aerial  photographs  of  major  urban  areas. 
And  in  November  1996,  in  a  move  to  jump-start  its  sales 
of  satellite  imagery,  Space  Imaging  purchased  EOSAT,  the 
company  that  distributes  photography  from  the  Landsat  pro 
gram  as  well  as  from  the  Indian  Space  Research  Organization, 

which  currently  provides 
the  highest-resolution 
images  (5  meters)  commer- 
cially available  from  space. 

Space  Imaging  CEO  John 
Copple  believes  his  com- 
pany will  be  the  key  to 
transforming  the  Geograph- 
ical Information  Systems 
business  into  what  some 
analysts  believe  will  be  a  $7 
billion-a-year  industry  by 
the  end  of  the  decade. 
"Images  from  satellites  will 
no  longer  be  thought  of  as 
photographs  but  as  digital 
information  sources,"  Cop- 
ple notes.  "Instead  of  calling  me  up  for  a  quote  about  a  mapping 
project  that  will  cost  a  fortune  and  take  two  to  six  months  to 
complete,  we'll  get  your  image  map  on  a  CD-ROM  within  24  to 
48  hours,"  Copple  says,  pointing  out  Space  Imaging's  advan- 
tage over  conventional  aerial  mapping,  which  is  slow  and  expen- 
sive and  which  requires  each  project  to  be  custom  designed. 
With  costs  for  imagery  spread  over  a  number  of  different  cus- 
tomers, Space  Imaging  products  will  be  eco- 
nomical enough  to  perform  mapping  func- 
tions for  previously  undreamed-of  prices. 
One  example  is  a  project  to  establish 
exact  property  rights  in  countries 
emerging  from  central  control  and 
moving  toward  private  ownership, 
such  as  in  the  former  Soviet  Union 
and  throughout  Eastern  Europe. 
Images  from  the  Space  Imaging  satellite  will  be  of  high  enough 
resolution  to  show  roads,  farms,  factories,  and  homes,  upon  which 
cartographers  can  then  superimpose  exact  property  lines.  This 
information,  critical  for  the  development  of  a  free  economy, 
would  take  months  and  cost  billions  of  dollars  by  conventional 
surveying  methods.  Using  Space  Imaging  photomaps,  com- 
pany officials  claim  it  could  be  accomplished  in  a  few  days  or 
even  hours. 

Even  in  capitalist  countries  such  as  the  United  States  and  in 
the  European  Union,  there  is  a  critical  need  to  reinforce  the  accu- 
racy of  often  century-old  "graphical  cadastral"  maps  that  describe 
a  land  parcel  by  its  shape  and  location  relative  to  its  neighbors 
rather  than  by  its  true  location  on  the  earth's  surface.  Able  to 
represent  elements  like  buildings,  vegetation,  small  streams,  and 
other  geographical  features  impossible  to  depict  on  traditional 
maps,  Space  Imaging's  products  may  change  the  scale  and  even 
the  role  of  mapping  itself.  ■ 
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WinFax  PRO 


"Faxing  right  from  my  computer 

can  save  me  time? 
But  I  don't  have  time  to  save  timer 


Relax,  this  won't  take  a  minute.  We'd 
just  like  to  point  out  a  couple  of  options  for 
faxing  your  documents: 

You  can  print  out  your  documents,  carry 
them  over  to  your  fax  machine,  stack  the 
pages  in  the  paper  tray,  push  the  dial  button, 
dial  the  number,  and  wait  for  your  document 
to  slowly  hum  and  grind  its  way  page  by  page 
through  your  fax  machine. 

Or  you  can  press  one  key  and  send  your 
document  with  WinFax  PRO.™ 

Option  two  is  much  faster.  Whether  you're 
faxing  a  single-page  invoice  or  a  twenty- 
page  proposal. 

And  since  your  faxes  are  sent  right  from 
your  computer,  every  single  page  will  arrive 
looking  crisper,  clearer,  and  considerably 
more  professional.  Which  of  course  makes 
you  look  more  professional,  too. 

Whether  you  work 
alone,  in  a  group  or  on 
the  road,  running  Windows  3.1 
or  Windows  95,  you'll  work 
faster  and  look  better  with 
our  new  fax  software. 

So  get  yourself  a  copy  of 
WinFax  PRO  today.  Because 
if  there's  one  thing  you  don't  have,  it's  time 
to  waste  feeding  pages  one  by  one  into  a 
fax  machine. 

Buy  WinFax  PRO  By  Phone 
And  Get  1st  ACT!  Free 

Order  WinFax  PRO  for  just  $99  and  get 
a  free  copy  of  our  contact  database.  A  $79 
value,  1st  ACT!  lets  you  instantly  find  phone 
and  fax  numbers,  addresses,  and  other 
contact  information. 

This  special  offer  is  not  available  in  any 
store.  And  it's  even  backed  by  a  full  60-day 
money-back  guarantee.  Simply  call  us  at 
1-888-2WINFAX  ext.  9L25.  If  you  need  more 
information,  you  can  visit  us  on  the  Web  at 
www.symantec.com/winfax.  But  hurry,  this 
offer  expires  March  31st,  1997. 


SYMANTEC, 


Symantec  is  a  registered  trademark  and  WinFax  PRO  is  a  trademark  of  Symantec  Corporation.  All  other  brand  names  are  the  property  of  their  respective  owners  ©1997  Symantec  Corporation 
All  rights  reserved  In  Canada,  call  1-800  365-8641  In  Australia,  call  02-879-6577.  In  Europe,  call  31-71-535-3111 


A  MODE  LESOTRAVELED 

Finding  Your  Way  with  the  Latest  Satellite  Technology.  By  Lee  Patterson 


Space  Imaging's  use  of  a  global  positioning  system  (see  page 
107)  is  a  mere  speck  in  the  vast  universe  of  GPS  applications. 
In  fact,  as  chip  prices  continue  to  fall  and  wireless  technology 
improves,  GPS-equipped  devices,  which  use  sophisticated  satel- 
lite systems  to  pinpoint  exact  locations  any- 
where on  earth,  will  become  ubiquitous.  Imag- 
ine, for  instance,  millions  of  teenagers  carrying 
cell  phones  that  have  been  programmed  to  dial 
in  GPS  coordinates  (longitude,  latitude,  and  alti- 
tude) every  half  hour  to  their  parents'  laptops 
or  phones.  "The  21st-century  chastity  belt," 
declares  Will  Strauss  of  Forward  Concepts,  a 
market  research  firm  in  Tempe,  Arizona. 

So  ubiquitous  will  GPS  devices  become  that 
by  the  year  2000  the  market  is  expected  to  reach 
$8.4  billion— up  from  $1.9  billion  in  1996, 
according  to  U.S.  GPS  Industry  Council.  Much  of  this  growth  will 
come  with  the  integration  of  GPS  technology  with  other  systems, 
such  as  laptops  and  cell  phones,  says  Mike  Swiek,  executive  direc- 
tor of  the  U.S.  GPS  Industry  Council.  Swiek  believes  that  "GPS 
markets  will  grow  fastest  in  the  communication  and  transporta- 
tion industries." 

Indeed,  automobile 
navigation  systems,  geared 
to  point  even  the  most  lost 
souls  in  the  right  direc- 
tion, are  becoming  one  of 
the  largest  GPS  application 
markets — expected  to 
grow  to  more  than  $3  bil- 
lion by  2000,  up  from 
$600  million  in  1996, 
according  to  the  GPS 
Council.  Rental  car  agen- 
cies, such  as  Hertz  and 
Avis,  offer  vehicles  with 


Lost  and  Sound  Hertz's  NeverLost 
GPS  system  uses  computer-gener- 
ated voice  instructions  to  guide 
travelers  to  their  destinations. 
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Etak,  a  map  database  company  in  Menlo  Park,  California,  City- 
Search  guides  users  through  a  number  of  cities  by  combining 
street  maps  with  listings  of  local  landmarks.  Those  using  Vicin- 
ity (http://www.mapblast.com),  Lycos  (http://www.lycos.com/ 
roadmap.html),  and  GeoSystems  (http:// 
www.mapquest.com)  type  in  starting  points 
and  destinations  and  in  return  get  step-by-step 
directions  and  an  estimated  travel  time.  For 
more  than  the  simple  "here-to-there"  instruc- 
tions, Travelocity  (http://ps.worldview.travelo 
city.com)  provides  current  weather  maps  and 
airport  conditions  for  much  of  the  world.  Other 
Web  sites  such  as  Visa's  (http://visa.info 
now.net/powersearch.html)  will  locate  the  near- 
est ATM  machine. 

Prices  for  all  of  this  GPS  technology  have 
been  dropping  at  a  rate  of  more  than  20%  a  year.  By  mid- 1997, 
prices  will  fall  at  an  even  faster  rate  with  the  introduction  of 
products  containing  cheaper  chip  sets.  Currently,  Etak  makes  a 
navigation  package  called  SkyMap  ($399)  that  enables  a  laptop 
to  perform  as  a  mobile  navigation  guide.  For  something  less 

fancy,  but  which  still  does 
the  trick,  you  can  get 
DeLorme's  Tripmate  ($149), 
a  GPS  receiver  plus  digital 
maps,  and  for  $29  more  a 
database  of  telephone  num- 
bers and  addresses. 

The  possibilities  for  GPS 
applications,  particularly 
with  lower  prices  on  the 
horizon,  may  appear  end- 
less. Swiek,  however,  points 
out  one  major  limitation.  He 
warns  that  GPS  technology 
will  not  work  in  shopping 


GPS  systems  as  do  several  car  manufacturers,  including  Oldsmo- 
bile,  BMW,  and  Acura.  In  8,000  cars  in  16  cities,  Hertz  has  installed 
navigation  systems  in  which  computer-generated  voice  instruc- 
tions inform  drivers  of  upcoming  turns  and  unusual  exits. 

Several  other  companies  offer  online  navigation  services 
(without  GPS  technology)  through  their  Web  sites,  such  as  City- 
Search  (http://www.citysearch.com).  Using  map  information  from 


malls  or  any  other  place  indoors.  And  the  necessary  equip- 
ment— a  transmitter  and/or  receiver,  power  supply,  and 
antenna — is  cumbersome.  However,  with  sleeker,  lower-cost  chip 
designs  and  more  advanced  wireless  systems,  the  21st  century 
will  surely  contain  a  number  of  cutting-edge  GPS  devices,  includ- 
ing every  parent's  dream  come  true:  an  electronic  chastity  belt 
to  keep  track  of  their  teenagers.  ■ 


Cil*5(ABCH:  http;//www.citysearch.t: 
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lYCOS:  http://www.lyci 
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'icinity:  http://www.mapblast.com 


GEOSYSTEMS:  http://wwTv.mapquest.com      VISA:  http://visa.intbnow.net/powersearch.html 
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d:tech.97  is  the  annual  forum  for  the  digital  communications  revolution. 


The  equivalent  of  five  conferences  in  one,  the 
conference  will  be  organized  around  these  five 
specific  program  tracks: 

Communications  Strategies  for  Advertisers/Agencies 
Media  Decisions 
The  Creative  Process  and  Content  Development 
Identifying,  Reaching  &  Measuring  Your  Audience 
The  Evolving  Workplace 
Sessions  include: 

Building  unified  databases 
Problems  of  moving  your 
business  to  the  Internet 
Television  goes  interactive 

•  The  new  "new  media" 

•  Microsoft  vs  Netscape: 
The  battle  for  Internet  control 

•  Building  new  media  brands 

•  Internets  and  intranets  in  the 
workplace 

Who  should  attend?  Anyone  planning  to  thrive  beyond 
the  year  2001 ,  including: 


•  Web  sites  —  what 
advertisers  want  and 
what  makes  them  hot 

•  Identifying  and  knowing 
your  audience 

•  Search  engine  wars 

•  The  next  generation  of 
new  media  commerce 

•  Safeguarding  retail 
transactions 


•  Marketing  Managers 

•  CEOs  and  Managers 

•  Creative  Directors 

•  Art  Directors  &  Writers 

•  Graphic  Designers 

•  Broadcast  &  Digital 
Producers 


•  Media  Planners 

•  Publishers  &  Editors 

•  Account  Executives 

&  Consultants 

•  Direct  Marketers 

•  Brand  Managers 


Hear  the  experiences,  forecasts,  opinions  and  recom- 
mendations of  pathfinders  like: 

Steve  Forbes   Mark  Kvamme 
Bob  Herbold   Milo  Medin 
Guy  Kawasaki    Bob  Schmetterer 
Phil  Guarascio    David  Carlick 
Mary  Modahl    Tim  Smith. 

Among  the  more  than  70  noted  and  oft-quoted  @d:tech.°7 
speakers,  they'll  join  hundreds  of  other  gurus,  prognosticators, 
experts,  specialists,  and  exhibitors  speaking,  conducting 
workshops  and  exhibiting  at  this  one-of-a-kind  conference. 
Over  20,000  square  feet  of  Expo 
Visit  with  the  leading  technology  providers  to  the 
communications  industries. 
Cutting  Edge  Workshops 
Apple's  Digital  Brand  Building  Workshop  will  provide 
hands-on  demonstrations  of  their  leading  technologies. 

CALL  us  toll  free  at  800-535-1812  or 
FAX  this  coupon  to  804-643-8376  for  full 
schedules  and  list  of  speakers,  or 
register  early  and  save  hundreds  of  dollars. 

i  1 


COMPANY  NAME 


Register  on-line  at  http://www.ad-tech.com  or  you  can  e-mail  us  at  skip@ad-tech.com 
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SANDY 
ROBERTSON 

You  don't  have  to  go  very  far  into  a  conversation  with  Sanford  R.  "Sandy"  Robertson,  chairman  of 
Robertson,  Stephens  &  Co.  investment  bankers  in  San  Francisco,  to  get  a  clue  about  how  he  has  carved  out  a 
glittering  chunk  of  the  Silicon  Valley  mother  lode.  Describing  his  1954  class  in  U.S.  Navy  Officer  Candidate 
School,  Robertson  says,  "That  was  the  best  bunch  of  guys  I've  ever  competed  with."  Not  served  with,  or  hung 
around  with.  Competed  with.  At  that  time,  Robertson  competed  simply  to  survive  the  program,  get  a  commission, 
and  end  up  as  an  officer  on  a  ship  instead  of  a  ground-pounding  grunt  in  the  mud  of  Korea.  But  in  the  unre- 
lenting combat  of  investment  banking,  Robertson's  deeply  ingrained  zest  for  competing — and  winning — has  given 
him  the  ability  to  outflank  the  armies  of  the  East  Coast  establishment.  Between  bites  of  a  late-lunch  sandwich 
in  his  office  high  in  the  Bank  of  America  building,  with  Alcatraz  visible  through  the  window,  floating  in  the  fog 
like  an  old  battle  cruiser,  Robertson  puts  it  succinctly:  "I  love  the  fight." 

A  graduate  of  the  University  of  Michigan  with  a  B.B.A.  and  an  M.B.A.,  the  gregarious  Robertson  originally 
came  to  Northern  California  in  the  summer  of  1965  to  take  over  a  "little  outpost  of  an  office  in  San  Francisco" 
for  Smith  Barney.  He  headed  west  figuring  he'd  be  on  a  faster  track  to  make  partner,  but  soon  decided  making 
money  the  old-fashioned  way  wasn't  for  him.  With  Hewlett-Packard  and  Fairchild  pointing  to  a  new  world,  Robert- 
son decided  technology  was  where  the  real  action  was.  And  he  also  realized  that  the  Eastern  mind-set  at  the 
time  would  never  let  him  do  the  things  he  wanted.  (After  he'd  done  a  private  placement  for  the  laser  company 
Spectra- Physics,  his  colleagues  in  the  New  York  office  greeted  him  on  a  trip  east  with,  "Hey,  Buck  Rogers,  how's 
your  ray  gun  out  there?")  In  1969,  teaming  up  with  Bob  Colman  and  Ken  Siebel,  Robertson  struck  out  on  his 
own  and  started  a  small  investment  banking  firm. 

The  new  partnership  did  its  first  underwriting  in  early  1972.  In  October  of  that  year,  in  what  Robertson  calls 
a  defining  deal  for  the  young  company,  he  and  his  partners  arranged  the  Applied  Materials  IPO,  "a  seven  or  eight 
million-dollar  offering  of  what  has  become  a  three  to  four  billion-dollar  company."  Robertson  has  been  in  the 
hunt  ever  since,  and  in  a  bullish  quarter  century  has  played  a  major  part  in  raising  the  golden  spires  of  high 
tech's  New  Jerusalem.  This  past  year,  Robertson,  Stephens  &  Co.,  which  he  cofounded  in  1978,  handled  a  total 
of  125  offerings,  mostly  in  high  tech  and  health  care. 

Not  the  least  of  Robertson's  contributions  to  the  history  of  the  information  age  was  his  introduction  of  Eugene 
Kleiner  and  Thomas  Perkins  ("Legends,"  August  '96)  one  morning  in  the  summer  of  1972  at  Rickey's  Hyatt  House 
in  Palo  Alto,  a  meeting  that  resulted  in  perhaps  the  best  venture  capital  company  in  high  tech. 

One  wall  of  Robertson's  wood-paneled,  art-filled  office  is  taken  up  by  recessed 
shelves  holding  hundreds  of  Lucite  "tombstones"  encasing  the  logos  of 
companies  brought  to  market  by  Robertson  and  his  partners.  To  look  at  the 
names — Cypress  Semiconductor,  Sun  Microsystems,  Seagate,  America  Online, 
Lotus,  Ascend — is  to  see  a  Rosetta  stone  of  the  information  age.  Sandy  Robertson 
has  been  in  on  the  creation  of  our  astonishing  new  era,  but  he  has  lost  none  of 
his  zest  for  the  fight — even  if  that  fight  is  made  even  more  intense  by  the  preda- 
tory forays  of  foreign  banks  (with  their  $2  million-a-year  offers  to  the  best  and 
brightest  young  bankers).  "Everything  that  happens  in  the  world,"  he  says,  "focuses 
on  this  business."  — Owen  Edwards 
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Uninterruptible  power  solutions]  you  may  never  think 

about  power.  But  you  do  understand  downtime.  Destroying  productivity, 
eroding  consumer  confidence,  and  threatening  profit.  We  offer 
integrated  solutions  for  those  who  can't  afford  to  be  vulnerable.  In 
fact,  we  protect  the  power  for  nine  out  of  ten  of  the  world's  largest 
banks.  Not  with  just  a  lot  of  boxes  that  handle  surges  and  spikes. 
But  with  Strategic  Power  Management.™  Protection  that  keeps  you 
from  ever  being  out  of  data.  Out  of  control.  Or,  just  plain  s.o. 


ericas:  1-800-554-3448,  ext.  761,  or  +1-919-870-3403,  Fax:  +1-919-870-3411 
ternet:  http://www.exide.com,  E-mail:  info@exide.com 


■EXIDE 
■ELECTRONICS 

Strategic  Power  Management" 


MO 


THE  ADVENTURES  OF  PING,  WING,  AND  BING 

SCHUMPETER 


At  last  report,  our  unknown  entrepreneur 
thought  missing  payroll  was  his  biggest  concern 
-then  Vinnie  pulled  a  squeeze  play. 


W|  hen  last  I  LEFT  off,  I  was  preparing  myself  for  Mor- 
tal Kombat.  An  emergency  board  meeting  had  just 
been  called.  I  was  about  to  miss  payroll,  down  to 
$329.72  in  the  bank,  and  needed  a  quick  cash  infu- 
sion to  keep  my  Web-based  personality-profiling  soft- 
ware company,  WebProfiler,  afloat. 

As  it  turned  out,  the  board  got  into  a  major  fight  over 
what  to  do.  I  already  knew,  but  I  wanted  to  let  things  play  out. 
Some  board  members  thought  we  should  increase  marketing 
to  land  more  OEMs.  Some  thought  we  should  do  a  joint 
venture  with  a  big  tools  company  to  off-load  costs. 
Others  thought  we  should  sell  the  company.  Most  talked 
about  layoffs  to  cut  back  our  "bloated"  expenses.  All 
looked  at  me  for  comments,  but  I  stayed  silent. 

I  had  just  pulled  two 
all-nighters  creating  a 
new  business  model.  It 
involved  continuing  to 
create  technology,  but 
using  it  ourselves  and 
expanding  the  virtual 
service  and  remotely  running  it  for  others.  I  figured  we  could 
turn  the  current  few  hundred  thousand  dollars  a  month  in  rev- 
enues into  at  least  a  million  a  month,  and,  if  we  had  the  right 
partner  to  open  doors  in  the  corporate  world,  at  least  $5  mil- 
lion. But  I  needed  to  make  a  few  more  phone  calls  to  nail  it  all 
down.  So  in  the  meantime,  I  tried  to  keep  the  board  focused 
on  cash  needs:  how  to  meet  payroll,  how  to  get  enough  cash  to 
make  it  for  three  more  months — enough  time  to  transform  into 
a  new  virtual  company. 

At  one  point  in  the  board  meeting,  Vinnie  and  the  other 
venture  folks  excused  themselves  from  the  room  to  talk.  They 
came  back  with  a  bombshell.  To  get  past  our  current  cash  crunch, 
to  downsize,  and  to  redefine  the  company,  Vinnie  laid  an  offer 
on  the  table  for  current  investors  to  put  an  additional  $1.5  mil- 
lion into  the  company.  The  price  was  50  cents  per  share,  down 
from  the  previous  round  of  $1. 

I  knew  something  was  coming,  but  nothing  this  severe.  The 
night  before  I  had  read  the  purchase  agreement,  especially  the 
antidilution  language.  We  had  8  million  shares  of  common  stock, 
1  million  options,  and  4  million  preferred  shares  at  $1.  The  pre- 
ferred shares  had  antidilution  privileges,  meaning  that  if  a  deal 
were  done  below  $1,  they  would  get  more  shares  to  make  up 
for  the  dilution.  So  the  $1.5  million  from  Vinnie  at  50  cents  would 
not  only  create  3  million  new  shares,  but  turn  the  initial  4  million 


preferred  shares  into  8  million.  The  common  shares  stay  at  8 
million,  so  in  effect,  for  lack  of  payroll  money,  I  would  lose  con- 
trol of  the  company. 

I  told  Vinnie  to  get  me  a  term  sheet  in  the  morning  and  went 
into  high  gear.  One  of  the  ad  agencies  that  was  spending  close 
to  $300,000  a  month  to  supply  our  profile  information  to  its 
clients  was  Hungadunger  &  Hungadunger.  (Is  Mr.  Hungadunger 
there?  "No."  Then  is  Mr.  Hungadunger  there?  "Speaking")  They 
had  approached  me  a  month  ago  about  some  sort  of  joint  ven- 
ture, so  the  morning  after  the  board  meeting,  I  called 
them  with  a  great  proposition.  We  would  create  a  joint 
sales  and  marketing  venture.  H&H  would  commit  their 
huge  internal  account  rep  organization  to  call  on  not  only 
their  own  advertising  clients  (which  H&H  had  created 

Web  sites  for)  but  also 
their  competitors'  clients. 
We  would  run  the  ser- 
vice. They  would  get  15% 
of  revenues  generated 
(standard  ad  biz  com- 
missions) and  we  would 
get  85%.  They  would  also  get  the  privilege  of  investing  $5  million 
in  WebProfiler  at  $2.50  per  share,  which  would  value  the  company, 
after  the  deal,  at  close  to  $38  million.  Oh  yeah,  and  as  a  sign  of 
good  faith,  they  had  to  come  up  with  $1  million  by  Thursday. 

Done.  I  flew  to  New  York  to  shake  hands  and  sign  a  letter  of 
intent,  and  returned  with  a  receipt  for  a  wire  transfer  of  $1  mil- 
lion. Vinnie  was  left  holding  the  bag.  We  got  our  money,  a  busi- 
ness plan  that  could  scale  to  $1  million  a  month  and  higher,  and 
a  strategic  partner  to  do  all  the  dirty  work  on  the  sales  side. 

And  it  all  started  out  great,  as  planned.  The  Hungadunger 
crew  had  50  offices  worldwide  and  more  feet  on  the  street 
than  a  marathon.  They  quickly  signed  corporation  after 
corporation  for  our  outsourcing  service  to  run  WebProfiler  on 
their  Web  sites.  We  got  a  one-time  sale  of  software  and  then 
monthly  service  revenues.  The  outsourcing  service  was  run  by 
my  guys  Ping  and  Wing,  and  all  we  had  to  do  was  to  bring  in 
one  more,  whose  name  was  Amos  Crosby,  but  of  course  we  all 
called  him  Bing. 

Naturally,  I  felt  proud  of  myself,  figured  I  was  getting  pretty 
good  at  this  game.  Next  time,  however,  we  will  study  a  famous 
Aesop's  fable  spelling  out  my  doom.  ■ 

The  unknown  entrepreneur,  "Mo  Schumpeter,"  is  a  former  investment  banker  who 
does  know  till  the  tricks.  Not  wanting  to  lose  his  seat  at  the  table,  he  chooses  to 
keep  his  real  identity  a  secret. 
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54-3448,  ext.  761,  or  +1-919-870-3403,  Fax:  +1-919-870-3411, 
p://www.exide.com,  E-mail:  info@exide.com 

Uninterruptible  power  solutionsI  you  may  never  think 

about  power.  But  you  do  understand  downtime.  Destroying  productivity, 
eroding  consumer  confidence,  and  threatening  profit.  We  offer 
integrated  solutions  for  those  who  can't  afford  to  be  vulnerable.  In 
fact,  we  protect  the  power  for  nine  out  of  ten  of  the  world's  largest 
banks.  Not  with  just  a  lot  of  boxes  that  handle  surges  and  spikes. 
But  with  Strategic  Power  Management.™  Protection  that  keeps  you 
from  ever  being  out  of  data.  Out  of  control.  Or,  just  plain  s.o.l. 


■EXIDE 
ELECTRONICS 

Strategic  Power  Management" 
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THE  ADVENTURES  OF  PING,  WING,  AND  BING 

SCHUMPETER 


At  last  report,  our  unknown  entrepreneur 
thought  missing  payroll  was  his  biggest  concern 
-then  Vinnie  pulled  a  squeeze  play. 


W|  hen  last  I  left  off,  I  was  preparing  myself  for  Mor- 
tal Kombat.  An  emergency  board  meeting  had  just 
been  called.  I  was  about  to  miss  payroll,  down  to 
$329.72  in  the  bank,  and  needed  a  quick  cash  infu- 
sion to  keep  my  Web-based  personality-profiling  sott- 
ware  company,  WebProfiler,  afloat. 

As  it  turned  out,  the  board  got  into  a  major  fight  over 
what  to  do.  I  already  knew,  but  I  wanted  to  let  things  play  out. 
Some  board  members  thought  we  should  increase  marketing 
to  land  more  OEMs.  Some  thought  we  should  do  a  joint 
venture  with  a  big  tools  company  to  off-load  costs. 
Others  thought  we  should  sell  the  company.  Most  talked 
about  layoffs  to  cut  back  our  "bloated"  expenses.  All 
looked  at  me  for  comments,  but  I  stayed  silent. 

I  had  just  pulled  two 
all-nighters  creating  a 
new  business  model.  It 
involved  continuing  to 
create  technology,  but 
using  it  ourselves  and 
expanding  the  virtual 
service  and  remotely  running  it  for  others.  I  figured  we  could 
turn  the  current  few  hundred  thousand  dollars  a  month  in  rev- 
enues into  at  least  a  million  a  month,  and,  if  we  had  the  right 
partner  to  open  doors  in  the  corporate  world,  at  least  $5  mil- 
lion. But  I  needed  to  make  a  few  more  phone  calls  to  nail  it  all 
down.  So  in  the  meantime,  I  tried  to  keep  the  board  focused 
on  cash  needs:  how  to  meet  payroll,  how  to  get  enough  cash  to 
make  it  for  three  more  months — enough  time  to  transform  into 
a  new  virtual  company. 

At  one  point  in  the  board  meeting,  Vinnie  and  the  other 
venture  folks  excused  themselves  from  the  room  to  talk.  They 
came  back  with  a  bombshell.  To  get  past  our  current  cash  crunch, 
to  downsize,  and  to  redefine  the  company,  Vinnie  laid  an  offer 
on  the  table  for  current  investors  to  put  an  additional  $1.5  mil- 
lion into  the  company.  The  price  was  50  cents  per  share,  down 
from  the  previous  round  of  $1. 

I  knew  something  was  coming,  but  nothing  this  severe.  The 
night  before  I  had  read  the  purchase  agreement,  especially  the 
antidilution  language.  We  had  8  million  shares  of  common  stock, 
1  million  options,  and  4  million  preferred  shares  at  $1.  The  pre- 
ferred shares  had  antidilution  privileges,  meaning  that  if  a  deal 
were  done  below  $1,  they  would  get  more  shares  to  make  up 
for  the  dilution.  So  the  $1.5  million  from  Vinnie  at  50  cents  would 
not  only  create  3  million  new  shares,  but  turn  the  initial  4  million 


preferred  shares  into  8  million.  The  common  shares  stay  at  8 
million,  so  in  effect,  for  lack  of  payroll  money,  I  would  lose  con- 
trol of  the  company. 

I  told  Vinnie  to  get  me  a  term  sheet  in  the  morning  and  went 
into  high  gear.  One  of  the  ad  agencies  that  was  spending  close 
to  $300,000  a  month  to  supply  our  profile  information  to  its 
clients  was  Hungadunger  &  Hungadunger.  (Is  Mr.  Hungadunger 
there?  "No."  Then  is  Mr.  Hungadunger  there?  "Speaking.")  They 
had  approached  me  a  month  ago  about  some  sort  of  joint  ven- 
ture, so  the  morning  after  the  board  meeting,  I  called 
them  with  a  great  proposition.  We  would  create  a  joint 
sales  and  marketing  venture.  H&H  would  commit  their 
huge  internal  account  rep  organization  to  call  on  not  only 
their  own  advertising  clients  (which  H&H  had  created 

Web  sites  for)  but  also 
their  competitors'  clients. 
We  would  run  the  ser- 
vice. They  would  get  15% 
of  revenues  generated 
(standard  ad  biz  com- 
missions) and  we  would 
get  85%.  They  would  also  get  the  privilege  of  investing  $5  million 
in  WebProfiler  at  $2.50  per  share,  which  would  value  the  company, 
after  the  deal,  at  close  to  $38  million.  Oh  yeah,  and  as  a  sign  of 
good  faith,  they  had  to  come  up  with  $1  million  by  Thursday. 

Done.  I  flew  to  New  York  to  shake  hands  and  sign  a  letter  of 
intent,  and  returned  with  a  receipt  for  a  wire  transfer  of  $1  mil- 
lion. Vinnie  was  left  holding  the  bag.  We  got  our  money,  a  busi- 
ness plan  that  could  scale  to  $1  million  a  month  and  higher,  and 
a  strategic  partner  to  do  all  the  dirty  work  on  the  sales  side. 

And  it  all  started  out  great,  as  planned.  The  Hungadunger 
crew  had  50  offices  worldwide  and  more  feet  on  the  street 
than  a  marathon.  They  quickly  signed  corporation  after 
corporation  for  our  outsourcing  service  to  run  WebProfiler  on 
their  Web  sites.  We  got  a  one-time  sale  of  software  and  then 
monthly  service  revenues.  The  outsourcing  service  was  run  by 
my  guys  Ping  and  Wing,  and  all  we  had  to  do  was  to  bring  in 
one  more,  whose  name  was  Amos  Crosby,  but  of  course  we  all 
called  him  Bing. 

Naturally,  I  felt  proud  of  myself,  figured  I  was  getting  pretty 
good  at  this  game.  Next  time,  however,  we  will  study  a  famous 
Aesop's  fable  spelling  out  my  doom.  B 

The  unknown  entrepreneur,  "Mo  Schumpeter,"  is  a  former  investment  banker  who 
does  know  all  the  tricks.  Not  wanting  to  lose  his  seat  at  the  table,  he  chooses  to 
keep  hi>  real  identity  u  secret. 


February  2  4.1  9  9  7     FORBES  ASAP    ~\  "|  5 


Appearing  monthly  in  Datamation. 


Most  computer  publications  tell  you  what  technolo- 


gy companies  are  up  to.  Datamation  tells  you  what 


innovative  companies  are  doing  with  technology  to 


gain  a  competitive  advantage  and  achieve  business 


objectives. 


Datamation  is  FREE  to  qualified  subscribers.  Visit 


our  web  site  at  http://www.datamation.com  or  call 


1-800-385-7333  to  apply  for  your  free  subscription. 


Datamatio 

Technology  as  a  business  to 


2 


Cahners  Communications  & 
Computer  Group  Publications 


OWEN 

THE  EXECUTION  OF  GOOD  IDEAS 

EDWARDS 


mll  sorts  of  good  ideas  fall  flat,  and  no  one  has  ever 
figured  out  why.  Clever  concepts,  put  forward  with  the 
ver)  best  intentions,  fizzle,  while  totally  harebrained 
^■^B  notions  take  off.  Sometimes  it's  simple.  ( )ne  hour  with 
m  the  CBS  clinker  Central  Park  West  and  you  could  see 

what  went  wrong:  The  characters  were  uniformly  loathsome. 
(That  works  in  politics,  but  showbiz  still  requires  a  minimum 
level  of  appeal.)  But  its  far  from  obvious  how  the  divine  right 
of  kings,  a  comforting  idea  that  worked  for  a  few  millennia,  fell 
into  disuse,  while  a  system  as  implausible  as  democracy  is  all  the 
rage.  Go  figure. 

In  a  fickle  marketplace,  the  list  of  flops  grows  every 
day.  Perhaps  the  increased  accel- 
eration of  Internet  time  has 
caused  some  people  to  try  ideas 
with  unwise  haste.  Whatever 
the  reason,  high  technol- 
ogy, entertainment,  social 
policy,  manufacturing,  and 
marketing  have  all  taken 
painful  hits.  Some  of  the 
major  casualties  of  the  tumul 
tuous  year  just  past: 

•  Guns  for  Opera  Tickets:  New  York  City  officials  applauded 
this  approach  to  fighting  stereotypes  by  broadening  the  idea  of 
civil  disarmament,  and  the  program  made  the  front  page  of  the 
Daily  News:  "Verdi  to  Snobs — Drop  It!"  But  it  yielded  only  a  few 
rusted  Colt  six-shooters,  a  crossbow  of  questionable  authentic- 
ity, several  bolt-action  .22-caliber  target  rifles  (stamped  "Camp 
Wawayanda"),  and  one  immaculate  Purdey  elephant  gun.  After 
three  quiet  months,  the  drive  was  suspended. 

•  Leave  It  to  Beaver  and  Butt-Head:  Plenty  of  reasons  for  the 
Fox  Network,  MTV,  and  Nickelodeon  to  think  they  had  a  win- 
ner here.  Hot  demographics  that  combined  Gen-Xers,  neo- 
nostalgic  slackers,  and  disaffected  boomers.  Old  values  meet  new 
vulgarity.  John  J.  O'Conner  at  the  New  York  Times  called  it  "off- 
beat and  cheeky."  But  the  Nielsen  numbers  were  a  disaster.  Fox 
bailed  after  four  episodes,  blaming  its  partners  for  failing  to  sign 
Beavis  (whose  substitute  stint  for  Kathie  Lee  Gifford  made  The 
Regis  and  Beavis  Show  a  major  daytime  hit). 

•  Gnatscape!:  Recognizing  that  the  attention  span  of  young  online 
users  has  diminished  to  the  level  of  small  insects,  a  consortium 
of  Web  browsers  created  software  to  switch  from  site  to  site  on 
an  automatic  five-second  timer,  like  the  scan  button  on  a  car 
radio.  Despite  a  lavish  advertising  campaign  ("Bugged  by  mak- 


Bill,  the  fragrance 


ing  choices?  Try  Gnatscape!"),  the  software  didn't  sell.  Though 
tests  showed  regular  Web  surfers  (homepageboys)  liked  the  con- 
cept, marketers  theorize  that  five  seconds  was  simply  too  long 
to  hold  their  interest. 

•  Planet  Mansfield  Park:  Riding  the  theme  restaurant  trend  and 
the  Jane  Austen  boom,  this  19th-century-style  eatery  opened 
simultaneously  in  New  York,  Los  Angeles,  and  Brighton, 

England.  There  were  costumes 
and  props  from  the  movies, 
^      a  celebrities-only,  glass- 
walled  Pride  and  Prejudice 
Room,  even  a  Scents  & 
Sensuality  Boutique  fea- 
turing Liz  Taylor's  Persua- 
sion perfume.  Everything 
seemed  set  to  make  the  res- 
taurants must-see  tourist 
stops.  But  a  menu  of  boiled 
meats  and  overcooked  vegeta- 
bles kept  the  big  names  away 
and  picketing  by  a  group  of 
Bronte-crazed  "Eyreheads"  fin- 
ished the  place  off. 
"The  healing  has  begun,"  said 


•  Michael  Jackson,  Kosher  Kuts 

the  press  release  for  this  combination  of  pop,  rap,  and  traditional 
Jewish  music,  and  the  motivations  behind  the  CD  seemed  high- 
minded  in  a  way  not  seen  since  "We  Are  the  World." 
But  hard-core  Jackson  fans  were  confused,  and  the  hoped- 
for  crossover  audience  was  put  off  by  songs  such  as  "You  Hava 
Nagilla,  I  Wanna  Nagilla." 

•  1-900-CELIBYT:  As  an  antidote  to  ubiquitous  telephone  "hot 
lines,"  the  Catharine  MacKinnon/Andrea  Dworkin-backed  com- 
munications startup  NeiniX  created  a  toll  number  that  people 
could  dial  to  reach  a  therapist  who  would  talk  them  out  of  phone 
sex.  The  cost  of  the  calls  was  high,  probably  because  most  callers 
weren't  sure  when  to  hang  up.  Consumer  complaints  quickly 
scuttled  the  enterprise. 

•  Nintendo  Shuffleboard:  A  Faith  Popcorn  study  asked:  Why 
do  preteen  boys  play  videogames  an  average  of  nine  hours  a  day? 
Because,  the  poll  indicated,  they  have  plenty  of  time,  an  unre- 
alized sex  life,  and  not  much  on  their  minds.  And  who  else  is 
in  this  situation?  People  in  retirement  communities.  To  expand 
into  the  lucrative  senior  citizen  market,  Nintendo  launched  Shut- 
fleblast.  Sega  followed  with  a  tougher  version  incorporating 
elements  of  Mortal  Kombat  called  Snuffleboard.  But  ►/icS 


Illustration  by  John  Cuneo 
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1W  ^^tt  ft  §  Bk  Z  Z7^  competition  from  low 

■  I  Iw8f  J&IvTH^vi  tech  bingo  (which  required 

■  IF  Vf  Ivlalr  w  no  hardware  and  offered 
cash  prizes)  resulted  in  the  biggest  videogame  debacle  since 
Atari.  Game  over. 

•  Ultra  Calm-Slim:  Overweight,  stress,  and  the  stress  brought  on 
by  being  overweight  are  top  concerns  of  American  consumers. 
So  putting  a  Slim-Fast/Prozac  combo  on  supermarket  shelves 
seemed  inspired.  But  buyers  became  so  relaxed  about  their  once- 
hated  extra  pounds  that  they  decided  to  enjoy  eating  again.  Sales 
of  all  weight-loss  foods  dropped  steadily,  causing  very  high  stress 
in  the  multibillion-dollar  diet  industry.  Donuts  enhanced  with 
amphetamines  (Speedy-O's)  are  currently  in  development. 

•  Bill,  the  Fragrance:  The  marketing  genius  of  Microsoft  seemed 
once  again  on  track  when  the  software  giant  announced  perfumed 
email  for  those  "online  and  in  love."  Though  skeptics  dubbed  it 
"geek  sweetener,"  Bill  Gates  himself  was  said  to  be  deeply  involved 
in  concocting  the  scent,  a  subtle  blend  of  verbena,  sandalwood, 
Olestra,  and  the  distinctive  aroma  of  an  overheated  laser  printer. 
"Bill  really  wants  to  be  the  Tommy  Hilfiger  of  the  Internet,"  his 
PR  chief  said  at  the  kickoff  news  conference.  Unfortunately,  the 
delivery  system  didn't  work;  even  huge  amounts  of  bandwidth 
weren't  sufficient  to  transmit  smell.  The  end  came  when  a  Richard 
Avedon-directed  TV  campaign  pairing  Gates  with  Kate  Moss 
turned  off  the  15-  to  18-year-old  hackers  targeted  for  the  prod- 
uct. Even  a  name  change  to  Windsong  96  couldn't  turn  the  tide. 

•  The  Three  Castrati:  As  Pavarotti,  Domingo,  and  Carreras  take 
in  vast  sums  of  money,  promoters  are  scrambling  to  replicate  the 
success.  "Four  Bassos"  didn't  survive  focus  groups,  so  the  strat- 
egy behind  this  rococo  rave  was  to  keep  the  gender  but  change 
the  octave.  The  problem  turned  out  to  be  finding  castrati  at  all, 
then  finding  three  with  real  star  power.  Perhaps  it  was  a  mis- 
take to  headline  RuPaul  (whose  voice  couldn't  handle  Handel) 
or  to  have  the  show  introduced  by  Andrew  Dice  Clay  ("I  gotta 
say,  these  guys  really  have  balls").  Whatever  the  reasons,  the  first 
concert  (and  the  last)  in  the  Hollywood  Bowl  caused  Variety  to 
opine:  "'Some  Like  It  High'  Tour  Starts  on  Falsetto  Note." 

•  Stirbucks:  The  reasoning  was  so  simple:  If  a  few  entrepreneurs 
in  Seattle  could  bring  cafe  latte  to  every  street  corner  in  Amer- 
ica, why  couldn't  a  well-financed  Dallas  company  do  the  same  with 
a  chain  of  cafes  that  served  only  martinis?  All  the  annoying  dis- 
tractions of  ordinary  bars — sports  channels,  bad  jukebox  music, 
people  asking  what  your  sign  is — were  eliminated,  so  the  elemen- 
tal delights  of  gin,  vodka,  and  vermouth  could  be  appreciated  in 
a  pristine,  standardized  environment.  Alas,  few  of  the  minimum- 
wage  mixers  working  at  "McBooze"  had  ever  tasted  a  martini 
(resulting  in  the  occasional  3-to-l  atrocity).  Plus  tacky  menu  items 
like  the  oregano-flavored  Bond  Bombshell,  bright  lights,  and  large 
plate  glass  windows  kept  devoted  martini  connoisseurs  away. 

•  Pup  Fiction:  Michael  Ovitz's  final  and  most  disappointing 
deal  at  Disney  was  to  hire  Quentin  Tarantino  to  direct  a  nonan- 
imated  third  sequel  to  the  company's  endlessly  successful  101 
Dalmatians.  Taking  the  title  too  literally,  the  director  filmed 
in  Bosnia,  and  alienated  feminists  by  complaining  that  some  of 
the  cast  "were  real  bitches."  Inside  jokes  and  canine  carnage  were 
damned  by  critics  as  "Arf  for  arf's  sake"  and  "Reservoir  Dogs 
with  spots."  ■ 


APVP       ^%  120^  the)  to  recon- 

■■FBi  I    ■  l#  m  nect  with  the  substance  of  the  phys- 

HB  m  wM  11V  i(  al  world  id  order  to  pul  some  fri< 
tion  back  into  life." 

Well,  on  second  thought,  I  do  not  stand  foursquare  with  Owen 
Edwards.  I'm  not  for  dosing  my  life  with  a  few  milligrams  of  fric- 
tion (like  the  20  milligrams  of  Prozac  I  use  each  day  to  fight 
off  real  gloom). 

Life  is  friction. 

Life  is  texture. 

Life  is  face-to-face... not  email-to-email. 

I  do  love  Amsterdam. ..and  Manhattan. ..and  Munich... and 
London... and  Little  Havana  in  Miami. ..and  San  Francisco...  and 
Buenos  Aires. ..and,  especially,  the  cacophony  of  the  side  streets 
of  Delhi. 

I  don't  want  one  of  those  Negroponte  (Nicholas,  he  who  is 
Media  Lab)  browsers  that  will  "randomly"  give  me  a  few  unpro- 
grammed  inputs. 

No!  No!  No! 

I  want  to  have  the  nerve  to  look  again  into  the  infinitely  deep 
eye  sockets  of  the  very-old-Jew-on-the-way-to-Sao  Paulo.  I  want 
to  do  what  I  did  in  August... fly  3,595  miles  (on  a  micro- 
processor-laden L- 1011  TriStar...yes,  I  do  get  it)  to  Madrid  for 
the  sole  (s-o-l-e)  purpose  of  visiting  one  painting,  The  Triumph 
of  Death  by  Pieter  Brueghel  the  Elder,  at  the  Museo  del  Prado. 
I  want  to  retain,  indelibly,  the  image  of  my  wife's  faithful  dog, 
Woolly,  as  I  held  him  while  he  was  put  to  sleep  to  avoid  more 
suffering  from  a  raging  cancer  that  made  his  breathing — and 
his  life — agony. 

I  JUST  DON'T  KNOW. 

I  don't  know  what  anything  means  anymore. 

I'm  writing  three  books  at  one  time,  including  a  memoir.  The 
books,  I  see  now,  have  but  one  consistent  theme:  inconsistency 
or  paradox. 

These  are  the  strangest  times  in  history  (that  is,  in  the  last 
250  or  1,000  years).  Yes,  I  will  say  it:  The  technologies  we  report 
on  in  these  pages  are  changing  everything!  (See  Patrick 
McGovern's  "Circling  Back  to  the  Small  and  Simple"  in  the  "The 
Big  Issue.") 

And  what  are  you  and  I  supposed  to  do  about  it?  Chant  "only 
the  paranoid  survive,"  rev  up  the  engines  one  more  notch,  and 
try  to  stay  a  tenth  of  a  step  ahead  of  the  "power  curve"?  (Impos- 
sible, even  for  Grove  or  Gates.)  Drop  out. ..go  back  to  acid. ..and 
join  an  ashram? 

I  DON'T  KNOW! 

Maybe  that  is  it:  I  DON'T  KNOW! 

You  see,  I  don't  think  anybody  who  is  honest  does  know. 
These  are  the  best  of  times.  (And,  no  baloney,  just  ask 
Pat  Buchanan  ...the  worst  of  times.)  Bravery  is  required,  by 
the  hour,  just  to  survive.  And,  far  more  important ...  a  sense 
of  humor. 

Esther  Dyson... I  love  you!  Screens  that  turn  blue  or  red  to 
capture  a  respondent's  reaction  to  what  you  are  publishing  is 
truly  a  dopey  (stupid!)  idea.  But  I  love  you  for  the  word  you 
brought  to  "The  Big  Issue."  Namely...  texture. 

I  am  going  to  think  one  helluva  lot  about  texture  in  the  next 
year.  That  is  my  pledge...  to  me.  ■ 
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FOR  THE  FEEL  OF  FRICTION 

PETERS 


WHAT  the  hell  is  going  on? 
I've  reached  the  breaking  point!  I've  just  read — 
cover  to  cover — Forbes  ASAP's  "The  Big  Issue."  WHAT 
THE  HELL  IS  GOING  ON? 
My  day  has  been  spent  with  computers  (or  rather, 
microprocessors).  I  haven't,  after  10  hours  in  Amsterdam,  taken 
my  Macintosh  PowerBook  out  of  my  suitcase  yet,  but  I've  been 
barraged  with  computers. 

Microprocessors  by  the  bushel  in  my  KLM  Boeing  747,  in  the 
air  traffic  control  tower  in  New  York's  JFK  and  Am- 
sterdam's Schiphol,  in  the  various  terminals  and  servers 
at  passport  control,  at  the  check-in  desk  at  the  Amstel 
Intercontinental,  at  the  several  mom-and-pop  shops  to 
which  I  gave  my  custom,  and  at  the  local  branch  of 
the  ABN  AMRO  bank,  where  I 
popped  in  to  change  $200  to 
buy  some  art  books  (from  a 
store — God  bless  them — that 
takes  only  cash!). 

So  I've  had  a  high  tech  day 
in,  as  Hewlett-Packard  boss 
Lewis  Piatt  would  put  it,  a  "ubiquitous"  way...  that  is,  I  didn't 
"know"  it — never  tapped  a  keyboard — but  every  frigging  small 
and  big  thing  I  did  was  microprocessor-mediated. 
But  do  I  care? 
And  does  it  matter? 
I  DON'T  KNOW! 

Esther  Dyson  and  Owen  Edwards  in  December's  "Big  Issue," 
both  unbeknownst  to  each  other,  use  the  word  friction  as  a  cen- 
terpiece of  their  discussions.  Esther  added  the  even  more  lovely 
word...  texture. 

I  got  to  Amsterdam  this  morning  at  7:00  a.m.  The  first  damn 
things  I  saw  in  the  airport  were  Esprit,  The  Body  Shop,  Burger 
King.  Where  was  I?  Chicago. ..Miami. ..Tokyo. ..Beijing. ..Moscow 
...or  Amsterdam?  Who  gives  a  shit?!  It's  all  the  same  thing. 

But  three  hours  later,  after  a  nap,  I  went  out  in  Pursuit  of 
Texture,  i.e.,  took  an  amble — precisely  the  right  word — along 
the  streets  and  canals  of  lovely  Old  Amsterdam.  I  was  transported 
to  Heaven. 

Why? 

Friction.  Texture. 

"Solvitur  Ambulando"  is  on  a  3-by-5  card  Scotch-taped  to 
the  top  of  my  PowerBook.  Can't  remember  where  I  found  the 
quote.  Do  remember  the  translation,  quite  precisely:  "One  is 
released  by  walking."  For  me,  at  least,  that's  true. 


"I  am  rejecting  out  of  hand  every  'hot' 
opportunity  to  extend  my  message  via  the 
latest  technological  toys  and  tools." 


Damn!  Didn't  bring  my  microprocessor-laden  Minolta 
Maxxum  9xi  with  me!  Dearly  wish  I  had!  Passed  a  coffee  shop. 
Wonderfully  old,  deeply  etched  face  almost  pressed  to  the  win- 
dow. Holding  a  cigarette.  Staring  out.  Life!  Beckett  (Samuel)  or 
Joyce  (James)  understood  it. 

Aside:  September  19,  1996.  JFK  to  Sao  Paulo.  At  check-in. 
Large  number  of  Orthodox  Jews  heading  to  Brazil  with  me.  Old 
man — 80?  85? — in  a  wheelchair.  I  have  never  seen  eyes  set  so 
deeply  in  their  sockets.  WHAT  HAS  HE  SEEN?  I  have  no  prac- 
tical reason  to  claim  he  was  in  a  Holocaust  camp,  but 
I  know  he  was!  His  eyes  bored  through  me... through 
the  ages. 

But  my  "aside"  is  not.  It's  the  main  event.  In  her  arti- 
cle in  "The  Big  Issue,"  Esther  Dyson  wants  the  venture 
capitalists  to  fund  the  stuff 
that  will  add  texture/friction 
to  cyberspace:  "Maybe  you 
could  see  the  screen  glow  a 
shade  of  red  or  blue  accord- 
ing to  other  people's  reac- 
tions," she  says. 


Yech! 
I  mean... 

I  know  what  she  means.  She  talked  about  one  of  "the  most 
telling  textures  at  any  [live]  event  is  the  guy  snoring  in  the  sec- 
ond row,  or  the  speaker's  mother  kniiting  quietly  in  the  back." 

Amen! 

It  is  so  weird. 

In  the  face  of  the  Forbes  ASAP/ real-world  onslaught  of  tech- 
nology-iiber-alles,  I  have  fallen  deeply  in  love... for  the  first  time 
(really!)  ...with  the  live  seminars  that  I  give. 

I  don't  know  this  for  sure. ..but  I  think  it's  a  reaction 
to  the  times.  I  love  "live."  I  exist... NOW...  to  interact  face-to- 
face  with  real  people.  I  am  rejecting  out  of  hand  every  "hot" 
opportunity  to  extend  my  message  via  the  latest  technologi- 
cal toys  and  tools. 

I  don't  know  why... 

But  I  do. 

I  have  no  intention — or  desire — to  fight  a  rearguard  battle 
against  technology-led  transformation.  But  I  do  stand  four- 
square with  Owen  Edwards  in  his  "Big  Issue"  article,  "Remem- 
brance of  Things  Fast."  "The  haves  of  cybersociety  [c'est  moi] 
will  not  reject  the  power  the  information  age  has  given  them. 
They're  neither  Luddites,  addled  romantics,  nor  fools.  When  it 
makes  sense  to  be  virtual,  virtual  is  what  they'll  be.  But  ►  1 18 
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yet  agile.  Powerful  yet  responsible.  Invigorating  yet  safe.  How  does 


We  have  struct! 
microelectronic 


Reminiscent  of  the  fine  lines 
of  a  fingerprint  but  infinitely 
smaller,  microstructures  have 
paved  the  way  for  the  huge 
memory  capacity  of  chips. 

Today,  several  million 
components  can  be 
integrated  into  an  area 
scarcely  the  size  of  a 
square  centimeter. 

Achieving  this 
degree  of  miniaturiza- 
tion with  the  necessary 
precision  would  never 
have  been  possible  using 
mechanical  means. 

Photoresists 
image  circuits  onto 
the  substrate. 

It  was  not  until  photolitho- 
graphic processes  came  along  that 
these  delicate  structures,  a  hun- 
dred times  finer  than  a  human 
hair,  were  successfully  applied  to 
the  substrate  -  mostly  silicon. 

Photoresists,  as  they're 
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commonly  known,  are  light-sen- 
sitive resins  whose  solubility  is 
altered  when  exposed  to  light. 

Hoechst  developed  the  first 
positive-action  photoresists  for 
high-precision  structures  in  1962. 

Since  then,  our  research  staff 
has  been  involved  in  studying 
and  refining  the  chemical 
structures  of  new  photoresist 
products  needed  to  meet  the 
ever  increasing  material  require- 
ments for  continually  shrinking 
microchips.  This  effort  has  also 
resulted  in  special  materials  that 
enhance  the  yield  and  extend  the 
life  of  existing  photoresists. 

With  our  products  and 
processes,  we're  making  our 
mark  on  many  other  areas 
of  life  as  we  look  toward  the 
next  millennium. 

Hoechst  Celanese  Corp. 
P.O.  Box  2500 
Somerville,  NJ  08876-1258 
Internet:  http://www.hoechst.com/ 
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With  our  policyholders  we  are  engaged  in  a  great  mutual  enterprise  it  is  great  because  it  seeks  to  prevent  crippling  injuries  and  death  ry  removing  the  causes  of  home,  highway  and  work  accidents,  it 


Liberty  Mutual's  managed  care  is  as  fast  as  Hector's  fast  break.  After  his  accident,  Hectors 
employer  called  our  24-hour  claims  service  hotline.  We  found  the  right  doctor  to  treat  him,  at 
the  right  price.  A  rehabilitation  nurse  coordinated  a  return-to-work  plan.  And  through  our  on-site 
rehabilitation  program,  a  therapist  worked  to  help  Hector  properly  do  his  job  and  avoid  reinjury, 
so  today  Hector  is  back  on  the  job  (and  on  the  boards)  leading  a  safer,  more  secure  life. 
^*    There's  more  information  we'd  like  to  share.  So  please  call  John  Ryan  LIBERTY 

MUTUAL 

at  (617)  574-  5842  or  visit  our  website  ul  http://wwwAibertytnutuaLcom      rfy\e  jreedom  of  Jj'hex^l 
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Just  because 

you  buy  a  minivan 

doesn't  mean 

you  have  to 

lose  your 

identity. 

talented  and  humble  individual  that  you  are. 

The  Odyssey  still  does  the  kinds  of  things  that 
regular  minivans  do.  Like  move  people.  And  things. 
People  and  things.  But  it  accomplishes  these  feats 
with  a  bit  of  personality  and  smarts. 

First,  it  doesn't  look  like  your  typical  minivan. 
The  Odyssey  strikes  more  of  a  sleek,  sophisticated 
silhouette  than  those  clunky-looking  "Mommy 
Mobiles"  out  there.  In  fact,  given  its  streamlined 


Hello?  Hello  out  there?  Its  no  fun  being  lost  in 


the  crowd,  shuttling  along  with  a  herd  of  anonymous, 


unenlightened  mini- 


vans.  Which  has  much 


to  do  with  why  we've 


created  the  Odvssey.  A 


minivan  that  recognizes 


you  as  the  exceptionally 


savvy,  spirited,  unique. 


This  is  gray. 
Gray  is  neither  black 
nor  white.  Neither 
here  nor  there.  Our 
advice?  Avoid  gray, 
both  in  your  life  and  in 
your  choice  of  minivan. 


lape,  it  may  come  as  somewhat  of  a  surprise  that  remarkable  agility. 


seats  up  to  seven  adults  comfortably." 


Although  you 
may  have  been 

told  you  look 
like  someone  on 
a  sitcom,  there's 
only  one  of  you 

in  this  world. 
Something  that 

we,  and  the 
Odyssey,  respect. 


if  you  wanted  the  daily  work- 


you'd  go  to  the  gym.) 


The  rear  seat  is  an 


Like  the  car  you're  driving  now,  the  Odyssey  has  engineering  wonder, 

ur  doors  for  easy  comings  and  goings.  (We  figured  It  folds  away  into  the 


floor  in  just  a  matter 


out  of  a  heavy  sliding  door,  of  seconds.  Allowing 


you  to  effortlessly  go 


When  you  step  into  the  from  bringing  home 


Few  can  agree  what 
milquetoast  really  looks 
like.  Its  meaning,  however, 
as  something  bland  or 
ineffectual,  is  not  up  for 
debate.  You  can  avoid  a 
milquetoast  existence 
through  independent 
thought,  assertive  action 
and/or  an  Odyssey. 


Odyssey,  you  don  t  feel  like  an  antique  dresser  to  taking  the  gang  out  to  dinner. 


you're  climbing  into  the  cab 


Why  settle  for  the  life  of  a  wallflower  when  you 


of  a  truck.  The  step-in  height  can  get  out  there  and  drive  something  with  a  spirited 

is  low  to  the  ground.  Go  tor  a  sense  of  self?  Call  1-800-33-HONDA,  ext.  156,  for  a 


>in  and  you'll  find  handling  to  be  tight.  Starts  and  brochure.  Or  visit  us  at  www.honda.com. 


ops,  crisp.  On  the  whole,  it  conducts  itself  with 


The  Odyssey 
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Jane  Austen  novels  as  management  manuals 

"Ark  you  planning  a  350-page  article,  on  mk?"  Peter  Drucker 
asked  sarcastically  in  his  heavy  Viennese  accent.  Here  was  our  Bob 
Lenzner,  after  a  marathon  ten-hour  face-to-face  interview  with 
Drucker,  and  many  subsequent  telephone  conversations,  calling 
Drucker  yet  again  to  check  on  a  couple  of  additional  points.  I  only 
wish  we  could  have  run  every  word  of  the  interviews.  It  was  fasci- 
nating stuff  from  one  of  the  20th  century's  most  wide-ranging 
minds.  Though  he's  well  into  his  ninth  decade,  our  cover 
doesn't  exaggerate  when  it  calls  him  "still  the  youngest  mind." 

Because  Drucker  has  written  so 
widely,  we  decided  to  concentrate 
our  article  on  what  perhaps  matters 
most  for  our  readers:  the  future. 
Drucker  doesn't  have  a  crystal  ball, 
but  he  has  a  wondrous  ability  to  see 
clear  patterns  where  most  of  us  see 
only  individual  bits  of  information. 
When  you  read  "Seeing  things  as 
they  really  are,"  beginning  on  page 
122,  you'll  see  what  I  mean.  A  lot  of 
what  he  says  about  the  future  may 
be  disturbing  to  Forbf.s  readers,  but 
refusing  to  look  at  unpleasant  facts  Peter  Drucker 
doesn't  make  them  go  away.  HH 

"Drucker's  not  a  management 
theorist  in  the  narrow,  academic  sense,"  says  Lenzner,  who  wrote 
the  article  with  Steve  Johnson.  "He's  an  erudite  European  who  has 
directed  much  of  his  life  and  study  to  business.  The  great  thing  is 
he  doesn't  use  jargon.  He  doesn't  try  to  impress  you  with  the  latest 
hip  management  slogans.  For  example,  in  talking  about  the  mating 
dances  going  on  among  giant  companies  in  the  1990s  he  doesn't 
care  about  "maximizing  shareholder  value."  He  compares  the 
strategic  corporate  alliances  with  the  matrimonial  alliances 
described  in  Jane  Austen's  novels. 

That,  for  me,  is  what  makes  Drucker  refreshing.  In  a  quantita- 
tive age  he  talks  about  qualitative  things.  In  a  time  of  rapid  change 
he  refuses  to  be  swept  away  by  the  merely  new.  An  article  he  wrote 
for  Forbes  in  1983  concluded  with  these  words:  "Cleverness  car- 
ries the  day.  But  wisdom  endureth."  Drucker  says  his  intellectual 
model  was  Walter  Bagehot,  the  famous  editor  of  The  Economist. 
Drucker  wrote:  "Like  Bagehot,  I  see  as  central  to  society  and  civ- 
ilization the  tension  between  the  need  for  continuity  and  the  need 
for  innovation  and  change." 

As  a  person  who's  been  around  for  a  long  time  myself,  here's 
one  last  Drucker  story  I  can't  resist.  As  a  very  young  man  in  Vienna 
in  1927  he  attended  a  performance  of  Verdi's  Fahtaff.  Voracious 
reader  that  he  was,  he  did  a  bit  of  research  and  discovered  that 
Giuseppe  Verdi  wrote  that  opera  when  he  was  80.  "That  decided 
me,"  Drucker  says.  "I  would  keep  working  forever."  He's  still  at 
it.  God  bless  him. 


Editor 

Forbes  ■  March  10,  1997 


'M-F  8  am-8  pm  EST.  In  Canada,  call  1  800  465-3299  (IO#  45294).  2MHz  denotes  internal  clock  speed  of  the 
microprocessor  only;  other  factors  also  affect  application  performance.  3GB  =  billion  bytes.  4May  be  preloaded, 
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For  under  $2,000, 
you  could  have  a 
Compaq  or  a  Toshiba. 

You  could  also 
have  a  ThinkPad. 

No  reason  lo  let  a  little  thill"  like 

money  stand  between  you  and  a 
ThinkPad.  Because  now,  for  less 
than  $2,000,  you  can  have  one  of 
your  own— with  Pentium  processor 
power,  integrated  TrackPoint  III. 
award-winning  design  and  that 
unmatched  ThinkPad  "feel."  Just 
call  1  800  426-7255;  ext.  5011.  for 
more  details  and  to  find  out  where 
you  can  buy  one.  Or  come  visit 
us  at  www.pc.ibm.com/thinkpad. 

A  better  place  to  think. 


ThinkPad 


ThinkPad  365XD 
'  processor,  HMI!  memory,  1.08GB 
hard  disk,  ll.3-ineh  screen,  IrackPoint  III. 
I\  CD-ROM,  Lotus  SmartSuite}  $1,899! 


Solutions  lor  a  small  planet 
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Back  to 
basics 

Four  years  ago 
Forbes  thought 
WMX  Technolo- 
gies was  a  great 
bet  on  environ- 
mental cleanups 
(Aug.  2,  1993). 
Beginning  in  the 
late  1980s,  the  company  diversified 
from  a  big  waste-hauling  business 
into  a  $9  billion  global  environmen- 
tal services  behemoth.  The  argument 
was  that  its  technology,  experience 
and  access  to  capital  made  it  unique- 
ly suited  to  profit  from  pollution  and 
garbage  worldwide. 

Things  haven't  worked  out  quite 
the  way  we  predicted.  A  number  of 
its  noncore  businesses — air  pollution 
control,  environmental  engineering 
and  consulting,  and  water  treat- 
ment— have  disappointed,  dragging 
down  return  on  investment  from 
14.4%  in  1989  to  9%  last  year.  What 
went  wrong?  The  strategy  of  selling 
multiple  services  failed  to  catch  on,  as 
customers  were  unprepared  to  buy 
them  all  at  once.  Anticipated  regula- 
tions for  clean  water  and  clean  air 
never  materialized.  Investments  in 
some  European  markets  fizzled  with- 
out the  expected  development  of  a 
pan-European  policy  for  solid  waste. 
As  a  result  earnings  growth  slowed  to 
the  mid-single  digits,  down  from 
more  than  20%  in  the  1980s. 

So  now  WMX  is  returning  to  its 
trash-hauling  roots.  Early  last  month 
the  Oak  Brook,  111. -based  company 
unveiled  a  plan  to  cut  3,000  jobs,  sell 
$1.5  billion  in  mostly  noncore  assets, 
retrench  overseas  and  buy  back  50 
million  shares  of  stock.  Embattled 
chief  executive  Phillip  Rooney  re- 
signed two  weeks  later. 

Investors  seem  skeptical  about  the 
overhaul.  After  the  plan's  announce- 
ment, shares  tumbled  8.7%,  to  33, 
before  regaining  some  ground  on 
news  of  Rooney's  exit.  In  all  likeli- 
hood investors  are  preoccupied  with 
management's  conservative  $1.75- 
per-share  earnings  forecast  for  this 
year.  They  should  think  longer  term. 

Given  the  scope  of  wmx's  make- 
over, and  its  projected  $3  billion  in 
free  cash  flow  over  the  next  two 


years,  the  company  appears  to  be  on 
the  right  track. 

Animal  magnetism 

"Political  correctness  is  out  this 
year,  alligator  skin  and  furs  are  back," 
we  proclaimed  over  a  year  ago  ( Oct. 
23,  1995). 

Model  Christy  Turlington,  more 
noted  for  her  beauty  than  for  her 
brains,  wrote  in,  accusing  Forbes  of 
promoting  cruelty  to  animals  (Dec. 
4,  1995). 

Sorry,  Christy.  When  the  1995 


Model  in  golden  mink  coat 
"Chicks  dig  fur." 


numbers  came  in,  U.S.  retail  sales  of 
fur  coats  were  up  10%  from  a  year 
earlier.  The  final  1996  figures  are 
expected  to  be  up  by  a  healthy 
margin,  too.  Prices  of  raw  pelts  are 
on  the  rise.  At  last  month's  Seattle 
auctions  organized  by  the  Fur  Har- 
vesters Auction  cooperative,  the  aver- 
age wild  beaver  pelt  sold  for  $45,  up 
from  $16  in  1994;  raccoon  went  for 
$29,  up  from  $24. 

The  fashion  press  now  concedes 
we  were  right.  "The  evidence  is 
irrefutable:  chicks  dig  fur — end  of 
story,"  declared  the  Fashion 
Reporter  in  its  June/July  1996 
issue.  "Yes,  I  wear  fur.  I  also  eat 
juicy  steaks,"  wrote  Vogne^s  Anna 
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Whether  it's  your  CEO,  CFO  or  a 
department  head,  the  CPAs  in  your 
company  have  the  unique  ability  to  help 
manage  your  company's  resources.  Xhey  can 
get  beneath  the  numbers  and  help  steer  your 


planning.  Risk  management.  And 
even  information  systems  and  technology 
assessment.  In  short,  they  have  the  vision, 
expertise  and  pure  brain  power  to  keep  your 
company  out  of  deep  water.  And  stay  on  course. 


company  in  the  right  direction.  With  strategic  P^K)     ^ou  see  numbers.  We  see  opportunities 
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The  story  of  two  men 
who  remodeled  the 
home  mortgage  industry. 

Angelo  Mozilo  and  David  Loeb  changed  tJie  way  America  finances  its 
liomes.  See  tlieir  renovations  during  a  unique  open  house. 


Wintour  in  her  editor's  column  last 
September. 

The  nutcases,  however,  haven't 
given  up.  Some  character  from 
People  for  the  Ethical  Treatment  of 
Animals  hurled  a  dead  raccoon  at 
Wintour  while  she  was  lunching  at 
Manhattan's  Four  Seasons  restaurant 
recently.  -Nina  Munk 


WATCH  SELF-MADE  IN  CALIFORNIA 

The  Story  of  Countrywide 

4:30  pm  EST,  1:30  PST  March  2  on  CNBC* 

Self-Made  in  California  is  paid  programming.  *CNBC  is  not  responsible  for  its  content  nor  does  the  show 
represent  the  views  of  CNBC  or  CNBC  Business  News. 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


im 


Average  Annual  Total  Returns 

as  of  12/31/96* 

■  Blue  Chip  Growth  Fund 

■  Lipper  Growth  Funds  Average 


27.75% 


22.41% 


T.  Howe  Price  Blue  Chip 
Growth  Fund  invests  in  today's 
leading  growth  companies  as 
well  as  those  with  the  ability  to 
become  tomorrow's  industry 
leaders.  These  blue  chip  compa- 
nies offer  the  potential  for 
sustained  growth  while  providing 
reduced  volatility  compared  with 
small-  and  mid  cap  companies. 

The  fund's  strategy  has  proven 
effective.  As  the  chart  indicates, 
the  fund  has  consistently  outperformed  its  Lipper  Category  Average*  As 
with  any  stock  fund,  there  will  be  price  fluctuation.  Minimum  investment 
is  $2,500  ($1,000  for  IRAs).  No  sales  charges. 

Call  24  hours  for  a  free  information  kit  including  a  prospectus 

1-800-541-6127 


1  year 


3  years        Since  inception 


Invest  With  Confidence 

T.RoweRice 


'Ilk 


*Source:  Lipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain 
distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at 
original  purchase.  Past  performance  cannot  guarantee  future  results.  Read  the  prospectus  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  BCG034489 


Rx  for  growth 


We  reported  that  Cardinal  Health, 
the  then-$1.6  billion  drug  wholesaler, 
had  been  beaten  out  by  rival  Bergen 
Brunswig  for  what  could  have  been  a 
lovely  acquisition:  medical/surgical 
supply  outfit  Durr-Fillauer  Medical 
(Mar.  29,  1993).  When  the  bidding 
got  too  rich,  Cardinal  Chairman 
Robert  Walter  walked  away.  We 
applauded  his 
mim±mmmmjii^mmmm^ . I  discipline. 

Time  has 
proved  Walter's 
caution  right.  In 
the  past  16 
months  Cardinal 
has  made  a  string 
of  selective  acqui- 
sitions to  build 
what  is  now  a 
national  drug-dis- 
tribution fran- 
chise. In  Novem- 
ber the  Dublin, 
Ohio-based  com- 
pany announced 
one  of  its  biggest 
deals  yet— a  $500 
million  merger 
■■M  agreement  with 

Owen  Health- 
care, the  nation's  largest  hospital  phar- 
macy management  firm.  "What  we've 
been  about,"  says  Walter,  "is  making 
ourselves  more  unique  as  a  distributor." 

So  far  the  strategy  has  worked 
beautifully.  Since  we  last  reported  on 
the  company  (formerly  Cardinal  Dis- 
tribution), sales  are  up  fivefold,  to 
$8.9  billion,  and  earnings  are  up  six- 
fold, to  $160  million.  The  stock 
vaulted  from  15  when  our  article  ran, 
to  a  recent  62%  (split-adjusted). 

And  Bergen?  It  earned  only  $74 
million  last  year,  up  31%  from  1992, 
on  sales  of  $9.9  billion.  The  stock  has 
risen  just  72%  since  our  story,  trailing 
the  S&P  500's  80%  climb.  H 
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Cardinal  Health's 
Robert  Walter 
A  disciplined 
approach  to 
acquisitions. 


Another  time,  another  face, 
Reverso  Duo. 


Reverso.  Avant- 
garde  since  1931. 

Reverso  Duo  -  the 
double  pleasure  of 
owning  two  watches 
in  one.  Simply 
revolve  the  case, 
and  a  new  watch 
keeps  track  of  your 
time.  two  back- 
to-back  dials.  two 
time-zones.  powered 
by  a  single,  manually 
wound  movement, 
look  forward  to  the 
time  ahead,  or  turn 
again  to  the  time 
of  your  thoughts, 
a  watch  as  versatile 
as  you  are.  invented 
and  individually 
hand-crafted  by  the 
master- watchmakers 
OF  Jaeger-LeCoultre 

IN  THE  AUTHENTIC  ART 
DECO  STYLE  OFTHE 
LEGENDARY  REVERSO. 
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The  reverso  Duo's 
case  swivels  to 
reveal  another 
watch.  where  a 
24-hour  hand  tells 
the  global  traveler 
whether  it's  a.m. 
or  p.m.  in  the  second 
time-zone. 


«Jaeger-leCoultre» 


JAECER-LECOULTRE'S  WATCHMAKING  MASTERPIECES  AND  THEIR  HISTORY  ARE  REVEALED 
IN  THE  COMPANY'S  200-PAGE  LUXURY  CATALOG.  FOR  A  FREE  COPY,  CONTACT:  JAEGER-LECOULTRE. 
P.O.  BOX  1608.  WINCHESTER.  VA  22604.  TELEPHONE:  (800)  JLC-TlME. 


They  say  you  can't  take 
it  with  you. 
But  with  traditional  insurance, 
you  can't  even  have  it 
while  you're  here. 


Ten  years  ago  we  had  an  idea. 

What  if  somebody  designed  life  insurance  that  paid 
off  while  you  were  alive  to  enjoy  it? 

It  would  have  the  traditional  death  benefit  to  protect 
your  family  were  you  to  die  young.  But  what  if  that  policy 
were  also  designed  so  that,  should  you  live  well  beyond 
your  retirement  (as  more  and  more  people  are),  it  would 
turn  into  a  steady  stream  of  retirement  income  guaranteed 
to  live  as  long  as  you  do.  Income  that  would  actually 
increase  should  you  become  disabled  after  retirement. 

The  traditional  insurance  companies  said  it  couldn't  be 
done.  But  LifeUSA  isn't  a  traditional  insurance  company. 
We  made  it  work  with  an  entirely  new  type  of  policy 
called  Universal  Annuity  Life* 

So  far,  we're  happy  to  report,  it's  been  doing  spectacu- 
larly well.  A  new  company  just  ten  years  ago,  LifeUSA  now 


manages  over  $4  billion  in  assets  and  has  become  one  of  the 
best  known  and  most  successful  companies  in  the  industry. 

Today,  LifeUSA  is  writing  a  billion  dollars  in  life  and 
annuity  premiums  every  year  and  is  an  acknowledged 
industry  leader.  In  fact,  Forbes  magazine  recently  named 
LifeUSA  to  their  "Assets  500"  list. 

And  that  idea  that  wouldn't  work?  It's  being  offered 
by  some  50,000  agents.  People  everywhere  are  discovering 
that  Universal  Annuity  Life  gives  them  the  basic  death  ben- 
efit as  well  as  a  guaranteed  retirement  income  that's  two  to 
three  times  greater  than  that  of  traditional  life  insurance. 

If  such  a  policy  sounds  too  good  to  be  true,  it's  not. 
It's  just  too  good  to  be  offered  by  traditional  insurance 
companies.  Call  us  at 

1-800-950-7372  today  \  iv  ^i  |  C£ 

for  more  information.      JL_-/J.± v^-^^F ^mf^k 


'  Preferred  Universal  Life  in  TX. 

Form  number  P1O00/PE1O34.  Not  available  in  New  Jersey. 
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WHAT'S  WORRYING  TOP  EXECUTIVES /EDITED  BY  KATARZYNA  WANDYC2 


Damn  Yankees  By  Stephan  Herrera 

You  know  what  you  think  of  those  foreigners. 

But  what  do  they  think  of  us?  Be  prepared  for  a  bit  of  a  shock. 

The  Ugly  American  may- be  gone,  but  the  gauche  American  lives  on. 


"Americans 
always  say, 
<Why  not?' 
Europeans 
always  say, 
'Why?'" 


Hans-Ulrich  Doeri£ 
chief  executive 
officer, 

Credit  Suisse 
First  Boston 


AJejandra  Torres,  Colombia 
Head  of  Research 
ing  Barings 

What  drives  me  crazy  is  the  American  need  for 
information — right  now!  We'd  go  visit  Colom- 
bian companies,  and  the  Americans  would  start 
immediately  asking  for  earnings  reports  on 
•T  Colombian  companies  that  they  want  to 
invest  in,  very  specific  numbers,  forecasts. 
Americans  are  too  straightforward,  too 
direct.  In  Colombia  there  is  more  of  a  rela- 
tionship that  must  be  developed  before  you 
can  be  like  that.  You  can't  get  all  the  informa- 
tion that  you  want  during  the  first  visit.  Be 
patient. 

Yoshimi  Inaba,  Japan 
Senior  Vice  President 
Toyota  Motor  Sales,  U.S.A. 

Americans  have  no  job  security  or  indepen- 
dence on  the  job,  and  it  affects  how  they  do 
business.  Many  times  the  person  I  am  dealing 
with  is  not  telling  me  his  own  opinion,  but  fol- 
lowing his  boss.  The  problem  is  the  bosses 
change  too  often.  When  that  top  boss  changes, 
the  new  boss  feels  he  has  to  make  his  mark. 
And  suddenly  the  executive  that  I  have  been 
dealing  with — the  very  same  person — dramati- 
cally changes  the  message  as  well.  We  would 
do  more  business  with  Americans  if  there  were 
more  consistency,  more  trust. 

Maciej  Kosinski,  Poland 
Founder  and  President 
EMTV/Euromedia  (TV  production) 

Anericans  are  intellectually  open.  If  they  don't 
understand  where  we're  coming  from,  they  are 
ready  to  listen.  When  we  were  working  on  a 
script  for  the  Polish  version  of  Sesame  Street, 
we  wanted  to  title  one  segment  "Who  Is 
Afraid  of  the  Black  Beast?"  The  Americans 
froze.  To  them  it  had  all  these  racial  connota- 
tions. But  we  explained  that  in  Poland  "The 
Black  Beast"  is  a  nursery  rhyme  and  it  has 
nothing  to  do  with  being  black.  The  Ameri- 
cans accepted  our  rationale.  It's  a  flexibility 
that  Germans,  for  example,  would  never  show. 

But  what  bugs  me  is  the  imperial  tone  that 
some  of  the  big  American  corporations  adopt 
when  they  talk  to  us.  It's  always  about  how 


they  knew  best  and  how  we  should  learn  from 
them.  We  are  really  allergic  to  that  in  Central 
Europe,  because  for  many  years  we  had  Big 
Brother  behind  our  backs. 

Jaime  Zevada,  Mexico 
Manager  of  Investor  Relations 
Bufete  Industrial,  S.A. 

An  American  executive  should  learn 
the  following  things  if  he  is  plan- 
ning to  do  business  or  manage  a 
business  in  Mexico: 

Time  represents  some- 
thing different  for  an 
American  than  for  a  Mexi- 
can. If  you  have  a  meet- 
ing at  1:30,  for  a  Mex- 
ican that  could 
mean  1:45  or  2:00.  It's 
a  normal  thing,  everybody  is 
late  in  Mexico.  But  my  experience  is  that 
it  takes  time  for  Americans  to  understand  this. 

In  Mexico  we  begin  working  at  9:00  or 
9:30.  We  have  breakfast  meetings,  with  lots  of 
food.  Then  we  have  a  large  lunch,  from  3:00 
to  5:00,  and  a  siesta.  You'll  be  back  at  5:00, 
then  work  until  9:00  or  10:00  at  night. 

It's  a  shame,  but  in  Mexico  the  concept  of 
law  is  very  different  than  in  the  U.S.  Law  is  not 
taken  so  seriously  here,  because  in  the  end  if 
you  have  a  good  lawyer  you  can  work  it  out. 

We  try  to  tell  Americans  that  here,  when  you 
handle  relationships  with  the  government,  you 
invite  the  government  guys  for  the  weekend, 
you  take  them  to  dinner.  To  handle  the  union 
leader,  you  do  the  same  thing.  It's  not  written 
anywhere,  but  it's  something  you  just  do.  Our 
American  partners  think  something  must  be 
fishy.  They  don't  get  the  game. 

Young  Kim,  South  Korea 
Vice  Chairman 
Sunkyong  U.S.A. 

I've  been  trying  to  work  hard  to  understand 
American  culture.  I  watch  60  Minutes,  20/20. 
. .  .To  get  my  respect  American  businessmen 
should  know  something  about  us  as  well.  But 
they  don't.  When  I  had  a  meeting  with  an 
American  businessman,  he  asked  me  whether  I 
was  from  North  or  South  Korea! 
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U.S.  direct  investment  position  abroad*      Foreign  direct  investment  position  in  the  U.S.* 


Foreigners  don't  like 
American  manners. 
Americans,  in  turn,  don't 
iike  too  much  regulation. 
Case  in  point:  Over  the 
last  decade,  Canadian 
share  of  U.S.  investment 
dropped  from  21%  to  11%. 
One  of  the  reasons  is  regu- 
lations imposed  by  the 
Canadians,  according  to 
the  U.S.  Bureau  of 
Economic  Analysis. 


*Data  for  1995.  Sources.  U.S.  Department  of  Commerce;  Bureau  of  Economic  Analysis. 


Bernard  Bazot,  France 
Vice  President/Commercial  Affairs  U.S.A. 
Air  France 

Americans  can  be  stubborn  and  think  that 
everything  should  be  done  the  American  way. 
Look  at  Euro  Disney.  During  the  first  two  or 
three  years  they  refused  to  serve  spirits  or  wine 
at  their  restaurants.  Oh,  the  turnover  at  those 
places  was  horrible. 

Americans  miss  the  small  points.  Miss  the 
small  point  and  you  lose  a  lot  of  money. 

Hiroshi  Tsujimura,  Japan 
Co -Chief  Executive  Officer 
Nomura  Securities  International 

Asians  and  Europeans  are  more  interested  in 
the  long  term,  whereas  Americans  are  short 
term,  meaning  less  than  one  year.  If  we  have  a 
project  that's  only  going  to  be  profitable  in  the 
long  term,  Americans  are  difficult  to  convince 
that  it's  worth  doing.  That  affects  what  kind  of 
deals  get  done  with  Americans. 

Hans  Riedel,  Germany 

Executive  Vice  President/Sales  and  Marketing 
Porsche  AG 

We  are  coming  from  two  different  cultures, 
but  we  have  to  deal  with  each  other.  This  starts 
with  little  things,  like  scheduling  meetings  on 
Thanksgiving.  It  doesn't  show  up  on  our  cal- 
endars or  in  our  perceptions,  but  we  should 
make  it  our  business  to  know  about  this  most 
important  American  holiday.  The  same  should 
go  for  Americans  and  German  holidays. 

Hans-Ulrich  Doerig,  Switzerland 
Chief  Executive  Officer 
Credit  Suisse  First  Boston 

American  executives  abroad  tend  to  oversell 
themselves.  It's  well  done — charts  and  things. 
But  certain  cultures  react  when  they  are  over- 
sold, especially  Asians.  You  need  to  establish  a 
relationship  first. 

The  American  tendency  is  to  be  open,  but 
sometimes  too  much.  A  banker  came  to 


Switzerland  thinking  that  because  he  was  clap- 
ping our  shoulders  and  putting  his  feet  up  on 
die  table  that  we  would  be  his  friend.  We  take 
friendship  more  seriously.  I  might  only  have 
three  to  five  "good  friends"  in  my  lifetime. 

Americans  are  very  flexible.  But  sometimes  it 
can  be  seen  as  inconsistency.  For  example, 
Americans  think  that  something  is  a  great  proj- 
ect. Then  six  months  later  they  change  their 
minds  and  say  they  made  a  mistake  and  fire 
everybody. 

Americans  are  good  at  making  fast  decisions 
and  fast  mistakes,  and  are  better  at  correcting 
mistakes,  too.  But  many  of  these  could  have 
been  avoided.  Americans  always  say,  "Why 
not?"  Europeans  always  say,  "Why?" 

Richard  Wales,  United  Kingdom 
Co-Chief  Executive  Officer 
World  Insurance  Network 

Despite  the  democratic  attitudes — jackets  off, 
everybody  by  Christian  names — American 
business  is  run  on  hierarchical  lines,  as  an 
ordained  structure.  British  companies,  on  the 
other  hand,  are  run  like  a  federation  whose 
participants  are  more  like  members  of  a  club. 
Europeans  sometimes  have  trouble  dealing 
with  such  stiff  hierarchies. 

Kim  Samuel-Johnson,  Canada 
Director 

The  Samuel  Group 

All  Americans  care  about  is  size.  Unless 
you're  a  huge  company,  with  a  well-known 
name,  you're  not  worth  their  time.  flB 


What's  on  your  mind? 

If  you  are  a  business  executive,  whether 
with  a  big  company  or  a  small  one,  we'd 
like  to  know  what's  bothering  you  these 
days,  and  what  you  are  doing  about  it. 
Tell  us  about  it  at:  mind@forbes.com.  ■ 


Unless  you 
are  a  huge 
company, 
Americans 
just  don't 
have  the  time 
for  you." 


Kim  Samuel- 
Johnson,  director, 
The  Samuel  Group, 
Canada 
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readers@forbes.com 


Net  power 

Sir:  "Plus  ca  change  ..."  (Feb.  10) 
says  a  Web  site  can  cost  over  $4  mil- 
lion. Mine  cost  more  like  $400.  A 


little  improvement  in  search  engines 
will  give  Web  sites,  for  free,  the  sort 
of  visibility  that  can  only  be  pur- 
chased expensively  in  the  store  and 
catalog  worlds.  The  Net  will  not 
only  blow  away  much  of  traditional 
retailing,  it  will  reduce  the  economic 
importance  of  cities  and  suburbs. 
-John  T.  Reed 
Danville,  Calif. 

How  to  diversify 

Sir:  Re  "How  to  build  a  mutual 
fund  portfolio"  (Feb.  10).  It  does  no 
good  to  select  funds  according  to 
your  excellent  advice  if  the  funds 
possess  highly  similar  portfolios.  For 
example,  Dodge  &  Cox's  Balanced 
fund  and  Stock  fund  overlap  56%. 

The  fund  industry  has  preached 
instant  diversification  via  fund  own- 
ership for  decades.  This  gospel  is 
simply  not  true  for  millions  of  real- 
world,  multiple-fund  portfolios. 
-Bill  Chennault 
Kansas  City,  Kans. 

We  agree.  Tou  need  only  five  funds  to 
build  a  portfolio,  as  we  stated  in  our 
article.  Not  five  stock  funds.  The  rest 
of  the  portfolio  should  be  divvied 
between  bond  and  money  fimds.-ED. 


until  a  time  when  most  operators 
should  be  generating  healthy  cash 
flows.  The  cellular  industry  has  seen 
much  higher  license  prices  and  most 
cellular  systems  have  been  quite 
successful. 
-Daniel  C.  Riker 
Chairman  and  CEO 
Pocket  Communications 
Washington,  D.C. 

Nice  work  if  you  can  get  it 

Sir:  Re  "The  special  education  scandal" 
(Feb.  10).  As  an  accountant  previously 
involved  in  auditing  government  pro- 
grams, I  can  attest  to  the  fact  that  they 
have  perverse  incentives.  For  example, 
in  programs  for  preschool  children,  the 
experts  who  decide  if  a  child  needs  spe- 
cial education  are — surprise! — the 
providers  of  this  service.  And  once  the 
kids  are  in,  they  never  "get  better."  The 
providers  always  decide  that  the  child 
continues  to  need  them. 
-Gary  Miller 
Albany,  NT. 

Where's  the  juice? 

Sir:  Re  "A  drink  with  an  attitude" 
(Feb.  10).  I  was  pleased  that  my  3- 
year-old  son  picked  a  "natural"  and 
"healthy"  Nantucket  Nectar  all  on  his 
own  at  the  deli  the  other  day.  Until  I 
compared  the  ingredients  with  Coke: 
Nectar  contains  45  grams  of  sugar  to 
Coke's  39,  and  216  calories  versus 
140.  A  company  built  on  smart  mar- 
keting indeed.  Where's  the  juice? 
-Nick  Corcodilos 
Lebanon,  N.J. 


Wireless  economics 

Sir:  Re  "Hollow  victory"  (Jan.  27). 
Licenses  are  not  the  most  important 
element  of  the  cost  structure  in  the 
PCS  industry.  Government  financing 
puts  off  major  payments  for  licenses 


Job  machine 

Sir:  Re  Fact  and  Comment,  {Jan. 
27).  The  Old  Country  is  ahead  of 
the  U.S.A.  We  nationalized  our 
health  service  after  WWII.  I  would 
not  describe  it  as  a  "slippery  slope," 
but  as  a  mountain.  My  doctor  says 


the  only  thing  wrong  with  the 
National  Health  Service  is  that  it  will 
eventually  employ  the  entire  work- 
ing population.  Eon  voyage. 
-Reginald  C.  Ingram 
Wymondham,  England 

Hard  on  Microsoft 

Sir:  Re  "The  George  S.  Patton  of 
software"  (Jan.  27).  Your  account  of 
Microsoft's  killing  off  OS/2  is  with- 
out merit.  OS/2  was  first  to  include  a 
complete  set  of  Internet  utilities. 
What  did  Microsoft  say?  "Who  needs 
the  Internet?"  The  newest  version 
includes  Voice  Type,  which  allows 
you  to  create  documents  by  talking  to 
your  computer.  The  reaction  of 
Microsoft  and  its  sheep?  "Who  needs 
to  talk  to  their  computer?" 

Microsoft  is  no  innovator. 
-Brad  Kell 
La  Forte,  Colo. 

Bear,  Stearns  replies 

Sir:  Re  "Sleazy  doings  on  Wall 
Street"  (Feb.  24).  Your  article  implies 
that  by  clearing  for  smaller,  less  cap- 
italized broker-dealers,  Bear,  Stearns 
is  doing  something  wrong.  In  fact, 
the  entire  clearing  business  is  built 
upon  the  success  of  smaller  firms 
who  wish  to  devote  their  efforts  and 
capital  to  sales  functions.  They  take 
advantage  of  the  expertise  and  back- 
office  resources  of  clearing  firms  by 
agreeing  to  introduce  their  business 
through  such  firms.  It  should  come 
as  no  surprise  that  of  the  thousands 
of  clearance  customers  we  have  had 
over  the  past  20  years,  a  handful 
failed  or  have  had  regulatory  prob- 
lems. Indeed,  such  problems  are  not 
limited  to  small  introducing  firms 
whose  business  is  processed  by  a 
clearing  firm.  Even  the  largest  and 
most  prestigious  firms  have  experi- 
enced regulatory  problems. 

The  relatively  small  number  of 
introducing  firms  that  have  experi- 
enced problems  should  not  taint  the 
clearing  business  itself  or  the  many 
fine  firms  who  avail  themselves  of 
clearing  services. 

You  conclude  that  clients  of  our 
introducing  brokers  are  deceived 
into  believing  that  because  the  Bear, 
(continued  on  p.  197) 
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HIGH-PERFORMANCE  PRAISE. 
FULL-THROTTLE  ACCOLADES. 


'THIS  TAURUS  SHO  IS  TERRIFIC.  IT  IS  A  FAST  CAR,  BOTH  CONFIDENT 
AND  ATHLETIC.  IT  IS  ALSO  A  REFINED  CAR,  BOTH  QUIET  AND  COM- 
POSED. AND  IT  SURE  DOESN'T  COST  MUCH,  DOES  IT?"      Automobile  Magazine 

(July  1996) 

"SHO'S  3.4-LITER  4-CAM  V-8,  A  MARVEL  OF  COMPACTNESS  AND 

SMOOTHNESS,  MAKES  235  BHP  WITH  LITTLE  STRAIN.''  Road  &  Track 

(July  1996) 

"THE  235-HP  V-8  ENGINE  HAS  A  HEALTHY  SNARL,  AND  ITS  POWER  IS 
CONCENTRATED  WHERE  IT'S  NEEDED." 

"REFINEMENT  AND  SPORTINESS  AT  A  FAIR  PRICE."  Car  and  Driver 

(July  1996) 

"BACK-ROAD  PASSING  IS  NEVER  A  CONCERN,  AND  ESCAPING  THE 
TRUCK  RACES  ON  THE  INTERSTATE  TAKES  JUST  A  TOUCH  OF  THE  TOE." 

AutoWeek 
(April  29,  1996) 

"YOU  GET  THE  FUN  OF  A  HIGH-PERFORMANCE  SPORTS  MACHINE, 
WITHOUT  SACRIFICING  ROOM  FOR  THE  KIDS."  USA  TODAY 

(June  19,  1996) 


FORD  TAURUS 


HAVE  YOU  DRIVEN  A  FORD  LATELY? 


www.ford.com 


"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


REDUCE  INTEREST  RATES,  DON'T  RAISE  THEM 


The  Treasury  Department  says  the  dollar  is  now  strong 
enough.  True  enough.  The  Federal  Reserve  has  become  too 
tight  in  recent  months,  a  critical  reason  gold  has  plunged 
from  $385  an  ounce  to  around  $340  and  why  the  green- 
back has  risen  so  im- 


G- 7  Signals  Unity  on  Ending  Dollar's  Rise 

Industrial  Nations  Also  Seek  To  Improve  the  Stability  Of  the  Currency  Markets 


pressively  against  other 
currencies.  A  slight  cor- 
rection now  will  save 
the  economy  and  fi- 
nancial markets  unnec- 
essary trouble  later. 

Some  economists  are  still  calling  for  our  central  bank 
to  tighten  credit  even  more  because  the  economy  was 
strong  in  the  fourth  quarter  and  because  the  labor  market 
is  tight  in  certain  industries  and  in  certain  parts  of  the 
country.  In  light  of  the  Fed's  slightly  deflationary  course, 
such  a  move  would  be  damagingly  wrong. 


Washington  should  not  intervene  in  the  foreign  exchange 
markets  to  try  to  keep  the  dollar  within  some  range  against 
the  yen  and  the  deutsche  mark.  Instead,  the  Fed  should  ease, 
via  its  open  market  operations,  until  gold  reaches  the  $375- 

$385  range.  No  good 


-Wall  Street  Journal 


at  all  would  be  done 
by  having  one  hand  of 
Uncle  Sam's  trying  to 
knock  the  dollar  down 
vis-a-vis  the  yen  and  the 
other  soaking  up  dol- 
lars by  selling  bonds  from  the  Federal  Reserve's  portfolio. 

Beltway  policymakers  should  remember  that  the  dollar 
price  of  the  yen  and  other  moneys  is  also  influenced  by 
the  actions  of  a  currency's  country  of  origin.  If  the  Bank 
of  Japan,  for  instance,  deflates  again,  as  it  has  done  peri- 
odically in  recent  years,  we  shouldn't  follow  suit. 


PLANE  TO  SEE 


Small  jets  are  starting  to  do  to  the  airline  industry 
what  PCs  did  to  mainframe  computing;  fractional 
horsepower  machines  did  to  turbines;  minimills  did  to 
steel;  cellular  is  doing  to  telephony;  mutual  funds  are 
starting  to  do  to  centrally  managed  corporate  and  gov- 
ernment pension  plans,  and  eventually  will  do  to  Social 


Security,  and  what  coming  minigenerators  will  do  to 
massive  power  plants — give  customers  more  service, 
more  flexibility,  more  control  at  less  cost,  as  well  as 
generate  new  products  and  services. 

It's  about  power  moving  away  from  the  machine-age 
center  toward  individuals  of  the  microchip  era. 


HOW  TO  RECHARGE  THIS  MARKET 

The  time  lias  come  for  fundamental  deregulation  of  the  competition  without  our  getting  bogged  down  in  the 
electric  utilities.  Congress  must  take  the  lead  now  that  we  thorny  issue  of  what  utilities  charge  others  for  the  use  of 
have  a  nationwide  grid.  A  national  approach  is  appropri-     their  lines,  or  in  dealing  with  the  question  of  so-called 


ate,  just  as  it  was  for  deregulating 
railroads,  trucking,  airlines,  long  dis- 
tance telephones  and  natural  gas. 
Speed  and  consistency  are  key. 

The  Competitive  Enterprise  Insti- 
tute's Clyde  Wayne  Crews  Jr.  has 
come  up  with  a  simple,  efficient  way 
to  do  the  job:  Remove  the  monopoly 
status  utilities  have  within  states.  No 
more  exclusive  franchises  for  the  gen- 
eration, transmission  and  distribution 
of  electricity  within  fixed  territories. 
Such  a  step  would  open  the  gates  of 


Jurassic  Park?  Visionaries  say  advances 
will  obsolete  power  lines  like  these. 


stranded  costs.  That  is,  deciding  how 
much  utilities  should  be  allowed  to 
recover  of  investments  in  plant  and 
equipment  that  may  be  obsolete  or  of 
significantly  less  value  than  they  are 
being  carried  for  on  the  books. 

Is  it  possible  for  others  to  compete 
with  the  electric  utilities  in  delivering 
electricity  to  customers?  Surprisingly, 
the  answer  is  yes.  Thanks  to  technol- 
ogy, smaller  and  smaller  generators 
are  becoming  feasible.  Would-be 
competitors  can  also  run  lines  via 
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existing  rights  of  way,  such  as  cable,  gas,  telephones,  rail- 
roads and  highways. 

To  forestall  competing  lines,  most  utilities  would  quick- 
ly cut  deals  for  letting  others  move  juice  over  their  wires  for 
a  fee.  Customers  would  demand  it.  Major  commercial  users 
would  put  up  their  electricity  business  for  bid.  So  would 
developers  of  malls  and  housing  or  apartment  complexes. 

Such  choice  and  competition  would  slash  utility  bills, 
perhaps  as  much  as  50%.  Deregulation  would  mean  far 
more  effective  use  of  the  industry's  existing — and 
immense — capacity.  Providers  would  have  a  powerful 
incentive  to  give  customers  major  price  breaks  for  electric- 
ity used  during  off-peak  hours,  such  as  nighttime.  House- 
holds would  soon  be  inundated  with  offers  for  water- 
heater  timers  so  that  owners  could  take  advantage  of  rate 


bargains.  Cheaper — and  more  abundant — electricity  would 
make  American  goods  more  competitive.  It  would  spur 
inventions  of  new  juice-using  products  and  services. 

Congress  should  clear  away  the  legislative  debris  left 
over  from  an  era  when  the  providing  of  electricity  was 
thought  to  be  a  natural  monopoly  It  should  repeal  the 
Public  Utilities  Holding  Company  Act  of  1935,  intended 
to  restrict  the  expansion  of  utilities  across  state  lines,  and 
the  Public  Utility  Regulatory  Policies  Act  of  1978,  man- 
dating the  purchase  of  power  from  nonutility  generators, 
such  as  solar,  wind,  hydrothermal  and  synthetic  fuels. 

Would  deregulation  work?  Of  course.  Pilot  programs, 
for  example,  are  under  way  in  Illinois  and  New  Hamp- 
shire. Results:  Consumers  and  businesses  have  seen  their 
bills  cut  by  10%  to  20%. 


DISSERVICE  TO  SAVERS 


Washington  is  not  playing  fair 
with  people  who  buy  U.S.  Savings 
Bonds.  These  bonds  are  paying 
below-market  yields.  Not  long  ago 
this  paper  yielded  85%  of  the  five- 
year  Treasury  note  rate.  Now  it's 
85%  of  the  six-month  bill  rate.  So 
instead  of  getting  5.4%  for  their 
money,  buyers  are  getting  around 
4.25%.  If  the  yield  curve  wasn't  so 


flat,  the  difference  would  be  about  2 
points.  Until  last  year  Savings  Bonds 
had  a  minimum  guarantee  of  4%. 
Today  there  is  no  floor  if  you  buy 
this  paper. 

An  Administration  that  purports  to 
be  the  champion  of  the  nonrich  is 
shamelessly  taking  advantage  of  folks 
of  average  means,  the  principal  buyers 
of  these  instruments. 


CARTHAGE'S  COURAGEOUS  CAPTAIN 


Hannibal — by  Ross  Leckie  (Regnery  Publishing,  Inc., 
$19.95).  Novelized  memoirs  of  the  brilliant,  legendary 
Cardiaginian  commander  who  led  an  army  of  elephants  and 
infantry  on  an  epic  trek  across  the  wintry  Alps  to  attack  die 
Romans.  Hannibal's  innovative  maneuvers  and  tactics  rout- 
ed die  superior  Roman  forces  in  the  early  stages 
of  the  Second  Punic  War  (218  B.C.-201  B.C.), 
which  culminated  in  the  still-studied  Battle  of 
Cannae.  There  Hannibal's  extraordinary,  en- 
veloping movements  literally  wiped  out  the  bulk 
of  die  Roman  army,  leaving  a  death  toll  that  is 
still  unequaled  for  a  single  day's  engagement. 

But  an  energetic  Roman  Republic  prevailed. 
While  shaken  to  the  core,  Rome  drew  on  its  fun- 
damental strengths — a  strong  sense  of  citizenship 
among  its  people,  steadfast  loyalty  from  its  Latin 
allies  and  a  willingness  to  change  age-old  military  procedures 
Hannibal  was  hampered  by  Carthage's  internal  divi- 


ROSS  LECKIE 


sions,  which  kept  from  him  critical  reinforcements  and     now  but  a  memory. 


supplies  necessary  to  effectively  follow  through  on  his  ini- 
tial, shattering  victories.  War  in  those  classic  times  was 
casually  barbaric.  Massacres  of  civilians  were  routine,  as 
were  torture  and  gruesome,  arbitrary  executions.  Hanni- 
bal, driven  by  a  lifelong  hatred  of  Rome,  was  no  William 
Wallace/Braveheart  yearning  to  make  men  free. 

Why  a  novel?  Because  concrete  information 
on  Hannibal  himself  is  sparse:  Rome  razed  all 
of  Carthage  and  exterminated  its  people  in  the 
Third  Punic  War. 

Excerpt:  The  Romans  make  a  mockery,  I  know, 
of  "Punic  faith."  Tet  they  it  was  who  broke  the 
early  treaties  between  Rome  and  Carthage. 
They  it  was,  not  the  Carthaginians,  who  built 
their  state  on  deceit  and  theft  and  war  and  bru- 
tal conquest,  destroying  the  Latins,  the 
Etruscans,  the  Samnites,  the  Sabines,  the  Senones,  the 
Umbrians,  the  Lucanians  and  other  peoples  whose  name  is 


RESTAURANTS— GO, 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  o 

•  La  Metairie— 189  West  10th  St.  (Tel.:  989-0343). 
First-rate  French.  Mouth-watering  appetizers:  warm  galette 
with  zucchini  and  tomato,  served  with  ginger  vinaigrette; 
and  Hudson  Valley  foie  gras  sauteed  with  calvados  and 
caramelized  apples.  Especially  good  entrees:  breast  of  duck 
with  cherry  sauce,  and  grilled  Atlantic  salmon.  Banana  par- 
fait  with  macadamia  nut  britde,  one  of  the  best  desserts  ever. 

•  Sparks  Steak  House— 210  East  46th  St.  (Tel.:  687- 
4855).  No  wait  to  get  in,  and  all  dishes  are  delicious. 


R,  STOP 

ther  Forbes  eatery  experts  Jeff  Cunningham  and  Tom  Jones. 

•  Aureole—  34  East  61st  St.  (Tel.:  319-1660).  Absolutely! 
Demi— 1316  Madison  Ave.,  at  93rd  St.  (Tel.:  534- 

3475).  Food  is  average.  The  rack  and  loin  of  lamb  were  over- 
cooked; desserts  were  attractive  but  hardly  seemed  worth 
the  calories.  The  service  is  the  best  thing  about  the  place. 

•  Nobu— 105  Hudson  St.  (Tel.:  219-0500).  Still  dif- 
ficult to  get  in,  but  Nobu  delivers  the  goods.  Fresh,  fresh, 
fresh.  Try  the  chef's  special  lunch:  wonderfully  imagina- 
tive combination  of  Japanese  fish  dishes.  H 
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In  nature,  perfect  replication  is  extremely  rare 
In  business  today,  it's  essential. 


Announcing  Vision  Suited  the  first  software  designed 
to  replicate  your  AS/400"  data  to  multiple  sites  in  real  time. 
With  Vision  Suite,  you  have  instantaneous  information 
available  wherever  you  need  it,  for  up-to-the-second  data 
and  high  systems  availability.  You  can  also  use  it 
for  workload  balancing  and  unlimited  horizontal 


Business 
J  Partner 


growth,  linking  up  to  10,000  sites.  In  fact,  Vision  Suite  has 


already  been  up  and  running  at  complex  sites  in  Fortune 
500  companies  around  the  globe.  Most  important,  it's  from 
the  world  leader  in  data  replication  and  propagation,  an 
IBM  premier  business  partner.  To  learn  more  about  how 
perfect  replication  can  help  your  business,  call  Philip  Marlowe 
at  (800)  683-4667  or  e-mail 
at  info@visionsolutions.com. 


VISION 


®1 997  Vision  Solutions,  Inc.  Vision  Suite  is  a  trademark  of  Vision  Solutions,  Inc.  All  other  trademarks  are  the  properties  of  their  respective  owners. 


Who's  providing  parents 

witr 

and  safer  ways  to 

nourish 

their 

children' 


The  world's  leading  Life  Sciences  company. 
Formed  by  the  merger  of  Ciba  and  Sandoz. 


Other  Comments 


Uncle  Sham 

Look  at  how  the  government 
screwed  up  U.S.  Savings  Bonds.  First 
we  were  offered  a  guaranteed  7.5%. 
When  that  got  too  expensive,  Uncle 
Sam  issued  new  savings  bonds  with 
only  a  6%  guarantee.  Then  it 
dropped  to  4%  in  the  early  90s,  and 
now  savings  bonds  don't  guarantee 
anything  if  you  buy  them  today. 

Uncle  Sam  has  become  a  real 
cheapskate.  He's  destroyed  savings 
bonds.  Don't  let  him  fool  you  with  his 
new  "indexed-to-stupidity"  bonds. 
Don't  invest  in  them. 
-Ken  &  Daria  Dolan, 
syndicated-talk-show  hosts 

Shining  Example 

The  success  of  Chile's  privatization  of 
its  public  pension  system  can  be  mea- 
sured ill  many  ways.  In  the  late  1970s 
there  were  virtually  no  savings;  now  the 
cumulative  assets  managed  by  Admin 
istradoras  de  Fondos  de  Pensiones  are 
about  $23  billion,  roughly  41%  of 
gross  domestic  product.  During  the 
past  decade,  growth  of  Chile's  real 
GDP  has  averaged  over  6%,  more  than 
double  that  of  the  U.S.  For  the  five 
years  ending  in  1994,  the  annualized 
total  return  of  the  Chilean  stock  mar- 
ket was  48.6%  versus  8.7%  for  the  U.S. 

Since  the  privatized  system  became 
fully  operational  in  1981,  the  average 
rate  of  return  on  investment  has  been 
14%  per  year.  The  typical  retiree  is 
receiving  a  benefit  equal  to  nearly  80% 
of  his  average  annual  income  over  the 


last  10  years  of  his  working  life,  almost 
double  the  U.S.  replacement  value. 
-William  G.  'Shipman,  cochair- 
man,  Cato  Institute's  Project  on 
Social  Security  Privatization 

Winter  lingered  so  long  in  the 
lap  of  Spring,  that  it  occasioned 
a  great  deal  of  talk. 

-Bill  Nye,  Spring 

Silent  Movies 

The  brand-new  Beach  Cities  Cinema 
in  El  Segundo,  Calif,  has  it  all:  16 
screens,  Starbucks  coffee  and — best  of 
all — a  safe  haven  from  distracting  beep- 
ers and  cell  phones.  The  theater  offers 
anxious  parents  a  free  silent  paging  sys- 
tem. Mom  and  Dad  give  the  babysitter 
BCC's  paging  number,  pick  up  a  non- 
beeping  beeper  (they  vibrate)  at  the  box 
office  and  munch  popcorn  in  peace. 
Why  the  innovation?  Says  marketing 
manager  Amy  Wood,  "This  is  LA. 
When  a  cell  phone  rings  in  a  theater,  30 
people  check  to  see  if  it's  theirs." 
-Newsweek 

Empower  the  Market 

Utilities'  stranglehold  on  cus- 
tomers exists  because  it  was  bestowed 
by  government.  Rather  than  haggle 
over  how  to  coordinate  new  transmis- 
sion monopolies  in  the  name  of  "com- 
petition," policymakers  should  make  a 
competitive  business  out  of  the  entire 
marketplace  by  abolishing  the  monop- 


oly franchises  that  utilities  hold  within 
states.  That  would  open  the  way  for 
competing  power  generators  to  figure 
out  for  themselves  how  to  get  their 
juice  to  customers — and  they  could 
get  started  immediately,  rather  than 
wait  until  the  next  century. 
-Clyde  Wayne  Crews  Jr., 
Competitive  Enterprise  Institute 

Don't  Skimp  on  Defense 

Iran  seeks  to  discredit  and  overthrow 
moderate  Arab  governments  friendly  to 
the  U.S.,  advocates  the  destruction  of 
Israel  and  adamantly  opposes  the  U.S.- 
sponsored  Arab-Israeli  peace  negotia- 
tions. The  U.S.  is  hated  for  its  culture, 
which  revolutionaries  believe  seduces 
Muslims  and  undermines  Islam. 

The  CIA  estimates  that  Iran  has 
produced  and  stockpiled  up  to  2,000 
tons  of  chemical  warfare  agents.  Ex- 
perts believe  that  Iran  already  may 
have  produced  biological  weapons  in 
the  form  of  toxins  or  anthrax.  In  the 
long  run  Iran  will  pose  a  grave  mili- 
tary threat  to  the  U.S.,  American 
military  forces  in  the  Middle  East 
and  American  allies  in  the  region. 
-James  Phillips,  senior  policy- 
analyst,  The  Heritage  Foundation 

All  Greek  to  Him 

What  a  people  are  these  Greeks. 
There  are  no  questions  they  do  not 
ask  and  few  they  have  not  answered. 
When  they  have  nothing  left  to  talk 
about,  they  talk  about  talking;  with 
nothing  left  to  think  about,  they 
think  about  thinking.  The  cursed 
Romans  have  no  will  for  either. 
-Ross  Leckie,  Hannibal 

Blind  Faith 

New  York  pedestrians  behave  as 
though  they  were  sacred  cows,  free  to 
roam  the  streets  free  of  molestation. 
The  problem  is  one  of  attitude,  not  of 
dexterity  afoot.  As  one  elderly  New 
Yorker  was  heard  to  tell  a  friend  as  the 
two  struggled  to  cross  57th  Street, 
near  Carnegie  Hall:  "Don't  look  at 
the  cars,  they  can't  hit  you  then." 
-Richard  F.  Shepard, 
New  York  Times  WM 


n 


cholesterol  our  life  expectancy  has  increased." 
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The  NCR  Scalable  Data  Warehouse. 


Three-quarters  of  the 
world's  top  banks  bank  on 
our  data  warehouses. 

Looking  to  use  data  warehousing  to  gain  a  competitive 
edge?  Choose  NCR,  the  company  that  is  recognized 

worldwide  as  the  industry  leader.  Our  NCR 
Teradata"  database  is  the  most  proven 
and  robust  parallel  database  engine  in 
the  industry  scaling  from  a  few  gigabytes  all  the  way 
up  to  10  terabytes  and  beyond.  And  our  NCR  WorldMark  " 
servers  are  the  only  platform  that  scales  from  SMP  to 
clusters  to  MPF  allowing  businesses  to  start  their  data 
warehouse  small  and  grow  it  to  any  size. 

NCR  Worldwide  Services  professionals  can  help 
you  set  up  and  maintain  a  data  warehouse  that 
is  just  right  for  your  needs. 
To  learn  more  about  NCR's 
scalable  data  warehouse,  call 
1  800  CALL-NCR,  ext.  3000.  Or 
visit  http://www.ncr.com 

G£)ncr 


PENTIUM  PRO 

PROCESSOR 


All  WorldMark  servers  shown  feature  Intel  Pentium  Pro  Processors.  The  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  the  Pentium  Processor  Logo  and  the  Pentium  Pro 
Processor  are  trademarks  of  Intel  Corporation.  Teradata  is  a  registered  trademark  and  WorldMark  is  a  trademark  of  NCR  Corporation.  ©1997  NCR  Corporation.  All  rights  reserved. 
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CLINTON  SKEWERS  DEFENSE  BUDGET— AGAIN 


As  THE  CLOUDS  of  campaign-style  hyperbole — or  just 
plain  hype — inflating  and  obscuring  the  true  meaning  of 
Clinton's  State  of  the  Union  address  and  his  defense 
budget,  disperse,  we  can  discern  that  once  again  the 
nation's  defenses  have  been  hit  hard,  with  no  chance  of 
real  recovery  until  well  after  the  year  2002. 

Clinton's  State  of  the  Union  offered  the  usual  presiden- 
tial determination  to  have  a  strong  defense  ("second  to 
none"  is  the  typical  cliche).  The  Department  of  Defense 
(DoD),  in  a  news  release  commenting  on  the  President's 
defense  budget  message  for  fiscal  year  (FY)  1998,  spoke  of 
how  great  it  is  that  the  President,  "during  the  final  weeks  of 
budget  preparation,  added  $7  billion  to  the  DoD  topline 
and  allowed  DoD  to  keep  $4  billion  of 
inflation  savings."  The  hype  continues, 
"This  marked  the  fifth  time  in  four  years" 
(how's  that  again?)  "that  the  President 
increased  defense  spending  above  previ- 
ously planned  levels."  Whose  "previously 
planned  levels"?  Let  us  look  at  the  facts: 

■  The  $247.5  billion  asked  for  in  de- 
fense budget  outlays  is  approximately  $8 
billion  less  than  Congress  appropriated 
for  defense  in  1997.  In  truth,  defense  is 
one  of  the  few  agencies  to  suffer  an  actu- 
al decline  in  the  FY  1998  budget. 

■  Congress  increased  the  current  defense 
budget  over  the  President's  objections. 

Mr.  Clinton  gave  in  on  this  year's  bill  shortly  before  the 
election  to  preempt  a  "soft  on  defense"  campaign  argu- 
ment. But  he  has  thus  far  refused  to  spend  the  amount 
appropriated  for  missile  defense. 

■  The  FY  1998  budget  does  seek  an  additional  $3.5  billion 
to  accelerate  deployment  of  the  Theater  High-Altitude 
Area  Defense  program  to  2004  rather  than  in  2006.  The 
Administration  will  probably  abandon  a  proposal  for  a  new 
space  missile  and  tracking  sensor  when  antidefense  fanatics 
file  their  usual  claim  that  it  violates  the  sacred  ABM  Treaty, 
which  forbids  any  effective  strategic  defense. 

■  As  for  "previously  planned  levels"  of  spending,  FY  1998's 
outlay  for  new  weapons  is  nearly  $3  billion  less  than  that 
appropriated  by  Congress  for  FY  1997.  The  entire  defense 
budget  is  about  $6.8  billion  less  than  the  spending  level  in 


Bill  Clinton:  Taking  big  chances 
with  our  country's  safety. 


President's  "increase"  from  previously  planned  levels. 

■  Whatever  the  President  may  have  let  defense  "keep"  of 
inflation  savings,  he  is  trying  to  take  back  by  rescinding 
$4.8  billion  in  previously  appropriated  defense  funds. 

■  Why  are  defense  operations  continuing  to  exceed 
planned  levels?  Easy.  The  bill  for  the  three  years  of  what- 
ever it  is  we  are  doing  in  Bosnia  (we  are  not  arresting 
indicted  war  criminals  whose  locations  are  known 
because  they  work  in  government)  will  be  about  $6  bil- 
lion (around  $2  billion  this  year).  And  we  get  this  bar- 
gain rate  only  if  Clinton  honors  his  second  or  third 
pledge  to  withdraw  by  1998.  Remember,  when  the 
troops  went  in  (in  January  1996,  during  the  campaign) 

they  were  supposed  to  be  home  Dec.  20, 
1996.  The  great  "Dayton  peace  accords" 
look  increasingly  costly  and  ineffective. 
■  The  pain  of  this  defense  budget  is  that 
there  will  be  an  overall  real  decline  in 
spending  for  the  next  five  years,  with 
slight  increases  in  2001  and  2002,  when 
Mr.  Clinton  is  long  gone. 

The  moratorium  on  weapons  procure- 
ment was  supposed  to  end  this  year.  In- 
stead, procurement  is  falling  by  another 
$1.5  billion.  The  Future  Years  Defense  Pro- 
gram (FY  1998-2003)  calls  for  the  military 
to  retain  its  already-too-small  size,  with  an 
increase  in  weapons  spending  of  about 
50%.  But  that  will  not  happen  unless  Congress  does  what  is 
needed — increases  defense  spending  and  overrides  any  veto. 

A  final  point.  Defense  budget  skeptics  (and  there  are 
some  in  both  parties)  always  say  we  spend  far  more  on  de- 
fense than  any  other  country  does;  therefore,  we  are  per- 
fectly safe.  They  overlook  the  fact  that  many  countries — 
notably  Russia,  North  Korea,  China,  Iran  and  Iraq — spend 
little  on  personnel.  We  do — and  we  should.  Russia  has  paid 
its  troops  little  or  nothing  over  the  last  year,  leaving  more 
of  what  it  does  spend  for  weapons.  Roughly  50%  of  our 
total  military  budget  goes  for  compensation  of  military  and 
civilian  personnel.  So  such  comparisons  are  meaningless. 

The  message  of  the  Clinton  defense  budget:  We  can 
only  hope  that  during  the  next  four  years  we  will  not  be 
required  to  do  a  proper  job  of  defending  our  nation. 


last  year's  congressional  budget  resolution.  So  much  for  the       To  count  on  that  is  taking  quite  a  risk. 
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Who  did  you  say  is  calling? 


BY  JOSH  McHUGH 


Vice  President 
of  Corporate 
Development? 
No  way.  Call 
me  Visionary, 
Software 
Evangelist  or 
Chief  Yahoo. 


You're  Chief  Executive  Officer. 
The  phone  rings.  Your  assistant  says 
he's  got  the  cko  on  the  line.  The 
what?  Chief  Knowledge  Officer. 
The  phone  again.  A  Chief  Yahoo  is 
holding  for  you. 

Don't  laugh.  As  corporate  Amer- 
ica loosens  its  tie,  zany  tides  are 
popping  up  everywhere. 

Michael  Farmwald,  cofounder  of 
microprocessor  maker  Chromatic 
Research  Inc.,  goes  by  the  title 
Visionary.  Microsoft's  Mike  Maples, 
who  the  company  says  "handles  spe- 
cial assignments,"  hands  out  a  busi- 
ness card  that  reads  Ambassador. 
(Fittingly,  Maples'  home  answering 
machine  states  that  he  is  in  Africa. ) 

Minister  of  Culture  is  the  title 
used  by  the  head  of  marketing  and 
communications  at  Krispy  Kreme 
Doughnut  Corp.  The  magazine  Fast 
Company  has  tracked  down  a  Chief 
Growth  Officer,  a  Minister  of 
Progress  and  a  Senior  Creatologist. 

Wacky  job  titles  are  especially  big 
out  in  Silicon  Valley,  where  an  Associate  Vice 
President  of  Corporate  Development  would  be 
as  out  of  place  as  a  pin-striped  suit  and  wingtips. 

Forbes  columnist  Guy  Kawasaki,  who  was 
Apple's  Software  Evangelist  back  in  1984,  was 
a  pioneer  of  kooky-sounding  tides.  He  says  the 
title  wasn't  a  joke,  but  a  very  accurate  descrip- 
tion of  his  job:  "It  was  about  using  fervor  and 
zeal — never  money — to  convince  developers  to 
write  software  for  the  Macintosh." 

Newfangled  job  titles  don't  always  work  well, 
multiculturally  speaking.  Silicon  Graphics'  Vir- 
tual Reality  Evangelist  Linda  Jacobson  con- 
cedes that  in  South  America  the  religious  over- 
tones of  her  title  make  Latin  businesspeople 


skittish.  And  the  Japanese  tend  to  want  to  talk 
to  a  manager,  not  a  religious  functionary.  In 
Asia,  Jacobson  takes  on  the  official-sounding 
title,  Manager  of  Virtual  Reality  Development. 

Chief  Yahoo?  We  weren't  making  it  up. 
Yahoo!,  Inc.  uses  titles  like  Technical  Yahoo 
and  Surfer  to  foster  creativity  and  encourage  a 
relaxed  atmosphere  among  the  technical  staff. 
Chief  Yahoo  Jerry  Yang  says  his  title  came  in 
handy  when  negotiating  with  Japanese  billion- 
aire Masayoshi  Son  last  year.  "He  got  a  kick  out 
of  the  title.  It  broke  the  ice."  Son  handed  Yang 
$106  million  for  a  31%  slice  of  Yahoo! 

Muses  Yang:  "Net-net,  [my  job  title]  has 
been  pretty  positive." 


Danger:  Don't  read  this 


BY  DAMON  DARLIN 


Does  my 
keyboard  need 
a  sign  warn- 
ing me  about 
carpal  tunnel? 


When  I  was  growing  up,  my 
big  sister  would  post  signs 
around  the  house  to  hector  me 
about  proper  behavior.  "Don't 
leave  the  seat  up!"  read  one  in 
the  bathroom.  "Close  the 
cereal  box"  was  stuck  on  the 
kitchen  cupboard.  I  went  on 
with  my  incorrigible  ways. 

These  days  I'm  being  nan- 
nied  by  the  government.  At  the 


checkout  in  my  Los  Angeles  gro- 
cery store,  a  sign  warns  me  that 
alcoholic  beverages  may  increase 
cancer  risks  and  birth  defects  in 
pregnant  women.  Another  warns 
that  I  should  wipe  wine-bottle 
tops  with  a  damp  cloth  after 
opening  to  avoid  lead  residue  on 
the  bottle. 

The  fine  china  collections  in 
department  stores  have  scary 
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signs  warning  of  the  danger  of  placing  food  on 
lead  crystal  dishes  or  serving  beverages  in  lead 
crystal  glasses. 

My  Suzuki  Sidekick  has  a  sign  on  the  door 
telling  me  the  sport  utility  vehicle  will  roll  over 
if  I  take  corners  too  fast.  No  kidding. 

I  can  understand  the  reason  for  a  sign  in  the 
7-Eleven  warning  of  the  dangers  of  a  micro- 


wave oven  on  cardiac  pacemakers.  I'd  hate  to 
have  a  major  infarction  because  some  guy  is 
zapping  his  burrito.  But  does  my  computer 
keyboard  really  have  to  carry  a  big  California 
state -.mandated  yellow  sticker  to  warn  me  of 
the  dangers  of  carpal  tunnel? 

This  is  what  I  pay  taxes  for?  Go  nag  someone 
else,  will  ya  please? 


What 5  no  ribbons? 


BY  RICHARD  PHALOH 


After  decades 
of  resistance 
to  technology, 
I've  surren- 
dered and 
entered  the 
computer  age. 
So  long, 
Royal;  hello, 
Macintosh. 


After  two  decades  of  passive  resistance  to 
technology,  I  have  abandoned  my  manual  type- 
writer, an  honorably  scarred  old  Royal.  Like 
most  reporters  who  came  of  age  in  the  city 
rooms  of  the  late  1940s,  I  clung  to  a  technol- 
ogy intimately  associated  with  my  trade:  Ax 
murders  on  Christmas  Eve;  the  crescendo  of 
Underwoods  swelling  to  the  6  p.m.  deadline;  a 
babble  of  upright  telephones;  shouts  of  "Boy, 
copy!";  hands  filthy  from  changing  used-up 
typewriter  ribbons. 

The  transition  to  the  sterility  of  the  elec- 
tronic newsroom  was  a  big  turnoff.  No  whiff  of 
melting  lead  in  the  composing  room:  the  sanc- 
tuary of  the  city  room  vandalized  as  ceilings 
dropped  and  floors  rose  to  accommodate  a 
hydra  of  black  cable.  Vibration-proof  carpeting 
obliterated  acres  of  cigarette-butt-scarred 
linoleum. 

But  did  I  really  yearn  for  the  old  days?  In 
truth,  no.  The  real  problem  was  my  own  obso- 
lescence. I  couldn't  pound  sense  out  of  a  com- 


puter keyboard  with  anything  like  the  speed  of 
the  Royal.  Decades  of  ham-handed  hunt  and 
peck  on  the  solid  hunk  of  metal  left  me  ill- 
equipped  to  cope  with  the  hair-trigger  touch  of 
the  computer.  It's  hard  to  focus  on  making 
sense  when  unconditioned  small-motor  reflex- 
es tap  out  nonnsseeeence — gibberish  like  zzz- 
zllllllllllllllllllllllll  and  c  cc  for  rhe  neighboring 
key,  X. 

Wary  of  learning  new  tricks,  I  managed  by 
guile  for  years  to  produce  copy  the  old  way, 
cajoling  secretaries  and  copyreaders  into  feed- 
ing my  typewritten  pages  into  the  new  elec- 
tronic system. 

I'd  be  doing  that  now,  but  for  an  odd  turn 
of  circumstance.  My  wife  found  a  great  buy  on 
a  Macintosh.  It  got  its  nose  under  the  tent  just 
when  a  widget  on  my  typewriter's  ribbon- 
reverse  broke.  When  the  repair  guy  told  me 
how  much  it  would  cost  to  hand-machine  a 
replacement,  I  surrendered  and  entered  the 
computer  age.  Haven't  looked  back  since.  H 
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Add  Jack  Shaughnessy  to 
the  list  of  analysts  who 
think  interest  rates  are 
headed  higher.  Shaugh- 
nessy, director  of  research 
at  the  Advest  Group,  thinks 
real  gross  domestic  product 
will  grow  3%  in  1997,  com- 
pared with  2.5%  last  year, 
forcing  the  Fed  to  raise  the 
federal  funds  rate  25  basis 
points  (from  5.25%  to  5.5%) 
when  it  meets  this  month. 
"The  Fed  will  remind  the 
markets  about  getting  too 
carried  away  with  their  own 
euphoria,"  he  predicts. 
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How  does  Disney  manage  to  keep  earnings  growing 
so  smoothly  in  an  unpredictable  business? 


Mickey 
Mouse.  CPA 


By  Lisa  Gubernick 

As  the  Dow  Jones  industrials  broke 
7000  last  month  the  Dow  got  a  help- 
ing hand  from  Walt  Disney  Co.  Each 
point  Disney  moves  pushes  the  Dow 
up  3  points.  And  Disney  is  up  15 
points  over  last  year,  to  a  recent  high  of 
79.  Its  market  capitalization  is  $53  bil- 
lion, and  its  stock  trades  at  37  times  pro 
forma  earnings. 

Stocks  making  new  highs  are  com- 
monplace these  days,  but  not  those  of 
entertainment  companies.  Industry 
giants  Time  Warner,  Viacom  and  News 
Corp.  have  pretty  much  sat  out  the  last 
few  thousand  points  in  the  Dow. 

Why  is  Disney  different?  Because  of 
its  steadily  growing,  predictable  earn- 
ings, rare  in  the  entertainment  business. 
Wall  Street  rewards  this  dependability 
with  high  p/e  ratios. 

Last  year,  for  instance,  Disney's  pro 
forma  earnings  for  the  fiscal  year 
ending  Sept.  30  were  up  15%,  to  $2.23 
per  share.  Analysts  predict  Disney  will 
report  $2.65  a  share  this  year  and 
$3.15  in  1998. 

Look  a  little  closer,  though,  and  you 
see  a  less  glowing  picture.  What's  this 
business  about  "pro  forma"  earnings? 

Pro  forma  earnings  are  a  fiction.  It  is 
what  the  combined  company — Disney 
and  ABC — would  have  shown  had  the 
1996  merger  been  in  effect  before  it 
actually  took  place. 

Because  of  its  1996  acquisition  of 
ABC/Cap  Cities,  Disney's  most  recent 
annual  report  takes  some  deciphering. 
The  company  presents  two  sets  of 
numbers.  One  set  is  pro  forma — based 
on  the  fiction  that  the  merger  had 
already  taken  place. 


The  other  set  is  labeled  "as  report- 
ed." This  is  a  set  of  numbers  Disney 
actually  reported  in  1995.  In  1996  the 
reported  numbers  include  the  perfor- 
mance of  the  combined  company  only 
after  the  ABC  deal  was  consummated. 

Disney  advises  shareholders  and  Wall 
Street  analysts  to  focus  on  the  pro 
forma  numbers.  Well  they  might.  Pro 
forma  shows  continuing  earnings  gains. 

The  "as  reported"  numbers  are  not 
so  pretty.  "This  is  basically  a  company 
that  has  had  flat  earnings,"  says  finan- 
cial statement  analyst  Robert  Olstein, 
head  of  Olstein  Financial  Alert  Fund. 

If  you  look  at  reported  earnings, 
Olstein  is  right.  In  1995  Disney  report- 
ed net  income  of  $1.4  billion,  or  $2.60 
a  share.  Considerably  better  than 
Disney's  pro  forma  $2.23  in  1996. 

How,  then,  could  Disney  claim  a 
gain  in  its  pro  forma  earnings?  Because 
after  the  abc  purchase,  Disney  revised 
pro  forma  income  down  to  $1.94  a 
share.  It  did  so  in  part  by  writing  down 
the  value  of  assets  it  acquired  with  ABC. 

Confusing?  To  accountants,  maybe 
not — but  to  lay  people,  definitely.  Little 
wonder  most  people  are  content  to  do 
what  Disney  suggests  and  concentrate 
on  the  pro  forma  stuff.  Even  including 
many  Wall  Street  analysts. 

What  most  investors  almost  certain- 
ly overlooked  is  a  bit  more  Mickey 
Mouse  accounting  from  the  folks  in 
Burbank,  Calif.  This  is  called  purchase 
price  accounting.  Here's  how  it  works: 

According  to  the  rules  of  purchase 
price  accounting,  the  acquiring  com- 
pany writes  down  the  difference 
between  what  a  show  costs  the  selling 


company  and  what  the  acquiring  com- 
pany expects  to  receive  from  that  show 
in  revenues.  The  acquiring  company 
then  assigns  the  new  value  to  the  show 
when  it  puts  it  on  its  own  books.  So, 
if  the  buyer  decides  the  show  may  not 
be  a  hit,  it  ends  up  marking  down  the 
value  of  the  show  even  before  it  is 
released. 

What  if  the  show  does  better  than 
expected — that  the  acquirer  marked  it 
down  too  much?  The  "unexpected" 
revenues  end  up  enhancing  future 
earnings. 

Show  biz  is  notoriously  cyclical.  It's 
nearly  impossible  for  manufacturers  of 
entertainment  to  deliver  dependable 
earnings.  How  nice  to  end  up  with 
some  money  in  good  years  in  case  of 
future  setbacks. 

An  example:  Let's  say  Disney 
figures  it  bought  ten  episodes 
of  Ellen  that  cost  $12  million 
to  produce,  but  it  expects 
the  shows  to  generate  only 
$8  million  in  sales.  It 
would  then  write  the  pro- 
grams down  to  a  value  of 
$8  million. 

If,  later,  Ellen  did  better 
than  expected,  generating 
sales,  say,  of  $10  million, 
the  $2  million  difference 
would  be  considered 
profit. 

This  accounting  rule  can 
be  used  only  following  an 
acquisition,  and  its  impact  for 
entertainment  programs  general- 
ly lasts  only  a  couple  of  years,  the 
life  of  a  typical  show.  But  with  20-odd 
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shows  on  ABC  during  prime  time, 
Disney  can  end  up  with  lots  of  boosts. 

Capital  Cities  used  purchase  price 
accounting  back  in  1986  when  it 
acquired  ABC,  effectively  masking  what 
would  otherwise  have  been  a  post- 
merger  drop  in  earnings.  (Forbes,  Dec. 
28, 1987). 

We  don't  know  the  exact  impact  of 
purchase  price  accounting  at  Disney. 
Disney,  unlike  Cap  Cities  with  ABC  and 
Westinghouse  with  CBS,  chooses  not  to 
disclose  numbers.  "We  don't  tell  people 
our  park  attendance,"  says  a  Disney 
spokesman.  "We  don't  tell  people  our 
negative  costs.  We  don't  think  it's  a 
level  of  detail  we  need  to  provide."  In 
other  words,  no  comment. 

Forbes  has  learned,  however, 
that  purchase  price  accounting 
should  have  an  impact  at  Disney 
this  year.  It  will  help  keep  that 
earnings    momentum  up 
during  a  time  when  a  massive 
merger  could  impose  many 
unforeseen  and  unforesee- 
able costs. 

What  happens  when  that 
accounting  benefit  ends? 
"We  call  it  the  cliff,"  says  an 
executive  at  a  competing 
studio.  "Either  we  come 
through  with  real  earnings 


gains  or  we  fall  off  the  cliff."  A  Disney 
insider  insists  that  "there  is  no  cliff — 
just  steps." 

Let's  make  one  thing  clear:  We 
think  Disney  is  a  great  company  with 
great  assets  that  it  manages  well.  We 
are  highly  skeptical,  however,  that  it 
can  deliver  smoothly  rising  earnings 
indefinitely,  given  the  business  it's  in. 

Cliff.  Steps.  Call  it  what  you  will.  In 
promising  absolutely  predictable  earn- 
ings in  an  unpredictable  business, 
Disney  is  promising  the  impossible.  As 
Donald  Duck  would  say:  Quack, 
quack,  quack.  W 


Bridgestone's  Yoichiro  Kaizaki  couldn't  speak  English 
when  he  arrived  in  Akron,  Ohio,  but  he  understood 
one  key  American  phrase. 

The  buck 
stops  here 


By  Neil  Weinberg 


Bridgestone's 
president, 
Yoichiro  Kaizaki 
The  rubber 
workers'  union 
picketed  with 
anti-Japanese 
placards, 
and  boycotted 
Bridgestone/Fire- 
stone's  products. 
But  in  the  end  the 
strikers,  not 
Kaizaki,  blinked. 


No,  the  Japanese  didn't  blow  all  the 
money  they  spent  acquiring  things  in 
the  U.S.  Bridgestone  Corp.,  Japan's 
leading  tiremaker,  is  making  money 
on  its  1988  acquisition  of  Firestone 
Tire  &  Rubber  Co.  But  it  has  taken  a 
few  years. 

Bridgestone  went  after  Firestone 
because  the  tire  business  was  consol- 
idating globally  and  Bridgestone 
wanted  to  stay  in  the  game.  That 
meant  it  had  to  get  bigger.  That 
meant  it  needed  a  strong  foothold  in 
the  giant  U.S.  market.  Bridgestone 
went  after  Firestone. 

Italy's  Pirelli  SpA  had  the  same 
idea.  When  the  bidding  war  ended 
in  1988,  Bridgestone  paid  $2.6 
billion  for  Firestone — over  2Vz  times 
what  it  traded  for  when  the  bidding 


began — and  the  next  year  renamed  it 
Bridgestone/Firestone .  Bridgestone 
announced  it  would  pump  in  anoth- 
er $1.5  billion  to  modernize  Fire- 
stone's creaky  plants.  Oh,  well.  It  was 
only  dollars,  and  back  then  Japanese 
companies  were  swimming  in  dollars. 

Things  got  worse.  General  Motors 
didn't  want  to  do  any  favors  for  Japan, 
Inc.  and  yanked  what  was  said  to  be 
$240  million  in  business.  Over  the  three 
years  through  1992  the  U.S.  operation 
would  lose  $1  billion.  It  looked  like 
another  Japanese/U.S.  disaster. 

Bridgestone  turned  to  Yoichiro 
Kaizaki,  a  native  of  rural  Fukui  Pre- 
fecture, on  the  Japan  Sea  coast. 
Kaizaki  had  spent  three  decades  dili- 
gently working  his  way  up,  mostly 
through  Bridgestone's  nontire  oper- 


ations in  Japan.  He  could  speak 
hardly  a  word  of  English  when  he 
arrived  in  Akron.  He  was  57. 

Kaizaki  didn't  have  much  time  to 
spare  for  English  lessons.  He  had  to 
stop  the  bleeding.  But  where  was  it 
coming  from?  Kaizaki  recalls:  "With 
Bridgestone's  technology  [in  steel 
radial  tires]  and  all  the  money  we 
were  investing,  we  were  mystified 
that  Firestone  was  still  losing  money. 
The  problem  was  we  had  no  real 
leader.  So  I  said,  T  am  the  leader. 
Let's  make  a  profit  selling  tires.'  " 

Kaizaki  laid  down  hard  lines  of 
authority  and  accountability.  He 
divided  Bridgestone/Firestone  into 
21  operating  divisions,  each  with  its 
own  president.  Each  of  the  21  was 
given  one  of  those  Harry  Truman 
signs:  "The  buck  stops  here."  Each 
president's  pay  was  tied  to  his  divi- 
sion's performance.  With  Kaizaki  in 
charge,  Tokyo  headquarters  pumped 
in  more  money  to  raise  output  and 
improve  the  quality  of  Bridge- 
stone/Firestone's  steel  radial  tires. 
The  headquarters  were  moved  to 
Nashville,  Tenn. 

After  two  years  Kaizaki  was  recalled 
to  Tokyo  and  named  president  of  the 
parent  company.  Bridgestone/Fire- 
stone was  still  losing  money  in  North 
America,  but  at  least  there  was  now 
someone  in  charge  at  home  who 
understood  the  American  situation. 
High  wages  and  restrictive  work  rules 
made  its  plants  there  uneconomical. 

Kaizaki  sent  a  trusted  lieutenant, 
Masatoshi  Ono,  to  Bridgestone/Fire- 
stone. With  the  boss'  support  Ono 
tackled  the  tough  American  unions. 
They  would  have  to  agree  to  link 
wages  to  productivity  and  adjust 
work  hours  so  that  the  plants  could 
operate  around  the  clock. 

The  U.S.  United  Rubber  Workers' 
union  called  its  members  out  of  the 
plants  in  July  1994.  The  workers 
picketed  with  anti-Japanese  placards 
and  boycotted  company  products. 

Kaizaki  refused  to  cave  in.  He  told 
Ono  to  bring  in  replacements  and  to 
supply  Bridgestone/Firestone's  cus- 
tomers with  imported  tires. 

In  the  end,  but  not  without  a  bitter 
struggle,  the  strikers  blinked.  By  the 
time  the  walkout  ended,  ten  months 
after  it  began,  many  union  members 
had  already  returned  to  work.  The 
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holdouts  settled  for  $750  signing 
bonuses  and  their  new  union  for  pro- 
ductivity-linked raises  and  two  12- 
hour  shifts  seven  days  a  week.  GM,  too, 
returned.  In  1995  it  named  Bridge  - 
stone/Firestone  Supplier  of  the  Year. 

Bridgestone/Firestone  earned  an 
estimated  $180  million  for  its  parent 
last  year,  on  sales  of  close  to  $6.5  bil- 
lion. The  earnings  don't  come  close 
to  giving  a  good  return  on  the  $3.6 
billion  or  so  Bridgestone  has  poured 
into  Firestone.  But  as  a  strategic 
move  for  the  parent  company,  the 
acquisition  is  working  in  that  it  gives 
Bridgestone  a  major  presence  in  the 
U.S.  Kunihiko  Shiohara,  an  analyst  at 
Nomura  Research  Institute  in  Tokyo, 
figures  Bridgestone  earned  $586  mil- 
lion last  year  on  worldwide  sales  of 
$16.2  billion. 

Now  it's  the  home  plant's  turn. 
Bridgestone  is  an  old  Japanese  com- 
pany. Founder  Shojiro  Ishibashi  got 
started  making  rubber-soled  Japanese 
work  shoes.  In  1931  he  set  up 
Japan's  first  tire  company  and  named 
it  Bridgestone — his  surname  trans- 
posed in  English.  (His  heirs  still  own 
9.2%  of  the  Tokyo  Stock  Exchange- 
listed  firm.)  But  old  firms  can  get 
flabby,  and  Kaizaki  is  tackling  that 
with  the  same  determination  he  put 
into  Akron.  Employment  at  Bridge- 
stone's  Japanese  operations  is  down 
14%  since  1993,  to  13,700  workers, 
and  Kaizaki  has  halved  his  manage- 
ment ranks  as  well.  Bridgestone's 
rubber  products  output  per  worker 
has  increased  50%  since  1993,  to  the 
highest  level  in  Japan. 

Now  Kaizaki  is  turning  his  atten- 
tion to  building  new  factories  in  Cen- 
tral Europe  and  China.  In  India, 
Bridgestone  will  open  a  joint  venture 
plant  next  year  with  Tata,  that  emerg- 
ing economy's  leading  truckmaker. 

"We're  not  trying  to  overtake 
Goodyear  in  the  U.S.  or  Michelin  in 
Europe,  but  to  be  the  clear  number 
two  in  both  markets,"  says  Kaizaki. 
"If  we're  also  active  in  places  like 
South  America  and  the  Middle  East, 
we'll  reach  our  overall  goal." 

The  goal  is  to  win  20%  of  the 
world  market  by  2000,  making 
Bridgestone  the  industry's  undisput- 
ed global  leader.  In  a  business  where 
volume  is  the  key  to  profits  that's  a 
pretty  sound  goal.  ■ 


Out  of  the  headlines,  entertainment  mogul  Barry  Diller 
is  building  a  promising  new  empire.  He's  delighted  if 
you  are  skeptical  about  its  chances. 

Against  the  odds 

By  Robert  La  Franco 

After  a  period  of  being  one  of  the  "I  function  best  in  a  skeptical  envi- 

most  publicized  business  figures  in  ronment,"  says  Diller,  thinking  back 

the  land,  Barry  Diller  has  been  pretty  on  his  against-the-odds  victories, 

well  relegated  to  the  back  pages  There  was  his  big  success  with  ABC's 

recently.  Diller  says  he's  delighted.  made-for-TV  "movie  of  the  week." 


HSN,  Inc.  Chairman  Barry  Diller 
Skeptics  abound,  but  insiders  love 
to  watch  every  Diller  thriller. 
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There  were  his  miniseries  innovations 
in  the  1970s.  There  was  his  launch- 
ing of  the  Fox  TV  Network  in  1985. 
"What  I  have  done  in  the  past  that 
has  worked  best,"  he  tells  Forbes, 
"everyone  said  would  fail." 

Diller  has  been  busy  acquiring 
assorted  media  programming  and  dis- 
tribution assets.  The  main  pieces  are: 
The  Home  Shopping  Network,  the 
TV  shopping  channel;  a  dozen  uhf 
television  stations  in  major  markets; 
minority  interests  in  seven  more  uhf 
stations;  and  half  of  four  Fox-affiliat- 
ed VHP  stations. 

This  seeming  hodgepodge  sails 
under  the  banner  of  hsn,  Inc.,  of 
which  Diller  is  chairman,  chief  exec- 
utive and  1%  owner.  Recently  trading 
on  the  Nasdaq  at  $21  a  share,  HSN 
has  a  market  value  of  around  $964 
million. 

But  what  is  hsn?  Is  there  any  logic 
to  the  assorted  acquisitions?  Hence 
the  skepticism  about  Diller. 

The  answer  is  that  Diller  himself  is 
the  logic  that  ties  all  this  together. 


Moving  product  at  the  Florida  headquarters 
HSN's  chatty  hard  sell  works.  The  com- 
pany ships  25  million  packages  a  year. 


Each  of  the  ingredients  offers  Diller  a 
chance  to  try  out  different  ideas. 

Start  with  the  St.  Petersburg,  Fla.- 
based  Home  Shopping  Channel. 
With  revenues  last  year  of  $1.1  bil- 
lion, Home  Shopping  trails  $1.7  bil- 
lion (estimated  revenues)  QVC,  which 
Diller  used  to  run.  Diller  believes  that 
by  applying  his  ideas  he  can  greatly 
increase  the  value  of  the  network. 

How?  By  doing  what  he  did  at 
QVC:  offer  more  items  at  lower  prices. 
Fewer  pricey  diamond  necklaces  and 
more  lower-priced  silver  rings.  In 
hard  goods,  fewer  camcorders  and 
more  kitchen  appliances.  He  has  hired 
a  top  merchandiser,  James  Held,  a 
former  Bloomingdale's  executive  who 
helped  Diller  turn  QVC  into  the  indus- 
try leader  three  years  ago.  Losing 
money  two  years  ago,  the  Home 
Shopping  Channel  should  generate 
$55  million  in  aftertax  net  income 
this  year  on  $1.3  billion  in  revenues. 

This  year  the  two  men  will  also 
spend  $35  million  to  upgrade  the 
company's  20,000  phone  lines,  auto- 
mated phone  network,  credit  check 
system  and  distribution  outlets.  The 
upgrades  will  enable  Home  Shopping 
to  rent  its  system  to  outside  compa- 
nies that  want  to  sell  their  products 
through  toll-free  numbers.  Amway 
Corp.  is  an  early  customer. 

What  about  the  TV  stations?  Diller 
uses  hsn's  12  UHF  TV  stations  primarily 
to  broadcast  Home  Shopping  Network. 


Diller  wants  to  switch  the  shopping 
channel  to  cable  TV.  He  would  then  use 
the  stations  for  a  new  kind  of  program- 
ming that  he  calls  "CityVision." 

Diller  turns  coy  when  asked  for 
details  on  CityVision.  "We  have  a 
bulletin  board  full  of  ideas  in  the  next 
room,"  he  says,  "but  we're  not  ready 
to  talk  about  them  yet."  He'll  say 
only  that  CityVision  will  offer  target- 
ed programming,  such  as  a  Hispanic 
soap  opera  for  teens  in  Miami.  The 
network  might  also  challenge  local 
newspapers  and  TV  stations  with  its 
own  edgy  coverage  of  local  news  and 
culture.  Further  down  the  road  he 
sees  Internet  tie-ins  that  allow  view- 
ers to  get  information  about  products 
advertised  on  his  stations. 

There  have  been  rumors  that  the 
TV  stations  are  for  sale.  Money  man- 
ager Mario  Gabelli,  whose  funds  own 
1.7  million  hsn  shares  (including  con- 
vertible bonds),  figures  they  would 
fetch  at  least  $1  billion — if  current 
ownership  rules  are  relaxed. 

Diller  counters  the  rumor  by 
reminding  Forbes  that  he  made  his 
name  at  ABC  with  successful  pro- 
gramming. If  CityVision  is  successful, 
cable  operators  will  be  anxious  to  tap 
its  programs,  and  this  will  greatly 
increase  their  reach,  creating  a  sort  of 
network.  If  picked  up  by  cable  sys- 
tems in  each  of  their  current  broad- 
cast markets,  hsn's  stations  could 
reach  around  40%  of  all  U.S.  house- 
holds. With  just  5%  of  a  major  market 
audience,  each  of  the  12  stations 
could  be  worth  at  least  $300  million, 
Diller  figures.  So  why  sell? 

If  hsn  were  to  need  cash,  Diller 
could  sell  the  four  Fox-affiliated  sta- 
tions— in  Honolulu,  New  Orleans, 
Green  Bay  and  Mobile — that  came 
with  last  year's  acquisition  of  Savoy 
Pictures.  The  foursome  should  gen- 
erate close  to  $20  million  in  operat- 
ing cash  flow  this  year  and  could 
fetch  $300  million. 

"In  25  years  anybody  who  has 
been  skeptical  [about]  Barry  Diller 
has  been  a  fool,"  says  DreamWorks 
SKG  cofounder  Jeffrey  Katzenberg. 
Some  smart  investors  seem  to  agree. 
Capital  Research  Group's  Gordon 
Crawford  has  amassed  3.2  million 
HSN  shares.  Hollywood  billionaire 
David  Geffen  says  he  now  owns 
500,000  shares.  mm 
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Alex  Spanos'  instincts  have  served  him  well  in  the 
real  estate  business,  but  he  may  have  misjudged 
the  mood  of  the  citizens  of  San  Diego. 

A  game 
of  chicken 


By  Seth  Lubove 


Alex  Spanos  and  golf  pal  Bob  Hope  performing  at  a  November  1983  fundraiser 
Some  folks  in  San  Diego  aren't  amused  at  Spanos'  show. 


Even  in  an  industry  known  for 
bloated  egos,  real  estate  developer 
Alexander  Gus  Spanos  is  in  a  class  by 
himself.  "Goddamn,  Alex,  you  are 
good"  Spanos  exclaims  as  he  watches 
a  videotape  of  himself  hamming  it  up 
with  his  longtime  golfing  buddy  Bob 
Hope.  To  a  visitor:  "I'm  so  good,  it's 
unbelievable!" 

Spanos  does  plan  to  build  more 
apartments  this  year  than  any  other 
developer  in  the  country — 15,000 
units,  up  from  6,650  last  year.  He 
expects  to  be  way  ahead  of  more 
familiar  merchant  builders  like  Tram- 
mel Crow  Residential. 

Spanos  says  his  privately  held  A.G. 
Spanos  Cos.,  based  in  Stockton, 
Calif,  will  earn  $200  million  to  $300 
million  in  operating  income  this  year. 


We  can't  vouch  for  his  numbers,  but 
we  do  know  they  are  good.  The  son 
of  Greek  immigrants  started  the  busi- 
ness in  1951  with  an  $800  loan  from 
Bank  of  America. 

In  1986  tax  reform  all  but  wiped 
out  A.G.  Spanos'  largest  buyers  at  the 
time — real  estate  syndicators.  But 
Spanos  was  ready  for  that,  having 
sold  off  $45  million  in  raw  land  and 
paid  off  outstanding  loans. 

What  tipped  him  to  the  coming 
collapse?  Gut  feeling.  Spanos  says  that 
while  inspecting  a  proposed  develop- 
ment in  Denver  in  1984  he  counted 
43  construction  cranes  on  new  office 
buildings.  Too  much.  He  practically 
stopped  building  until  the  early  1990s. 

"I  have  the  greatest  instincts  in  the 
world,"  crows  Spanos.  Fair  enough. 


Until  now. 

Those  instincts  may  have  failed 
Spanos  recently  in  San  Diego,  where 
his  National  Football  League  team, 
the  Chargers,  plays. 

A  few  years  ago  Spanos  began 
making  noises  about  moving  the 
team  to  another  town.  Susan  Gold- 
ing,  San  Diego's  ambitious  mayor 
(and  recipient  of  campaign  contribu- 
tions from  Spanos  since  returned,  the 
mayor  claims),  and  the  city  fathers 
took  the  bait.  They  promised  to 
spend  $60  million  to  enlarge  the  Jack 
Murphy  stadium. 

Not  enough,  countered  Spanos.  In 
December  San  Diego  promised  to 
spend  an  additional  $18  million  on 
Jack  Murphy.  Included  in  the  addi- 
tional plans  was  new  luxury  seating. 
The  city  even  agreed  to  guarantee  the 
Chargers  average  sales  of  60,000  tick- 
ets per  Chargers  game  for  ten  years. 

But  Spanos'  tactics  backfired.  Local 
groups  opposed  to  tax  hikes  have 
sued  to  halt  construction  and  put  the 
entire  $78  million  on  the  ballot  as  a 
local  referendum.  According  to  a  poll 
in  San  Diego's  Union-Tribune,  the 
issue  would  fail  by  4-to-l. 

"They  [Spanos]  failed  to  do  their 
homework  before  they  went  into  this 
deal,"  says  Robert  Ottilie,  a  San 
Diego  lawyer  representing  a  citizens' 
organization.  "The  Spanos  group  was 
lulled  into  a  false  sense  of  confidence 
of  public  approval." 

On  orders  from  Mayor  Golding 
and  the  city  council,  San  Diego  went 
ahead  with  the  renovations  without 
holding  a  referendum.  A  local  judge 
will  soon  decide  whether  the  work 
can  continue  or  whether  the  funding 
must  be  approved  by  the  voters. 

Spanos  is  now  loudly  threatening 
to  pull  the  Chargers  out  of  San  Diego 
and  perhaps  move  the  team  to — 
shudder! — Los  Angeles.  Tightening 
the  screws,  the  National  Football 
League  is  warning  that  it  will  move 
next  year's  Super  Bowl,  planned  for 
San  Diego,  elsewhere. 

"It's  crazy,"  says  an  exasperated 
Dean  Spanos,  46,  the  eldest  of 
Spanos'  four  children  and  president 
of  both  the  construction  company 
and  the  Chargers.  "We're  an  owner 
that  wants  to  be  here."  But  one  that 
isn't  above  laying  a  little  bluff  on  the 
local  taxpayers.  HB 


Forbes  ■  March  10,  1997 


47 


runuun  LAunHnut 


Yen:  weak  and 
getting  weaker 


BY  ANDREW  J.  KRIEGER 


Andrew  J.  Krieger  is 
managing  director  of 
KB  Currency 
Advisors,  Inc.,  a  foreign 
currency  investment 
management  and 
hedging/overlay  firm 
based  in  Fort  Lee,  N.J. 
He  is  the  author  of 
The  Money  Bazaar. 


In  the  Nov.  18,  1996  issue  of  Forbes  I  pre- 
dicted that  the  Japanese  yen,  then  trading  at 
1 14.4  to  the  dollar,  had  a  lot  further  to  drop. 
It  is  now  at  124  Y/$.  You  haven't  seen  any- 
thing yet.  The  industrialized  world's  central 
bankers  are  making  noises  about  capping  the 
dollar's  strength  against  the  yen.  This  may 
delay  the  dollar's  next  upward  move  by  a  few 
weeks  but  not  halt  it.  The  Japanese  financial 
situation  is  becoming  progressively  more  omi- 
nous; the  yen  could  begin  to  tumble  wildly. 

Japan  has  recently  set  in  motion  plans  to 
hike  taxes  and  cut  spending,  thereby  putting 
at  great  risk  a  very  tenuous  recovery.  Interest 
rates  are  already  close  to  zero,  offering  only 
30  basis  points  per  annum  on  short-term 
deposits,  and  the  Bank  of  Japan  is  not  going 
to  hike  rates  to  further  damage  the  pitiable 
growth  prospects.  The  Japanese  stock 
market,  heavily  owned  by  foreign  money,  is 
extremely  weak,  and  prospects  for  a  sustained 
rally  are  dismal. 

All  this  translates  into  a  yet  weaker  yen.  The 
low  interest  rates  hold  no  appeal  for  investors, 
particularly  when  analyzed  on  a  relative  basis 
to  alternative  investments  around  the  globe. 
Investors  want  to  put  their  money  into  assets 
that  hold  the  promise  of  earning  a  good 
return.  For  that  reason,  forget  Japan. 

Massive  export  of  capital  from  Japan  con- 
tinues as  a  result  of  reform  and  deregulation. 
Money  is  pouring  out  of  that  country  into 
higher-yielding,  fixed-income  markets  such 
as  the  U.S.  and  Britain,  and  this  process 
keeps  a  steady  supply  of  yen  coming  into 
world  markets.  If  foreigners  grow  weary  of 
their  Nikkei  holdings  and  decide  to  aggres- 
sively hedge  or  liquidate  their  yen-denomi- 
nated holdings,  then  the  steady  supply  could 
become  a  torrent. 

The  greatest  risk  in  Japan  right  now  is  the 
potential  downward  acceleration  of  the 
Nikkei,  coupled  with  a  collapsing  currency. 

It  is  worth  noting  that  the  Japanese  author- 
ities have  been  publicly  voicing  their  dismay 
with  the  dollar's  recent  surge  against  the  yen. 
Historically  the  Japanese  have  always  wel- 
comed a  weak  yen  because  it  allowed  them  to 
export  their  goods  more  profitably.  But  the 


Japanese  authorities  recognize  how  violent 
this  Japanese  fire  sale  could  become.  There 
are  very  few  economic  variables  in  Japan  offer- 
ing any  real  appeal  for  investors,  and  there  are 
plenty  of  reasons  for  investors  to  bail  out.  Fur- 
thermore, the  one  thing  the  Japanese  authori- 
ties fear  more  than  anything  else  is  a  resur- 
gence in  global  protectionism  toward 
Japanese  products. 

In  short,  a  weaker  yen  is  welcome  in  Japan. 
But  it  would  be  politically  imprudent  for  the 
Japanese  to  admit  it  because  that  could  be 
interpreted  as  an  explicit  attempt  to  engineer 
yen  devaluation,  thus  raising  the  ire  of  foreign 
competitors. 

What  about  those  threats  from  the  G-7  eco- 
nomic authorities  to  intervene  against  the 
dollar?  This  may  cool  down  the  speculators, 
but  only  for  a  few  weeks.  As  long  as  Japan 
continues  its  current  monetary  and  fiscal  mix, 
which  is  quite  yen-negative,  intervention  will 
be  ineffective. 

How  far  down  can  the  yen  go?  At  a  mini- 
mum down  to  around  130  Y/$,  and  quite 
possibly  to  140  Y/$. 

Japan  risks  the  potential  downward 
acceleration  of  the  Nikkei,  coupled 
with  a  collapsing  currency. 


If  you  do  business  in,  or  compete  against, 
Japan,  be  forewarned.  For  those  of  you  with  a 
taste  for  speculating  in  currencies,  I  recom- 
mend taking  profits  on  the  position  I  suggest- 
ed five  months  ago:  The  option  price  on  the 
one -year  dollar  call  against  the  yen  with  a 
strike  price  of  120  Y/$  was  0.9%  then;  today 
it  is  3.5%.  A  nice  ride.  I  would  wait  four  or 
five  weeks  for  the  markets  to  digest  the  G-7 
authorities'  intervention  threats.  Then  I 
would  start  buying  more  dollar  calls  against 
the  yen.  As  I  said,  you  probably  haven't  seen 
anything  yet. 

In  the  Feb.  10  issue  I  advised  readers  to 
take  profits  in  their  Swiss  franc  puts  and  wait 
for  a  more  opportune  time  to  reenter  the 
market.  Since  then  many  of  the  speculative 
long-dollar  positions  have  been  liquidated, 
and  the  dollar  has  sold  off  several  percentage 
points.  At  this  time  I  would  recommend  long- 
dated puts  against  the  deutsche  mark.  Volatili- 
ty is  at  historically  low  levels,  and  asymmetri- 
cal risk  for  a  higher  dollar  is  huge. 

The  deutsche  mark  will  very  likely  continue 
to  weaken  over  the  next  year  as  long  as  the 
emu  looks  to  be  a  likely  bet.  Buy  the  18- 
month  1.80  $/calls  for  0.8%  in  order  to  cap- 
ture the  next  upswing  in  the  dollar.  M 
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Solarized  Colortzation 
"Turn  It  On" 


THE  BOLD  LOOK 

KOHLER 

Sure,  there's  new  and  different  and  then  there's  our  revolutionary  BodySpa.™  Using  just  37  gallons  of 
water  (think  small  bath),  this  ingenious  bit  of  engineering  can  actually  generate  80  gallons  per  minute  of 
pure  massage.  What's  more,  you  control  the  power... from  invigorating  jets  to  drenching  waterfall.  So 
much  for  tension.  See  the  Yellow  Pages  for  a  Kohler®  Registered  Showroom.  For  product  literature,  send 
$8  to  Kohler  Co.,  Dept.  NX3,Kohler,  Wl  53044  or  call  1-800-220-2291,  ext.  NX3. 

Utility  and  Design  Patents  Pending.  ©  1995  by  Kohler  Co 


Success  starts  with  an  attitude.  A  confidence 
that  you  can  integrate  ideas  with  knowledge  to  change 
forever  the  way  business  approaches  a  challenge. 
The  greater  the  resources,  the  greater  the  possibilities. 


With  all  its  talk  about  balanced  budgets,  the  White  House  is  increasing  spending. 


Bipartisan 
blather 


$1.88 


Fiscal  year 
'98  budget 


$bi  1 1  ions 
$1.9 


By  Peter  Brimelow 

Remember  the  Battle  of  the  Budget?  At  its 
height,  Forbes  pointed  out  that  beneath  the 
rhetoric  both  sides  had  actually  agreed  on 
an  impressive  rollback  of  the  Govern- 
ment Grab — federal  spending  as  a 
share  of  the  economy  ("Pinko 
wimps  and  mad  ax  persons," 
Dec.  18,  1995). 

That  was  then.  This  is 
now — and  the  situation  is 
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Federal  spending 
inches  up,  especially 
in  remaining  Clinton 
years.  Federal  GDP 
share  still  falls 
(below),  but  not 
as  fast. 


2000 
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Clinton's 
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2001 
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Federal  spending 
as  a  percent  of  GDP 


Fiscal  year 
'98  budget 


reversing  ominously.  Beneath 
the  boring  bipartisan  blather,  spending 
is  creeping  up  (see  upper  chart).  In  his  recently 
released  five-year  budget — technically  for  fiscal  year 
1998 — President  Clinton  rewards  himself  with  radier  more 
of  your  money  in  his  second  term  than  he  dared  a  year  ago. 
The  detailed  Republican  response  is  not  yet  available.  But  if 
bipartisanship  prevails,  does  it  matter  what  the  Republicans  say? 
Eventually,  the  old  and  new  Clinton  five-year  plans  converge. 
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Research:  Edwin  S.  Rubenstein, 
Right  Data  Associates. 
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Source:  Office  of  Management  S  Budget. 
Administration's  budget  FY  V7,  FY  V8. 
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E NT  STILL  COMES  WITH  A  DOU 


Our  reputation  is  founded  upon 
unstinting  devotion  to  innovation 
and  outstanding  craftsmanship, 
since  1835,  this  proud  heritage  has 
nurtured  the  entire  world  of 
holland  &  holland  -  inspiring  us  to 
vt6  items  of  unsurpassed  refinement, 
the  finest  traditional  materials, 


THE  WORKMANSHIP  OF  SKILLED  HANDS 
AND  AN  EXACTING  ATTENTION  TO  DETAIL 
AND  DESIGN  FIND  EXPRESSION  IN  A  UNIQUE 
COLLECTION  FOR  THE  OUTDOOR  WAY  OF 
LIFE  -  ALL  CELEBRATING  THE  DISTINGUISHED 
LINEAGE  OF  HOLLAND  &  HOLLAND. 
FOR  MORE  INFORMATION  PLEASE  CALL 

1  -800-SINCE-1  835. 


CHARTICLE 


Federal  spending  as  a  percent  of  GDP 
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not  until  2002 — under  the  next  President.  And  only  then 
because  over  half  the  cuts  are  supposed  to  be  from  hoped- 
for  reductions  in  defense  and  interest  expenditures. 

The  Government  Grab  is  still  projected  to  lessen  as  a 
share  of  gross  domestic  product  (see  lower  chart,  p.  52). 
But  not  as  fast.  And  after  2002  the  baby-boomers  hit  the 
entitlement  net.  That  will  grow  the  Grab  beyond  an  esti- 
mated 37%  GDP  by  2030  . . .  unless  something  is  done. 

Looked  at  more  closely,  the  situation  seems  still  more 
ominous.  Clinton  Administration  GDP  growth  projections 


appear  moderate.  Indeed,  the  consensus  of  50  economists 
polled  by  the  Sedona,  Ariz. -based  Blue  Chip  Economic 
Indicators  is  slightly  more  optimistic. 

But  the  Blue  Chippers  expect  significandy  higher  inter- 
est rates.  This  would  boost  the  net  interest  burden  on  the 
federal  debt.  Recalculating  the  Government  Grab  using 
Blue  Chip  assumptions  suggests  it  will  not  really  dimin- 
ish during  the  remainder  of  the  Clinton  Era  (see  chart 
above).  And  at  the  end,  there  will  still  be  a  federal  deficit 
(see  below).  WU 
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If  a  problem  is  taken  care  of  before  it 
becomes    a  problem... 


did    it    ever  exist? 

Networking  isn't  a  new  concept.  Even  with  the  current  crescendo  of  talk  about  the  Internet, 
intranets  and  now,  extranets,  the  basic  principles  haven't  changed  much  in  years.  But  the  increasing 
problems  of  implementation,  complexity  and  security  certainly  have.  Which  can  be  more  than  a  little 
worrisome  when  you  have  to  trust  your  mission-critical  business  processes  to  a  network. 

Perhaps  you  should  consider  MCI:  Why?  Because,  although  well  known  for  communications,  we're 
very  much  a  mainstream  supplier  of  information  technology,  with  MCI  SystemhouseSM  rated  by  industry 
analysts  as  a  leader  in  client/server  consulting.  In  fact,  we  can  deliver  end-to-end  solutions  for  all 
your  networking  needs,  from  global  to  desktop.  And  because  we  create  networks  using  pre-patte rned, 
pre-proven  architectural  modules,  their  functionality  and  reliability  are  never  in  doubt. 

To  find  out  more  about  MCI,  visit  our  Web  site  at  www.mci.com  or  call  1-800-368-6547.  It  could 
be  the  beginning  of  the  end...  of  your  problems. 


©  1997  MCI  Telecommunications  Corporation 

All  rights  reserved  Is  this  a  great  time,  or  what9  is  a  service  mark  of  MCI 


Is  this  a  great  time, orwhat? 


MCI 


1W7  Louis  Bkh  Company 


How  to  make  Sam's  Classic  Turkey  with  Four-On-The-Floor. 
Louis  Rich'  Carving  Board  "brand  uses  lean  cuts  of  meat,  expertly 
seasoned,  then  smoked  or  roasted,  for  a  traditional  taste  and  texture. 
Try  this  recipe,  and  see  if  you  don't  agree.  Louis  Rich  Carving  Board"' 
Smoked  Turkey,  French  Bread,  Kalamata  Olive  Spread,  Sliced  Tomato, 
Colby  Cheese,  Leaf  Lettuce,  Grilled  Sweet  Peppers  and  Onions. 


Louis  Rich  Carving  Board "  brand  has  the  traditk 
taste  and  texture  that  will  make  you  think  it  was  sliced  right 
off  the  breast.  And  that  makes  going  to  the  supermarket  one  of 

sam  s  favorite  drives.  LOUIS  RICH.  What  ll  you  make  of  it? 


To  reach  U.S.  nutrition  levels  for  an  exploding  population,  the  world  will  have  to  boost 
food  production  sixfold.  Is  biotech  the  answer?  Monsanto  bets  its  future  it  is. 

Monsanto  v.  Malthus 


By  Robert  Lenzner  and  Bruce  Upbin 

As  mankind  extends  control  over  the 
environment,  fears  of  famine  fade, 
even  though  world  population  grows 
by  800  million  per  decade  and  is 
expected  to  double,  to  1 1  billion,  by 


2100.  To  keep  up  with  this  growth 
and  to  raise  world  nutrition  standards 
to  U.S.  levels  will  require  a  sixfold 
increase  in  food  production. 

Biotech  will  lead  the  way  toward 


making  that  goal  attainable,  says 
Robert  Shapiro,  Monsanto  Co.'s  wiry 
58-year-old  chairman  and  chief  exec- 
utive officer.  Genetically  superior 
crops  of  corn,  wheat,  tomatoes  and 


Monsanto's  Robert  Shapiro 
Going  boldly 
into  biotech. 
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Active  partnership  is  powered  by  the  ability  to  adapt  to  our  customers'  specific  needs  and 
circumstances  as  a  matter  of  policy.  By  not  adhering  to  rigid  forms  and  structures,  we  can  work 
together  to  create  custom-tailored  risk  management  products  and  solutions  that  yield  superior  results  in 
areas  like  cost  management  and  customer  service.  As  a  member  of  The  Worldwide  Zurich  Insurance  Group, 
we  provide  extensive  financial  strength,  and  offer  long-term  active  partnership  to  you.  For  more 
information,  contact  your  agent  or  broker,  or  call  1-800-382-2150  today. 


ZURICH-AMERICAN 

INSURANCE  GROUP 

The  Power  of  Partnership 

A  MEMBER  OF  THE  WORLDWIDE  ZURICH  INSURANCE  GROUP 


soybeans  will  yield  larger  harvests. 
Biotech  improvements  in  the  food 
supply  will  help  prevent  illness  and 
boost  human  productivity.  Shapiro 
speaks  of  "nutraceuticals" — food 
with  built-in  healthful  properties. 

Pie  in  the  skv?   Maybe,  but 
Shapiro  is  betting  his  $9  billion  com- 
pany on  it.  Since  becoming  chairman 
and  chief  executive  in  1995,  Shapiro, 
a  lawyer  by  training,  has  intensified 
the  transformation  of  Monsanto 
from  a  pioneering  chemical  com- 
pany to  a  cutting-edge  bioengineer- 
ing  outfit  with  a  concentration  on 
food  and  nutrition. 

It  is  a  bold  vision,  and  the 
board  has  taken  major  steps  to 
implement  it.  In  December 
1996    Shapiro  announced 
Monsanto's  intent  to  spin  off  ^ 
its  $3  billion  (sales)  chemicals 
business,  the  old  heart  of  the 
company,  to  shareholders  some- 
time in  1997. 

What's  left?  A  $2  billion  drug  divi- 
sion, most  of  it  under  the  Searle 
name;  a  $1.2  billion  food  ingredients 
division;  and,  dearest  to  Shapiro's 
vision,  a  $3  billion  maker  of  agricul- 
tural products.  This  $6  billion  collec- 
tion of  companies  is  positioned  to 
cash  in  on  the  biotech  revolution  of 
the  future. 

Shapiro  is  aggressively  continuing 
the  positioning.  In  1996  alone  he 
spent  $750  million  buying  ownership 
interests  in  a  number  of  other  biotech 
companies  in  order  to  get  access  to 
their  technology,  their  distribution 
channels  and  their  partnerships.  They 
include  Calgene  (54%),  DeKalb 
Genetics  (40%),  Ecogen  (10%)  and 
Agracetus  (100%). 

Last  month  Shapiro  made  two 
more  aggressive  moves.  Monsanto 
offered  to  buy  the  rest  of  Calgene  for 
$217  million.  It  also  ponied  up  $1 
billion,  a  stiff  23  times  sales,  for 
Holden's  Foundation  Seeds  and  two 
of  its  distributors. 

Wall  Street  loves  Shapiro's  concept. 
Monsanto  sells  for  close  to  23  times 
earnings.  A  pure  chemical  stock  like 
Dow  Chemical  sells  for  just  10.5 
times  earnings. 

Now  that  he  has  the  pieces,  the 
challenge  is  to  fit  them  together. 
"The  next  big  increment  in  value," 
he  says,  "is  in  trying  to  manage  as  a 


Old  potato  equals  waste 


4  million  lbs. 
of  raw  materials 
+ 

energy  from 
1,500  barrels  of  oil 

3.8  million  lbs. 
of  inert  ingredients 
+ 

1.2  million  lbs. 
of  insecticide 


5  million  lbs. 
of  formulated  product 
in  180,000  containers 

and  packages 


150,000  gallons  of  fuel  to 
distribute  and  apply 


Less  than  5%  of 
insecticide  reaches 
target  pest 


Source:  Monsanto 


Monsanto's  NewLeaf  Plus  potato  will 
enable  growers  to  reduce  the  amount 
of  resources  listed  above  that  are 
necessary  to  control  certain  insects 
and  viruses.  Science  simplifies: 
Monsanto's  potato  will  be  protected 
from  insects  and  viruses  by 
biotechnology  instead. 


coherent  system  the  entire  process, 
from  seed  to  crops  to  food  to  health 
and  wellness." 

The  genetically  engineered  potato 
Monsanto  hopes  to  have  on  the 
market  soon  after  2000  is  an  example 


of  how  Shapiro  hopes 
to     improve  health 
through  biotech. 
Scientists  with  the  St.  Louis, 
Mo. -based    company  have 
rearranged      the  genetic 
sequence  of  the  potato  to  make 
it  higher  in  starches  and  lower  in 
|  water.  When  it's  cut  into  french  fries, 
%  the  genetically  engineered  potato 
2  absorbs  less  oil  in  the  deep  fryer.  The 
§  resulting  taste  won't  change,  but 
^  hopefully  you  won't  get  any  more 
limp  french  fries  at  McDonald's. 
The  company  says  this  potato  will 
french  fry  crispy  on  the  outside 
>    and  fluffy  on  the  inside,  but  it  will 
end  up  with  a  lot  less  saturated  fat. 

Shapiro's  optimism  is  bolstered  by 
the  success  of  Monsanto's  herbicide, 
Roundup,  the  bestselling  weedkiller 
in  the  world.  Roundup  is  not  the 
result  of  biotech,  but  crops  that 
are  genetically  modified  to  tol- 
erate Roundup  will  benefit 
from  biotech. 

Last  year  Roundup, 
selling  for  roughly  $50 
per  gallon  retail  in  the 
U.S.,  accounted  for  about 
25%  of  Monsanto's  sales  and  be- 
tween 40%  and  50%  of  its  operating 
profit  (chemicals  were  only  24%  of 
profits). 

However  Roundup's  U.S.  patent 
expires  in  2000.  Prices  have  been 
halved  in  overseas  markets  where  the 
patent  has  already  expired.  By  the 
time  the  U.S.  patent  expires,  Shapiro 
hopes  that  part  of  the  slack  will  be 
taken  up  with  his  Roundup  Ready 
line  of  genetically  engineered  seeds. 
Already  on  the  market  are  seeds  for 
soybeans  and  canola.  Due  out  this 
spring  is  Roundup  Ready  cotton- 
seed. The  company  expects  corn  to 
be  ready  in  1998.  The  plants  pro- 
duced from  these  seeds  have  a  built- 
in  natural  resistance  to  Roundup 
herbicide.  Farmers  can  now  use 
Roundup  before  and  after  their 
plants  sprout.  Roundup  Ready  soy- 
bean seed  flew  off  the  shelves  in  its 
1996  launch. 

Restrictions  that  Monsanto  put  on 
the  use  of  Roundup  Ready  last  year 
angered  some  farmers  who  bought 
the  seed.  They  were  not  allowed  to 
save  or  reuse  any  seed  created  with 
Monsanto  gene  technology.  Also, 
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You're  in  busines, 
to  be  the  best... 


Your  world  revolves  around  succeeding.  So  surround  yourself 
with  the  world-class  technology  and  reliability  of  Toshiba.  Then, 
you'll  know  you've  got  what  it  takes  -  including  the  Toshiba  Quality 
Commitment  -  a  guarantee  that  says  the  best  will  be  there  for  you, 
come  what  may.  With  Toshiba  Copiers  and  Fax,  you're  in  business. 
Connect  with  the  Toshiba  authorized  dealer  nearest  you.  Call 
1-800-GO-TOSHIBA  or  visit  our  Website:  http://copier.toshiba.com 
or  http://fax.toshiba.com 

In  Touch  with  Tomorrow 

TOSHIBA 

COPIERS  ♦  FAX 


NOW  YOU  CAN  GO  FROM  LOST 
TO  FOUND  AT  THE  SPEED  OF  LIGHT. 


Introducing  Seville  STS  with  OnStar. 
A  satellite/cellular  communications  system  so  advanced,  it  gives 
you  power  no  BMW  or  Mercedes-Benz  can  match. 

You're  in  the  middle  of  nowhere. ..or  maybe  in  the  middle  of  Manhattan.  And  you're  lost. 
In  ordinary  cars,  you  have  to  start  looking  at  maps  or  ashing  strangers  for  directions. 
But  in  a  Seville  STS  with  the  OnStar  System,  you  just  press  a  single  button  on 
your  OnStar  cell  phone.  $  OnStar  is  a  powerful  new  way  for 
you  to  take  control  of  your  destiny.  It  utilizes  a  unique, 
interactive  automotive  communication 
system  connected  to  Global 
Positioning 


Satellite  technology. 
And  it  provides  you  and  yout\ 
TS  with  speed-of-light  access  to  security 
and  information  that  no  BMW,  Mercedes-Benz  or  Lexus 
even  offers.  OnStar  works  by  using  a  voice-activated  hands- 

free  cell  phone  linked  to  the  special  24-hour  OnStar  Center.  There,  OnStar  advisers 


adillac.com 


use  satellites  to  quickly  find  you  and  direct  you  to  your  destination.  If  you 
loch  your  keys  inside  the  car,  OnStar  can  electronically  unlock 
the  driver's  door  for  you.  It  can  help  guide  you  to 
restaurants,  hotels  or  service  stations. 
Track  your  STS  if  it's  ever 
stolen.  And  send 


road- 
side  assistance  at 
your  request.  OnStar's  sophisti- 
cated technology  can  even  detect  if  your 
Seville's  air  bags  have  deployed  and  can  send  help  if  you 
need  it.  m^B  So  now,  in  addition  to  all  the  power  and  handling  of  the 
Norths  tar  System,  the  1997  Seville  STS  gives  you  a  choice  that  has  never  existed 

before:  Enjoy  the  exhilarating  speed  and  convenience 

Aided  by  a  series  of  Global 

te^s^S^S  H^miP   of  satellite  technology  at  your  fingertips.  Or  drive 

something  else... and  be  lost  without  it. 


OnStar's  unique  electronic  circuitry 
id  voice-activated  cell  phone  provide 
an  instantaneous  direct  link  . 


to  an  adviser-staffed,  round-the-clock 
OnStar  Center,  ready  to  assist  you  with 
directions,  information,  theft  detection/ 
tracking  and  emergency  service. 


SEVILLE  STS 

THE  POWER  IS  YOURS 


SEVILLE  STARTS  AT  $39,995 

•AVAILABLE  TO  ORDER  $44,995  MSRP  FOR 
SEVILLE  STS  AS  SHOWN  EXCLUDES  DESTINATION 
CHARGE  Tax,  license  and  optional  ecunDment  extra 


|  SB  |  Always  wear  safet 


The  only  thing  worse  than  making  a  mistake 
is  refusing  to  admit  it.  Give  Maytag  credit 
for  deciding  to  scrap  its  worldly  ambitions. 

Global, 
schmobal 


they  were  not  allowed  to  use  any 
other  herbicide  that  contained 
glyphosate — the  active  ingredient  in 
Roundup  herbicide.  Last,  they  had  to 
allow  field  inspectors  to  review  the 
progress  of  the  crops. 

In  response  to  farmer  unrest,  Mon- 
santo rescinded  the  requirement  that 
some  farms  be  inspected. 

Shapiro  must  also  worry  about  the 
modern-day  Luddites,  who  fear  sci- 
entific advances.  "What  used  to  be  an 
antinuclear  group  is  now  an  anti- 
biotech  group,"  Shapiro  says. 
"People  are  worried  that  we  are  tin- 
kering with  fundamental  forces  that 
are  more  powerful  than  we  are." 
European  food  processors,  who  buy 
25%  of  America's  soybeans,  are  leery 
of  using  genetically  engineered  food. 

Monsanto  had  problems  with  one 
of  its  biotech  products,  Posilac,  which 
is  used  to  increase  a  cow's  milk  pro- 
duction. Its  original  label  warned  that 
the  growth  hormone  puts  cows  at 
"an  increased  risk"  of  udder  infection 
and  other  potential  health  problems. 
After  losing  money  for  several  years 
Monsanto  broke  even  with  Posilac 
last  year. 

Shapiro  is  also  fighting  rivals  in 
court  over  its  gene  patents.  Last 
October  Mycogen  sued  Monsanto, 
along  with  DeKalb  Genetics  and 
Delta  &  Pine  Land  Co.,  claiming 
ownership  of  the  process  for  produc- 
ing insect-resistant  seeds.  "We  have 
multiple  patents  and  other  patent 
applications,  some  of  which  are  in 
interference  with  other  parties,"  says 
Shapiro.  "But  at  the  end  of  the  day, 
we  believe  we'll  be  practicing  the 
technology." 

You  need  dreams  to  succeed  in 
business.  Shapiro  has  the  dreams.  The 
question  is:  Can  he  realize  them  in 
the  complicated  real  world? 

Personally,  Shapiro  and  his  senior 
lieutenants  have  put  their  money 
where  their  mouths  are.  As  a  group 
they  have  borrowed  $28  million  from 
the  company  since  last  May  to  buy  its 
stock  at  just  over  $30.  If  over  the 
next  four  years  the  stock  fails  to  out- 
perform 75%  of  the  s&P  industrials, 
the  executives  will  have  to  pay  the 
loan  back. 

Shapiro's  fortune,  as  well  as  his 
reputation,  is  riding  on  Monsanto's 
biotech  dreams.  MS 


By  Bruce  Upbin 

Leonard  Hadley's  deep,  resonant 
voice  falls  to  a  mutter  when  he's 
asked  why  his  resurgent  company's 
earnings  are  valued  by  Wall  Street 
well  below  those  of  Whirlpool,  his 
archrival.  "It's  a  bit  of  a  frustration," 
grimaces  the  62 -year-old  chief  execu- 
tive of  Maytag  Corp.,  the  $3  billion 
(sales)  appliance  manufacturer. 

Maytag  is  paying  the  price  for  an 
ill-fated  expansion  spree.  In  the 
1980s  the  company  spent  over  $800 
million  to  pick  up  such  white  goods 
brands  as  Hardwick,  Jenn-Air  and 
Magic  Chef.  In  a  bid  to  become  a 
more  global  player,  in  1989  Maytag 
spent  $950  million  for  Chicago  Pacif- 
ic, the  parent  company  of  Hoover, 
the  internationally  known  vacuum 
cleaner  maker. 

The  acquisition  binge  was  a  disas- 
ter. Earnings  dropped  steadily  from 
nearly  $2  a  share  in  1987  to  less  than 
50  cents  a  share  in  1993,  when  a 
foolhardy  promotion  in  Europe  offer- 
ing appliance  buyers  free  transatlantic 
flights  ballooned  costs  without  doing 
much  for  sales.  The  flop  cost  $60 
million  in  pretax  earnings. 

In  1992  Maytag  Chief  Executive 
Daniel  Krumm  retired  after  18  years 
at  the  helm.  The  board  chose 
Leonard  Hadley,  a  farmer's  son,  an 
accountant  and  a  33-year  company 
man,  to  succeed  Krumm. 

It  was  a  painful  decision,  but 
Hadley  bit  the  bullet.  Maytag  began 
pulling  back  to  the  U.S.  He  sold 
Maytag's  Australia  business  in  1994, 
and  the  next  year  he  got  rid  of  the 
European  business.  Today  Maytag 
gets  just  6%  of  its  sales  overseas, 
versus  21%  in  1990. 


Maytag  may  have  lost  face,  but  it 
gained  strength.  Last  year  it  earned 
around  $160  million,  $1.60  a  share, 
and  most  analysts  think  earnings  will 
exceed  $1 .80  a  share  this  year.  This  is 
a  marked  improvement  over  the 
$1.35  of  1995. 

Meanwhile  long-term  debt  is  down 
38%  and  Maytag's  returns  on  equity 
and  capital — 18%  and  12%,  respec- 
tively— are  twice  Whirlpool's.  Maytag 
had  enough  surplus  cash  to  buy  back 
5%  of  its  shares  last  year. 

"The  word  global  is  a  little  like  the 
word  cancer,"  Hadley  says.  "One 
word  is' used  to  cover  a  wide  range  of 
issues."  A  point  worth  pondering: 
Just  as  there  are  many  kinds  of 
cancer,  so  there  are  many  kinds  of 
foreign  markets.  "If  you  focus  on  the 
real  issues,  you  may  get  a  different 
answer  than  if  you  focus  on  the  [big 
picture],"  Hadley  says. 

The  answer  Hadley  has  arrived  at  is 
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Maytag 

Chief  Executive 
Leonard  Hadley 
"The  word  global 
is  a  little  like  the 
word  cancer,"  he 
says.  "One  word 
is  used  to  cover 
a  wide  range 
of  issues." 


this:  Go  overseas,  but  pick  your  spots 
carefully.  Maytag  is  putting  $70  mil- 
lion in  cash  investment  over  the  next 
few  years  into  a  joint  venture  with 
Hefei  Rongshida,  a  Chinese  appliance 
maker  that  produces  10%  of  all  wash- 
ers in  China.  Maytag  is  not  about  to 
tell  the  Chinese  how  to  do  business 
in  China.  It  is,  however,  going  to 
help  improve  their  manufacturing 
processes,  teach  them  something 
about  marketing  and  help  them  with 
badly  needed  capital. 

At  home,  too,  Maytag  is  picking  its 
spots  carefully.  With  14%  of  the 
market,  Maytag  is  a  distant  third  in  the 
$13  billion  U.S.  major  appliance 
industry,  behind  Whirlpool,  with  35%, 
and  GE,  with  29%.  But  in  many  w  ays, 
it  is  in  the  best  part  of  the  market. 
With  its  reputation  for  quality,  Maytag 
gets  premium  prices  for  its  washers  and 
dryers.  Its  Super  Capacity  washer  sells 
for  $470.  Recently,  a  similar  Whirlpool 
went  for  $399.  So  on  lower  volume 


Maytag  generates  27%  gross  margins, 
against  Whirlpool's  22%. 

"Look  at  the  auto  industry," 
Hadley  lectures.  "Chrysler  was  writ- 
ten off  because  it  was  number  three, 
and  look  what  happened  there 
[Forbes,  Jan.  13].  The  M.B.A. 
theory  that  economies  of  scale  are  the 
only  way  to  succeed  is  flawed." 

Raytheon  Corp.'s  $1.5  billion 
(sales)  Amana  appliance  division  is 
just  over  an  hour  away  from  Maytag's 
headquarters  in  bucolic  Newton, 
Iowa.  Raytheon  just  spent  $9.5  bil- 
lion buying  gm's  Hughes  Electronics 
and  may  need  to  raise  some  cash. 
Would  Maytag  be  interested  in 
buying  Amana? 

No,  says  Hadley:  "Many  of  their 
businesses  are  ones  we've  either 
chosen  not  to  enter  or  exited.  The 
money  could  be  used  in  better  ways." 

Such  as?  Helped  by  the  success  of 
its  SteamVac  carpet  cleaners,  the 
company's   $600   million  (sales) 


Hoover  division  is  growing  at  least 
four  times  as  fast  as  the  major  appli- 
ances unit.  So  Hadley  is  spending 
$47  million  expanding  Hoover's  El 
Paso,  Tex.  plant. 

He's  also  moving  down-market  a 
bit.  Last  month  Hadley  trotted  out  a 
line  of  $399  washers  called  Performa 
by  Maytag.  Plus  he's  spending  $180 
million  on  a  new  line  of  refrigerators, 
Maytag's  weakest  product  line. 

Since  1989  Maytag  has  gone  from 
a  $3  billion  company  with  26,000 
employees  to  a  $3  billion  company 
with  fewer  than  17,000  employees.  It 
has  shed  nine  factories  and  seven 
product  categories. 

Meanwhile  rival  Whirlpool  contin- 
ues to  slug  it  out  in  Asia  and  Europe 
on  a  broad  scale.  Its  earnings  per 
share  dropped  26%  last  year.  In  cut- 
ting its  losses  and  admitting  defeat, 
Maytag  may  have  made  the  tougher 
decision.  We  suspect  it  may  well  have 
been  the  sounder  decision.  M 
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Of  course,  no  one  buys  a  sports  car  for  anything 
but  the  pleasure  of  driving  it.  When 

u 

you  use  the  Citibank  AAdvantage® 
card,  you'll  have  the  added  pleasure 
of  earning  one  AAdvantage  mile  on 
American  Airlines®  for  every  dollar  you 
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spend* The  Citibank  AAdvantage 
card  is  accepted  at  over  I  2  miilion 
locations.  (It's  sort  of  like  getting  a 
stack  of  miles  as  standard  equipment.) 
To  apply,  call  I-800-FLY-4444. 
Never  miss  another  mile. 


or  was  it  the  miles? 

•The  maximum  number  of  AAdvantage  miles  you  can  earn  with  the  Crtibank  AAdvantage  card  is  60.000  miles  per  calendar  year  (purchases  recorded  on  your  Jan  -  Dec  billing  statements).  American  Airlines 
AAdvantage  Platinum" and  AAdvantage  Gold"  members  are  excluded  from  this  limit  American  Airlines,  AAdvantage.  AAdvantage  Platinum  and  AAdvantage  Gold  are  registered  trademarks  of  American  Airlines.  Inc. 

American  Airlines  reserves  the  right  to  change  AAdvantage  program  rules,  regulations,  travel  awards,  and  special  offers  at  any  time  without  notice,  and  to  end  the  AAdvantage  program  with  six  months  notice. 
The  Citibank  AAdvantage  card  is  issued  by  Citibank  (South  Dakota).  N.A.  Use  of  credit  cards  for  vehicle  purchases  may  be  limited  by  state  law  or  dealer  policies.  ©  1 997  Citibank  (South  Dakota),  N.  A.  Member  FDIC 


Champion  Enterprises  moved  from  laggard  to  number  one  in  manufactured 
housing.  It  happened  because  a  new  boss  asked  a  simple  question. 

What  business  are  we  in? 


By  Howard  Rudnitsky 


Champion  Enterprises'  Walter  Young  in  a  furnished  manufactured  home 

Luck  and  timing  helped,  but  give  him  credit:  He  turned  a  sow's  ear  into  a  silk  purse. 


One  day  in  late  1989  the  telephone 
rang  in  Walter  Young  Jr.1s  office  at  die 
Henley  Group.  It  was  an  investment 
banker  telling  him  of  an  opportunity 
to  run  Champion  Enterprises,  the 
builder  of  manufactured  homes, 
recreational  vehicles  and  buses,  and  a 
whole  catalog  of  other  products. 
About  the  only  thing  Champion 
didn't  make  was  money.  It  had  lost 
$30  million  over  the  previous  five 
years,  and  banks  and  suppliers  were 
refusing  credit.  Chapter  11  was 
maybe  weeks  away. 

Hardly  an  alluring  prospect,  but 


Young  felt  his  opportunities  were  not 
very  bright  at  the  Henley  Group.  His 
22  years  of  experience  at  Henley,  B.F. 
Goodrich  and  Budd  Co.  had  pre- 
pared him,  he  thought,  for  running  a 
business.  "I  wanted  a  new  challenge," 
he  says.  "There  was  little  downside 
risk,  and  I  had  no  other  offers." 

Young  has  delivered,  in  spades. 
Some  six  years  later,  Champion 
Enterprises  has  sextupled  its  revenues, 
to  $1.6  billion.  Its  1996  net  earnings 
of  $70  million  (before  $17  million  in 
one-time  merger  charges)  represent- 
ed a  return  on  equity  capital  of  35%. 


To  be  realistic,  luck — or  rather 
timing — had  a  lot  to  do  with  the 
turnaround.  The  manufactured 
housing  business  was  close  to  its 
nadir  when  Young  stepped  in,  in 
the  spring  of  1990.  Prefabs  had  a 
rotten  reputation  for  quality, 
financing  for  them  had  dried  up 
in  the  wake  of  the  s&L  crisis,  and 
there  was  a  glut  of  apartment 
buildings.  Everyone  was  suffer- 
ing, but  Champion  fared  even 
worse.  It  had  fallen  far  behind 
others,  like  Fleetwood  and  Sky- 
line, in  unit  sales.  Its  stock,  which 
once  sold  at  32/4,  had  descended 
to  50  cents. 

Not  long  after  Young  moved 
into  his  new  offices,  the  business 
started  improving.  The  housing 
glut  was  absorbed,  and  credit 
again  became  available  for  buyers. 
Borrowers  today  can  get  15-  to 
20-year  loans;  in  the  late  1980s, 
if  they  could  even  get  a  loan,  it 
would  be  for  7  to  12  years.  Then 
quality  improved  and  unit  prices 
improved  as  the  balance  shifted 
from  single  units  to  wider  and 
fancier    multisection  homes. 
Today  52%  of  manufactured 
homes  shipped  are  multisection, 
versus  37%  in  1986.  Manufac- 
tured home  sales  as  a  percent  of 
new  single-family  home  starts 
recovered  from  16.5%  in  1989  to 
23.8%  in  1996,  says  Dillon,  Read 
analyst  Alexander  Marshall.  Sales  of 
manufactured  homes  are  today  an 
$11  billion  business,  up  from  about 
$4  billion  in  1991. 

That  was  the  timing  part.  Young's 
contribution  was  to  instill  some  disci- 
pline into  an  unfocused  company.  He 
started  by  asking  the  basic  question: 
What  business  are  we  m?  Not  making 
parts,  he  decided,  or  moneylending, 
but  supplying  affordable  housing.  He 
set  about  selling  Champion's 
"hobby"  businesses,  as  Young  called 


68 


Forbes  ■  March  10,  1997 


Now  men  who  suffer  from 

frequent  nighttime  urination  can... 


CARDURA8.  Tke  fast,  easy  treatment 
for  frequent  nighttime  urination  due  to  BPH. 

Frequent  nighttime  urination  is  a  common  and  bothersome 
symptom  of  benign  prostatic  hyperplasia  (BPH),  a  noncancerous 
enlargement  of  the  prostate  gland  occurring  most  often  in  men 
over  the  age  of  50. 

Cardura  is  a  simple,  once-daily  tablet  that  quickly  relieves 
urination  problems  caused  by  BPH,  meaning  your  bladder  can 
empty  completely  and  you  won't  have  to  wake  up  as  often  at 
night  to  go  to  the  bathroom. 

Cardura  may  begin  to  improve  urinary  flow — day  and  night — in 
as  little  as  1  to  2  weeks. 

Cardura  is  available  only  by  prescription. 

So  ask  your  physician  if  Cardura  is  right  for  you — if  it  is,  your 
doctor  can  provide  you  with  a  trial  pack  to  get  you  started. 

Cardura  can  cause  a  sudden  drop  in  blood  pressure  at  the 
beginning  of  treatment  or  if  you  miss  doses  and  then  start 
taking  the  medication  again.  You  may  feel  dizzy,  faint,  or 
light-headed,  particularly  after  getting  up  from  a  chair  or  bed. 
Speak  to  your  doctor  about  oral  medications  like  Cardura 
and  other  treatment  options  for  BPH  such  as  regular 
monitoring  of  the  condition  or  surgery. 

Please  see  important  information  on  the  next  page. 


ONCE-A-DAY  „ 

CARDURA© 

(doxazosin  mesylate)  iStlw 8mg 


Cardura.  Because  BPH  shouldn't  be  something  to  lose  sleep  over. 


CARDURA© 

(doxazosin  mesylate)^*™?'*,,  ^ 

PATIENT  INFORMATION  ABOUT  CARDURA® 
Generic  Name: 
doxazosin  mesylate 
FOR  BENIGN  PROSTATIC  HYPERPLASIA  (BPH) 


Read  this  information: 

•  before  you  start  taking  CARDURA*" 

•  each  time  you  get  a  new  prescription. 

You  and  your  doctor  should  discuss  this  treatment  and  your 
BPH  symptoms  before  you  start  taking  CARDURA"  and  at  your 
regular  checkups.  This  information  does  NOT  take  the  place  of 
discussions  with  your  doctor. 

CARDURA*  is  used  to  treat  both  benign  prostatic  hyperplasia 
(BPH)  and  high  blood  pressure  (hypertension).  This  information 
describes  CARDURA"  as  treatment  for  BPH  (although  you  may  be 
taking  CARDURA*  for  both  your  BPH  and  high  blood  pressure). 

What  is  BPH? 

BPH  is  an  enlargement  of  the  prostate  gland.  This  gland  surrounds 
the  tube  that  drains  the  urine  from  the  bladder.  The  symptoms  of 
BPH  can  be  caused  by  a  tensing  of  the  enlarged  muscle  in  the 
prostate  gland  which  blocks  the  passage  of  urine.  This  can  lead  to 
such  symptoms  as: 

•  a  weak  or  start-and-stop  stream  when  urinating 

•  a  feeling  that  the  bladder  is  not  completely  emptied  after 
urination 

•  a  delay  or  difficulty  in  the  beginning  ot  urination 

•  a  need  to  urinate  often  during  the  day  and  especially  at  night 

•  a  feeling  that  you  must  urinate  immediately. 

Treatment  Options  for  BPH 

The  four  main  treatment  options  for  BPH  are: 

•  If  you  are  not  bothered  by  your  symptoms,  you  and  your 
doctor  may  decide  on  a  program  ol  "watchful  waiting."  It  is 
not  an  active  treatment  like  taking  medication  or  surgery  but 
involves  having  regular  checkups  to  see  if  your  condition  is 
getting  worse  or  causing  problems. 

•  Treatment  with  CARDURA"'  or  other  similar  drugs.  CARDURA® 
is  the  medication  your  doctor  has  prescribed  for  you.  See 
"What  CARDURA®  Does,"  below. 

•  Treatment  with  the  medication  class  of  5-alpha  reductase 
inhibitors  (e.g.  Proscar").  It  can  cause  the  prostate  to  shrink. 
It  may  take  6  months  or  more  for  the  full  benefit  ol  finasteride 
to  be  seen. 

•  Various  surgical  procedures.  Your  doctor  can  describe  these 
procedures  to  you.  The  best  procedure  for  you  depends  on 
your  BPH  symptoms  and  medical  condition 

What  CARDURA®  Does 

CARDURA"  works  on  a  specific  type  of  muscle  found  in  the 
prostate,  causing  it  to  relax.  This  in  turn  decreases  the  pressure 
within  the  prostate,  thus  improving  the  flow  of  urine  and  your 
symptoms. 

•  CARDURA"  helps  relieve  the  symptoms  of  BPH  ( weak  stream, 
start-and-stop  stream,  a  feeling  that  your  bladder  is  not  com- 
pletely empty,  delay  in  beginning  of  urination,  need  to 
urinate  often  during  the  day  and  especially  at  night,  and 
feeling  that  you  must  urinate  immediately).  It  does  not 
change  the  size  ol  the  prostate.  The  prostate  may  continue  to 
grow:  however,  a  larger  prostate  is  not  necessarily  related  to 
more  symptoms  or  to  worse  symptoms.  CARDURA"  can 
decrease  your  symptoms  and  improve  urinary  flow,  without 
decreasing  the  size  of  the  prostate. 

•  If  CARDURA*  is  helping  you,  you  should  notice  an  effect 
within  1  to  2  weeks  after  you  start  your  medication.  CARDURA* 
has  been  studied  in  over  900  patients  for  up  to 
2  years  and  the  drug  has  been  shown  to  continue  to  work 
during  long-term  treatment. 

Even  though  you  take  CARDURA9  and  it  may  help  you, 
CARDURA®  may  not  prevent  the  need  for  surgery  in  the 
future. 

•  CARDURA®  does  not  affect  PSA  levels.  PSA  is  the 


abbreviation  for  Prostate  Specitic  Antigen.  Your  doctor  may 
have  done  a  blood  test  called  PSA.  You  may  want  to  ask  your 
doctor  more  about  this  it  you  have  had  a  PSA  test  done. 

Other  Important  Facts 

•  You  should  see  an  improvement  of  your  symptoms  within 
1  to  2  weeks.  In  addition  to  your  other  regular  checkups  you 
will  need  to  continue  seeing  your  doctor  regularly  to  check 
your  progress  regarding  your  BPH  and  to  monitor  your 
blood  pressure. 

•  CARDURA"  (doxazosin  mesylate)  is  not  a  treatment  lor 
prostate  cancer.  Your  doctor  has  prescribed  CARDURA*  for 
your  BPH  and  not  lor'prostate  cancer:  however,  a  man  can 
have  BPH  and  prostate  cancer  at  the  same  time.  Doctors 
usually  recommend  that  men  be  checked  for  prostate  cancer 
once  a  year  when  they  turn  50  (or  40  if  a  family  member  has 
had  prostate  cancer).  A  higher  incidence  of  prostate  cancer 
has  been  noted  in  men  of  African-American  descent  These 
checks  should  continue  even  if  you  are  taking  CARDURA." 

How  To  Take  CARDURA®  and  What  You  Should 
Know  While  Taking  CARDURA"  for  BPH 

CARDURA®  Can  Cause  a  Sudden  Drop  in  Blood  Pressure 
After  the  VERY  FIRST  DOSE.  You  may  feel  dizzy,  faint  or 
"light-headed,"  especially  after  you  stand  up  from  a  lying  or 
sitting  position.  This  is  more  likely  to  occur  after  you've  taken  the 
first  lew  doses  or  if  you  increase  your  dose,  but  can  occur  at  any 
time  while  you  are  taking  the  drug.  It  can  also  occur  if  you  stop 
taking  the  drug  and  then  restart  treatment.  If  you  feel  very  dizzy, 
taint  or  "light-headed"  you  should  contact  your  doctor.  Your 
doctor  will  discuss  with  you  how  often  you  need  to  visit  and  how 
often  your  blood  pressure  should  be  checked. 

Your  blood  pressure  should  be  checked  when  you  start  taking 
CARDURA"  even  if  you  do  not  have  high  blood  pressure 
(hypertension).  Your  doctor  will  discuss  with  you  the  details  of 
how  blood  pressure  is  measured. 

Blood  Pressure  Measurement:  Whatever  eguipment  is  used,  it 
is  usual  for  your  blood  pressure  to  be  measured  in  the  following 
way:  measure  your  blood  pressure  after  lying  guietly  on  your  back 
for  five  minutes.  Then,  after  standing  for  two  minutes  measure 
your  blood  pressure  again.  Your  doctor  will  discuss  with  you  what 
other  times  during  the  day  your  blood  pressure  should  be  taken, 
such  as  two  to  six  hours  after  a  dose,  before  bedtime  or  after 
waking  up  in  the  morning  Note  that  moderate  to  high-intensity 
exercise  can,  over  a  period  of  time,  lower  your  average  blood 
pressure. 

You  can  take  CARDURA"  either  in  the  morning  or  at  bedtime 
and  it  will  be  equally  effective.  If  you  take  CARDURA"  at  bedtime 
but  need  to  get  up  from  bed  to  go  to  the  bathroom,  get  up  slowly 
and  cautiously  until  you  are  sure  how  Ihe  medication  affects  you. 
It  is  important  to  get  up  slowly  from  a  chair  or  bed  at  any  time 
until  you  learn  how  you  react  to  CARDURA."  You  should  not  drive 
or  do  any  hazardous  tasks  until  you  are  used  to  the  effects  of  the 
medication.  If  you  begin  to  feel  dizzy,  sit  or  lie  down  until  you  feel 
better. 

•  You  will  start  with  a  1  mg  dose  of  CARDURA"  once  daily 
Then  the  once  daily  dose  will  be  increased  as  your  body 
gets  used  to  the  effects  of  the  medication.  Follow  your 
doctor's  instructions  about  how  to  take  CARDURA."  You 
must  take  it  every  day  at  the  dose  prescribed.  Talk  with  your 
doctor  if  you  don't  take  it  for  a  few  days  for  some  reason;  you 
may  then  need  to  restart  the  medication  at  a  1  mg  dose,  in- 
crease your  dose  gradually  and  again  be  cautious  about 
possible  dizziness.  Do  not  share  CARDURA"  with  anyone 
else;  it  was  prescribed  only  for  you. 

•  Other  side  effects  you  could  have  while  taking  CARDURA," 
in  addition  to  lowering  of  the  blood  pressure,  include  dizzi- 
ness, fatigue  (tiredness),  swelling  of  the  feet  and  shortness 
of  breath.  Most  side  effects  are  mild.  However,  you  should 
discuss  any  unexpected  effects  you  notice  with  your  doctor. 

•  Keep  CARDURA"  and  all  medicines  out  of  the  reach  of 
children. 

FOR  MORE  INFORMATION  ABOUT  CARDURA"  AND  BPH 
TALK  WITH  YOUR  DOCTOR,  NURSE,  PHARMACIST  OR 
OTHER  HEALTH  CARE  PROVIDER. 
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them.  Out  went  land  and  property 
sales,  housing  components,  an  insur- 
ance outfit  and  the  rv  business. 

Having  stripped  Champion  down 
to  basics,  Young  set  about  lowering 
costs.  He  reduced  the  number  of 
models  and  cut  the  headquarters  staff 
in  Auburn  Hills,  Mich,  from  260  to 
12.  Later  he  focused  on  growth. 
"Even  today,  with  all  our  growth,  we 
have  only  40  people  here,"  he  says. 
Since  1993  Young  has  acquired  sev- 
en manufactured -housing  companies, 
strengthening  the  core  business.  Last 
October  he  made  his  biggest  haul, 
Redman  Industries,  for  $375  million 
in  stock.  The  acquisition  nearly  dou- 
bled Champion's  sales  and  raised  its 
market  share  from  under  10%  to  over 
16%,  bringing  it  close  to  industry 
leader  Fleetwood.  In  dollar  sales 
Champion  is  already  ahead  because  it 
sells  a  higher  proportion  of  multi- 
sectionals  than  Fleetwood  does. 

Redman  gives  Champion  strength 
in  markets  where  it  was  weak,  such  as 
the  West  Coast,  and  puts  it  into  new 
markets,  like  Arizona  and  Florida,  and 
gives  it  a  greater  range  of  products. 

Is  Young  focused  too  narrowly? 
Some  analysts,  such  as  Lawrence 
Horan  of  Prudential  Securities, 
believe  producers  that  own  their  own 
dealerships  and  provide  financing — 
such  as  Oakwood  Homes,  Clayton 
Homes  and  American  Homestar — 
will  gain  at  the  expense  of  companies 
like  Fleetwood  and  Champion,  which 
use  independent  dealers. 

Young  dismisses  this  argument.  He 
doesn't  want  the  managerial  and 
financial  risks  and  costs  of  owning 
dealerships  and  finance  operations. 
He'll  concentrate  on  what  he  knows 
how  to  do  best:  manufacture  and  dis- 
tribute at  low  cost.  That,  he  is  con- 
vinced, is  the  key  to  success  in  his 
industry:  Multisectional  manufac- 
tured housing  enjoys  a  25%  cost 
advantage  over  site-built  housing, 
and  this  cost  saving  is  crucial  in  the 
faster-growing  low  end  of  die  market. 
Thus  even  some  developers  are  turn- 
ing to  factory- built  sections  rather 
than  doing  everything  diemselves. 

And  so  Young  remains  focused  on 
low  costs  and  on  growth.  "We  are 
committed,"  says  he,  "to  our  three- 
year  goal  of  20%  compounded  annual 
earnings-per-share  growth."  WM 
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Why  do  cars  cost 
so  damned  much? 


BY  JERRY  FLINT 


7y  j 

Jerry  Flint,  a  former 
FORBES  Senior  Editor, 
has  covered  the 
automobile  industry 
since  1958. 


Al,  from  Roswell,  Ga.  objected  to  my 
column  that  said  you  can't  make  money  in  the 
car  business  unless  you  feel  passionate  about 
cars.  "Jerry  Flint  seems  to  assume  that  all  of 
us  out  here  are  stupid  enough  to  pay  hefty  car 
prices  and  consider  only  appearance,"  Al 
writes.  Lots  of  other  readers  made  a  similar 
point:  What  we  need  is  not  cool-looking  vehi- 
cles but  sensible  vehicles,  cheaper  and  easier- 
to-service  cars. 

Okay,  Al,  you  want  something  like  the  vw 
Beetle,  vw  will  bring  it  back  next  year,  but  it 
will  be  entirely  different  under  the  skin  and 
will  carry  a  hefty  price  tag.  The  mighty  Henry 
Ford  tried  to  make  people  buy  "sensible," 
stripped-down,  black-only  Model  Ts  and 
almost  went  broke  against  Alfred  Sloan's  rain- 
bow of  GM  models  in  all  sizes  and  prices. 

Listen,  Al,  restyling  isn't  why  cars  cost  so 
much.  It  doesn't  cost  any  more  to  design  a 
good-looking  car  than  to  design  a  clunky- 
looker.  You've  heard  about  inflation.  For 
decades  an  all-powerful  United  Auto  Workers 
was  able  to  extract  huge  rents  for  its  members 
from  the  public,  using  the  auto  industry  as  a 
conduit.  That  game  is  over,  but  labor  costs  in 
the  car  industry  approach  $50  an  hour.  The 
push  to  lighter  weight  adds  cost.  Aluminum 
and  plastic  cost  more  than  steel. 

Customers  want  looks,  power,  gadgets.  Air- 
conditioning  has  become  almost  standard 
along  with  tape  decks  and  power  windows.  CD 
players,  moon  roofs  and  those  gizmos  that 
unlock  the  doors  from  a  few  feet  away  get 
more  popular  every  year.  Those  Beetles  may 
have  been  cute  and  cheap  to  run,  but  try  pass- 
ing another  car  on  a  hill  in  one.  Or  passing 
pollution  and  safety  tests. 

The  old  Beetle  didn't  have  computer  chips, 
multivalve  engines,  antilock  brakes,  air  bags  or 
100,000-mile  spark  plugs.  Just  wait  until  you 
see  the  sticker  price  on  vw's  reborn  Beetle. 

When  the  Germans  designed  the  Beetle  as  a 
"people's  car,"  they  didn't  have  our  Congress 
to  deal  with.  The  pols  demand  antipollution 
equipment,  air  bags,  and — when  the  air  bags 
kill  children — they  demand  even  more  com- 
plicated air  bags  with  cut-off  switches  and 
expensive  sensors. 


A  stripped-down,  basic  car?  You  can't  hold 
the  cost  down  by  using  cheap  brakes  or  cheap 
paint.  Let  the  lawyers  hear  of  any  cost-cutting 
and  the  suits  are  sure  to  follow. 

A  "bottom  feeder,"  a  car  that's  good 
enough  but  nothing  special,  will  sell,  but 
there's  no  profit  in  it  because  people  will  buy 
it  only  with  a  fat  discount  or  rebate.  If  the 
business  isn't  profitable,  investors  will  pull 
their  money  out  and  pretty  soon  nobody's 
making  cars  in  this  country 

So  we  come  back  to  passion.  You  have  to 
build  some  of  that  into  your  cars.  If  you  do, 
the  customers  will  feel  it  and  go  out  and  buy 
your  iron,  in  spite  of  sticker  shock  and  non- 
functional air  bags.  Germans  are  passionate 
about  cars.  It  shows:  BMW,  Audi,  Mercedes. 

There's  some  room  to  bring  down  car 
prices  by  changing  the  distribution  structure. 
Huge  corporations  are  starting  to  replace 
independent  dealers,  just  as  drug  chains  have 
replaced  the  independent  pharmacy.  People 
say  they  miss  the  independent  pharmacist,  but 
they  shop  where  the  prices  are  lowest. 

By  the  time  this  happens  to  the  auto  deal- 
ers and  lowers  costs  a  bit,  our  legislators  will 
have  thought  up  new  mandates,  and  the  tech- 
nology folks  will  have  thought  up  more  must- 
have  gadgets. 

In  short,  except  for  squeezing  their  suppli- 
ers and  dealers,  carmakers  don't  have  a  lot  of 
control  over  their  costs.  The  public,  not  the 
companies,  decides  what  people  want. 

I'll  put  my  money 
on  guys  whose  hearts 
skip  a  beat  when  they 
see  a  sexy  car. 


Yes,  Detroit  needs  engineers  and  accoun- 
tants, but  I'll  put  my  money  on  guys  whose 
hearts  skip  a  beat  when  they  see  a  sexy  car.  A 
decade  and  more  back  GM  put  its  trust  in  the 
bean-counters  and  the  big  automaker  hasn't 
fully  recovered  yet. 

It's  not  enough  to  find  out  what  the  buyers 
want.  You  have  to  be  out  ahead  of  them  and 
produce  things  they  can't  resist.  That's  where 
passion  comes  in. 

Today,  customers  lust  after  sport  utilities 
and  minivans  with  four  doors  and  pickup 
trucks  with  three  doors.  But  this  won't  last 
forever.  The  car  lovers  will  smell  the  changes 
early.  The  cost  accountants  will  lag  behind. 

A  nice,  durable,  easy-to-service  four-door 
sedan  for  $6,000?  That's  kind  of  like  the 
fabled  5 -cent  cigar.  You  could  make  it — but 
nobody  would  want  to  smoke  it.  HI 
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With  a  brilliant  sense  of  style  and  a  knack 
for  mixing  colors,  Dineh  Mohajer  shook  up 
the  staid  nail  polish  industry. 

Fashion  renegade 


By  Silvia  Sansoni 


Fashion-conscious  22-year-old 
Dineh  Mohajer  hated  the  earnest  red 
nail  polishes  for  sale  in  the  stores.  She 
wanted  pastel  colors  to  match  the 
pastel  clothing  in  the  Los  Angeles 
boutiques.  In  her  kitchen  she  mixed 
a  bit  of  white  polish  and  bine  dye  and 
dabbed  it  on.  Wow,  said  her  friends. 
Where  can  we  get  some? 

So  in  the  spring  of  1995  she 
brought  samples  of  her  homemade 
concoction  to  Fred  Segal,  a  chain  of 
hyper-trendy  L.A.  shops.  No  sooner 
was  it  on  the  shelves  than  a  customer 
snapped  up  four  bottles  at  $18 
apiece.  Store  owner  Sharon  Segal  told 
Mohajer  to  deliver  200  more  botdes. 

Astonished  by  her  good  luck,  the 
sassy  Mohajer  sped  to  local  beauty 
supply  stores,  where  she  picked  up 
hundreds  of  bottles  of  white  polish, 
then  to  a  pigment  supplier,  where  she 
bought  dyes.  It  was  four  the  next 
morning  before  a  weary  Mohajer 
tumbled  into  bed.  Two  days  later  she 
delivered  Segal  200  bottles  of  pale 
yellow,  blue,  violet  and  green  polish. 

Mohajer's  pastel  polishes  caught  on 
with  Hollywood  celebrities,  the  folk 
who  strive  to  be  on  the  cutting  edge. 
Soon  her  Hard  Candy  polish  showed 
up  on  models  in  glossies  like  Ellc  and 


Hard  Candy's  Dineh  Mohajer 
Sissy,  Pimp,  Dork  or  Frigid? 


Seventeen.  Nordstrom  and 
London's  Harvey  Nichols 
and  Harrod's  put  in  orders. 

But  Mohajer  had  no 
business  plan  and  no 
market  research,  just  a 
$50,000  loan  from  her 
I ranian  - born  parents — that 
and  her  brilliant  sense  of 
fashion.  With  no  time  to 
interview  job  applicants, 
she  enlisted  the  help  of  her 
boyfriend,  Benjamin  Ein- 
stein, and  her  sister,  Pooneh.  They 
coined  wacky  names  for  Hard  Candy's 
colors — such  as  Dork,  Sissy,  Pimp, 
Frigid  and  Trailer  Trash. 

Mohajer  had  a  natural  grasp  of 
promotion.  The  colors  and  names 
were  rebellious,  so  the  bottles  had  to 
reinforce  the  image.  She  placed  cheap 
plastic  heart-shaped  rings  on  the  cap 
of  each  bottle.  She  sold  Hard  Candy 
exclusively  to  high-end  boutiques, 
charging  them  an  extravagant  $9 
wholesale,  as  much  as  three  times  the 
price  charged  by  competitors. 

It  still  wasn't  a  business.  Mohajer's 
student  digs  became  a  makeshift  nail 
polish  factory.  Pastel  polish  stuck  like 
chewing  gum  to  her  living  room  floor 
and  overflowed  from  bathroom  and 
kitchen  basins.  The  phone  rang  non- 
stop with  orders;  her  little  flat  soon 
had  seven  lines.  By  fall  of  1995  Bever- 
ly Hills-based  Hard  Candy,  Inc.  was 
producing  10,000  bottles  of  polish  a 
month,  grossing  about  $70,000.  "It 
was  crazy,"  recalls  Mohajer. 

Cost  controls?  Management  sys- 
tems? All  Mohajer  knew  was  that  she 
was  paying  her  bills,  so  she  assumed 
Hard  Candy  was  profitable.  She  had 
never  seen  a  balance  sheet  or  a  finan- 
cial statement,  and  kept  no  record  of 


inventory,  orders,  sales  or  invoices. 

Predictably,  Mohajer  began  to  lose 
control  of  distribution.  Hard  Candy 
polish  started  popping  up  on  the  not- 
too-exclusive  shelves  of  drugstores 
and  tattoo  shops.  Imitators  were 
moving  in  on  her  turf:  Hard  Candy 
knockoffs  like  Krazy  Kandy,  Ripe  and 
Urban  Decay  hit  the  market.  Even 
Revlon  introduced  its  own  funky  line 
of  colors  called  Street  Wear. 

Making  this  stuff  was  a  groovy  pas- 
time, but  having  to  deal  with  the  nuts 
and  bolts  of  running  a  real  company 
was  not  for  her.  Mohajer  was  on  the 
verge  of  packing  up  her  bottles  and 
going  to  medical  school  when  she 
had  a  change  of  heart. 

With  the  help  of  a  headhunter  she 
signed  on  William  Botts,  a  61 -year- 
old  former  nuclear  engineer.  As  part 
of  the  deal  he  got  a  minority  stake  in 
Hard  Candy.  Mohajer  liked  Botts 
because  he  was  more  entrepreneur 
than  corporate  stiff.  After  leaving 
Rockwell  International  in  1978  he 
started  a  software  company,  which  he 
later  sold  before  going  on  to  turn 
around  a  number  of  small  startups. 
Along  the  way  he  had  worked  on  the 
sale  of  Creative  Nail  Design,  a  maker 
of  artificial  nails.  "I  fell  in  love  with 
the  beauty  business,"  says  Botts. 

Botts  hired  multiple  suppliers  of 
dyes,  bottles  and  caps  to  get  prices 
down  and  speed  up  deliveries.  He  set 
up  a  network  of  sales  representatives 
and  cut  off  the  low-end  retailers.  He 
pieced  together  the  company's  finan- 
cial history  and  computerized  the 
accounting  system. 

Mohajer  was  off  the  hook.  "I  went 
into  spa  rehab,"  she  sighs.  But  soon 
she  was  back,  bursting  with  energy 
and  ideas.  In  the  past  year  she  has 
introduced  Hard  Candy  lipstick  and 
Candy  Man,  a  nail  polish  for  men. 
This  spring  she  will  launch  eye 
shadow  and  eyeliner. 

Mohajer's  Beverly  Hills  startup 
sold  $10  million  worth  of  nail  polish 
in  1996.  Botts  claims  a  pretax  profit 
of  some  $2.5  million.  So  far  this  year, 
he  says,  sales  are  more  than  double 
what  they  were  a  year  ago. 

Last  month  the  brassy  Mohajer, 
now  24,  gave  a  speech  at  the  Yale 
Business  and  Economic  Forum.  "Go 
with  your  gut,"  she  enthused.  "And 
don't  be  afraid  to  delegate."  tu 
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Teaching  things 
that  really  matter 


BY  JOHN  RUTLEDGE 


John  Rutledge  is  an 
economist  and  chair- 
man of  Rutledge  &  Co., 
a  merchant  bank  in 
Greenwich,  Conn. 
rutledgeco@aol.com 


In  my  last  two  columns  I  wrote  that  a  busi- 
ness should  be  built  and  managed  on  a  foun- 
dation of  solid  principles.  I  argued  that  a 
good  reputation  counts  for  more  than  a 
smart  strategy  or  clever  tactics.  That  message 
hit  a  nerve  among  readers,  who  filled  my 
E-mail  to  overflowing  with  hundreds  of  let- 
ters, many  of  them  touching  accounts  of 
fathers,  grandmother  or  their  first  boss,  who 
taught  them  early  on  how  important  reputa- 
tion was  to  success. 

One  of  the  letters  I  most  enjoyed  was 
about  my  proposal  that  business  schools 
offer  an  M.B.O.  (Master  of  Business 
Ownership)  as  well  as  an  M.B.A.  degree. 
The  reader  made  a  sensible  suggestion: 
Instead  of  paying  tuition  in  the  final  year,  a 
student  would  be  required  to  raise  his  own 
money  for  equity  to  start  and  run  a  small 
business — say,  a  hot  dog  stand,  car  wash  or 
dry  cleaner.  The  student  would  have  to  write 
a  business  plan  and  submit  it  for  approval  by 
the  school's  investment  committee.  If  the 
plan  were  approved,  the  student  would  get 
additional  capital  in  the  form  of  a  loan  from 
the  college's  endowment  fund — a  full 
recourse  loan  with  an  interest  rate  and  equi- 
ty kicker  commensurate  with  the  risk 
involved  in  any  startup.  The  student  would 
run  the  business  for  the  year,  with  real 
employees,  real  rent  and  real  taxes. 

A  passing  grade  and  a  diploma  would 
depend  on  three  factors:  The  business  must 
have  been  conducted  in  a  principled  way;  it 
must  report  a  cash  operating  profit  at  the  end 
of  the  year  (there  go  the  technology  ven- 
tures); and  the  student  must  have  added  value 
to  the  initial  capital.  The  third  would  be  the 
toughest  requirement.  The  student  would 
have  to  find  a  buyer  who  would  confirm  the 
soundness  of  the  investment  by  paying  more 
for  the  business  than  was  invested  in  it.  That 
would  be  the  final  examination:  Had  the  stu- 
dent added  value  to  the  money  he  used? 

Oh,  I  almost  forgot.  Faculty  members 
would  not  be  allowed  to  teach  at  the  school 
until  they  had  fulfilled  the  same  requirement. 
We  may  never  get  such  a  school  for  lack  of 
qualifying  teachers. 


Would  this  be  good  training?  Would  the 
M.B.O.  diploma  be  valuable?  Absolutely. 

Is  it  likely  to  happen?  Alas,  probably  not. 

Another  reader,  a  black  partner  of  a  law 
firm  in  a  big,  tough  American  city,  wrote  to 
tell  me  that  he  devotes  a  significant  amount 
of  his  time  to  helping  minority  business  own- 
ers start  and  grow  their  companies.  He  said 
that  while  it  was  easy  to  teach  accounting, 
finance,  manufacturing  and  marketing,  these 
were  not  the  most  important  skills  needed. 
What  his  students  lack,  he  wrote,  are  an  abili- 
ty to  trust  other  people  and  the  unshakable 

There  is  such  an  emphasis 
today  on  being  cool 
and  being  a  winner  that  we 
are  forgetting  what 
a  valuable  teacher 
losing  can  be. 


faith  in  the  future  they  need  to  overcome 
temporary  failures  and  setbacks. 

This  second  letter  got  me  thinking:  Is  there 
a  way  to  expose  grade-school  children  to 
experiences  designed  to  teach  them  the  three 
bedrock  essentials  of  business  success?  In  my 
view  these  are:  1)  an  understanding  that  a 
good  reputation  is  a  major  form  of  capital; 
2)  an  ability  to  distinguish  between  people 
who  are  trustworthy  and  those  who  are  not; 
and  3)  the  realization  that  it  is  okay  to  fail,  so 
long  as  you  get  back  up,  dust  yourself  off  and 
try  again.  There  is  such  an  emphasis  today  on 
being  cool,  and  on  being  a  winner — in  sports, 
on  television  and  in  advertisements — that  we 
are  forgetting  what  a  valuable  teacher  losing 
can  be.  Most  of  the  people  I  know  who  have 
built  great  companies  didn't  hit  a  home  run 
their  first  time  at  bat.  More  than  any  business 
school  professor  ever  could,  not  being  able  to 
make  payroll  will  sear  the  importance  of  cash 
flow  into  your  brain. 

How  do  I  know?  I  have  been  there.  Know 
what  it  taught  me?  To  shy  away  from  hiring 
people  with  perfect  resumes.  It  is  the  heart 
and  the  gut,  not  the  head  or  the  resume,  that 
matter  most  in  business.  H 
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Men  knitting,  women  woodworking, 
do-it-yourself  arts  and  crafts  are  becoming  trendy. 

Artsy- crafty 


By  Mary  Beth  G  rover 


Obstetrician 
S.  Jones  Miller 
Between  patients, 
more  stitching. 


It's  late  afternoon  in  Seattle  and 
the  city  has  just  been  hit  with  snow, 
ice,  rain  and  mud  slides.  But  the  nasty 
weather  hasn't  kept  the  customers 
from  crowding  into  the  Tricoter  shop 
located  on  affluent  Madison  Street. 
Many  are  doctors,  business  executives 
and  investment  advisers. 


What's  the  attraction?  Knitting. 
( Tricoter  is  French  for  "knit.")  The 
yarn  is  designer — Adrienne  Vittadini 
and  Missoni.  It  can  cost  as  much  as 
$600  to  make  a  sweater. 

Yep,  knitting  has  become  hip.  So 
has  the  whole  field  of  what  can  loose- 
ly be  called  arts  and  crafts.  A  few 


miles  away  there's  standing  room 
only  at  the  Paint  Bar,  a  paint-your- 
own-pottery  shop  situated  in  the 
fancy  Bellevue  Square  mall.  This  shop 
was  created  by  26-year-old  Josie  Bis- 
sett,  formerly  one  of  the  sexy  blonde 
stars  of  Fox's  hit  Melrose  Place.  The 
Paint  Bar  is  packed  with  families  and 
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THE  BUSINESS  STRESS-REDUCTION  INDEX 


Sharp  drop  in  chaos; 
Analysts  suspect  new  PaperPort  mx. 


REDUCE  ISSUES  DOWN 
TO  THEIR  ESSENTIALS. 

The  first  step  in  reducing 
stress  is  to  rid  yourself  of 
unnecessary  paper 
PaperPort  mx  can  scan 
thousands  of  words  in 
minutes — from  virtually 
any  type  of  document. 
Reports.  Memos.  Letters. 
Newspaper  articles. 
So  you  can  more  easily 
deal  with  them.  The  result 
is  higher  productivity. 
For  instance,  Toyotas 
U.S.  marketing  division 
deployed  PaperPort  in 
its  organization  and 
expects  to  save  consider- 
able lime  and  money. 


BE  THE  GREAT 
COMMUNICATOR. 


Use  PaperPort  mx  to  scan 
wads  of  information  direct- 
ly into  reports,  proposals, 
and  e-mails.  It  will  even  let 
you  send  information  over 
the  Net — for  instance,  that 
contract  (or  invoicel  that 
needs  immediate  attention. 


Vvisioneer 


IMPROVE  YOUR 
TIME-MANAGEMENT  SKILLS. 

Rid  your  world  of  unneces- 
sary and  time-consuming 
tasks.  For  example,  retyping 
PaperPort  mx  can  handle 
it  for  you.  Simply  take  the 
document  you  want  to 
retype,  and  scan  it  with 
PaperPort  mx.  Then 
PaperPort  mx's  integrated 
Xerox  TextBridge"  OCR 
software  converts  these 
words  to  digital  format  so 
they  can  be  edited  or 
copied.  Literally  saving 
you  hours. 


MEASURABLE  OPERATING 
RESULTS. 

Ah,  here's  a  bonus: 
PaperPort  mx  can  accom- 
plish all  of  these  things — 
without  hogging  space  on 
your  desk.  It's  sleek  and 
small  and  fits  right  between 
your  keyboard  and  monitor. 


MANAGE  TECHNOLOGY. 

Here's  a  secret  about  how 
to  get  the  technology  you 
have  to  work  harder.  Say 
you  want  to  send  a  fax. 
Scan  in  your  document 
using  PaperPort  mx,  then 
send  a  fax  using  your  com- 
puter's modem.  It  saves 
time  (you'll  never  again  have 
to  trek  down  the  hall  to  fax 
something).  And  it's  usually 
cheaper,  to  boot. 


SIMPLIFY  OPERATIONAL 
STRUCTURES  AND 
SYSTEMS. 

For  instance,  your  archaic 
filing  system.  Instead,  use 
PaperPort  mx.  Filing  things 
digitally  on  your  computer 
takes  up  far  less  space, 
but  more  than  that,  it  helps 
you  pinpoint  a  specific 
document  later.  Just  type  in 
a  keyword,  and  PaperPort 
mx  will  retrieve  it  for  you. 


ORCHESTRATE  THE 
PROGRAM  FOR  CHANGE. 

Don't  let  its  compact  size 
fool  you.  PaperPort  mx 
is  tough  enough  for  even 
the  toughest  business 
environment.  For  one, 
it's  fully  compatible  with 
Windows  NT.  And  at 
a  new  lower  price,  even 
the  most  stringent  bean 
counters  in  your  company 
will  be  pleased. 


Bonds  Drop,  Stoc 


■  ,.      \l  "9"' 

I!  !!'.!>  \\\ 


FOR  ADVICE  ON  CHAOS-COPING  STRATEGIES 

call  1  -800-787-7007,  extension  754. 
nttp./ /www.  visioneer.com 
Or  contact  an  _ 

authorized  reseller      PAPERPORT  MX 


couples  on  dates.  A  girl  accompanied 
by  her  mom  and  two  friends  cele- 
brates her  eleventh  birthday  by  paint- 
ing $15  candlesticks  and  mugs. 

Arts  and  crafts  materials  has 
become  an  estimated  $14  billion 
(retail)  business,  having  almost  dou- 
bled in  the  past  five  years.  Martha 
Stewart  Living  is  just  one  of  eight 
cable  TV  shows  now  featuring  ama- 
teur crafts.  Crafts,  the  largest  maga- 
zine in  the  field  (circulation 
400,000),  is  owned  by  Henry  Kravis' 
K-III.  Kravis  is  upping  the  publica- 
tion of  its  sister  magazine,  Country 
Crafts,  from  two  times  a  year  to  six. 

What  gives?  "You  need  to  escape 
and  do  something  creative  after  sit- 
ting in  front  of  a  computer  for  15 
hours  a  day,"  says  47-year-old  Elliot 
Arking,  cofounder  of  two  new  arts 
and  crafts  superstores  based  in  the 
New  York  City  area.  Three  more  are 
under  construction. 

There's  something  to  that.  The 
term  arts  and  crafts  came  into 
common  usage  in  the  Victorian  era, 
when  writers  like  William  Morris 


ABOVE: 

Seattle's  Tricoter 
Customers  get  a 
free  support 
group  thrown  in 
with  their  yarn. 

LEFT: 
Co-owners 
Beryl  Hiatt 
and  Linden  Phelps 
model  their  costly 
sweaters 
A  collective 
$600  in  yarn, 
plus  180  hours 
of  labor. 
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ADM  transforms 
Americas  grains 

into  powerful  ^ 

ANTIOXIDANTS 

ADM  produces  vitamin  E  from  soybeans 
and  vitamin  C  from  corn.  What's  so  special 
about  these  two  vitamins?  They're  antioxidants, 
which  studies  show  can  help  protect  cells  from 
free  radical  damage,  the  kind  that  can  lead  to 
an  array  of  degenerative  diseases. 

Vitamin  E  has  been  praised  for  its  role  in 
reducing  the  risk  of  cancer  and  heart  disease. 
It's  even  believed  that  vitamin  E  could  reduce 
the  effects  of  aging. 

Researchers  continue  to  study  the  health 
benefits  of  vitamin  C.  Studies  credit  vitamin  C 
with  reducing  the  risk  of  cancer,  heart  disease, 
and  other  premature  causes  of  death. 

By  transforming  corn  and  soybeans  into 
powerful  antioxidants,  ADM  and  the  American 
farmer  hope  we  can  help  all  Americans  live 
longer,  healthier  lives. 


[  vitamin  E  ] 


[  vitamin  C  ] 


ADM 

Supermarket  to  the  world 


http://www.admworld.com 


Crafts  for  the  masses 

Company 

Recent 

Revenues 

—Earnings  per  share — 

price 

ft;  mi  IV- 

1996 

Fabri-Centers  of  America  (A) 

l&i 

$890 

$1.15 

$1.59 

Garden  Ridge 

197 

0.53 

0.64 

House  of  Fabrics 

5K 

277 

-3.99 ; 

-0.50 

Michaels  Stores 

L5H 

1,341 

-1.32 

0.84 

Old  America  Stores 

5% 

131 

0.28 

0.56 

Tandycrafts 

249 

0.47 

0.68 

Trend-Lines 

5X 

206 

0.28 

0.39 

'Latest  12  months.  Estimates  from  IBES  Inc.  and  WestCountry  Financial. 

As  crafts  go  to  Main  Street, 
some  stores  go  to  Wall  Street. 


called  for  a  return  to  craftsmanship  as 
an  antidote  to  the  ugliness  of  the 
early  machine  age.  Hand -finished  fur- 
niture, embroidered  wall  hangings 
and  pottery  became  popular.  In 
Britain,  Europe  and,  for  a  brief 
period,  the  U.S.,  workshops  associat- 


ed with  names  like  Gustav  Stickley, 
Josef  Hoffmann  and  Charles  Rennie 
Mackintosh  flourished. 

This  time  it  isn't  exactly  master 
craftsmen,  but  the  catalyst  is  similar — 
the  impersonality  of  the  computer 
age.  Both  genders  participate.  Wood- 


working, traditionally  a  male  pre- 
serve, is  attracting  women  converts. 
Men  are  taking  up  needlework.  Dr.  S. 
Jones  Miller,  an  obstetrician  in  La 
Grange,  Ga.,  describes  the  attraction 
of  cross-stitching:  "I  can  take  it  wher- 
ever I  want  to  go,  and,  unlike  golf, 
it's  not  dependent  on  the  weather." 

Dr.  Miller  hopes  the  canvases  he 
cross-stitches  at  the  hospital  between 
baby  deliveries  will  become  family 
heirlooms.  He  spends  $75  for  the 
materials  and  travels  as  far  as  Den- 
mark to  buy  patterns. 

Deborah  Pietras,  a  high-powered 
computer  equipment  saleswoman 
based  near  Washington,  D.C.,  says 
she's  wild  about  needlepoint,  lavish- 
ing as  much  as  $400  a  month  on 
needlepoint  canvases,  fancy  metallic 
threads  and  finishing.  She  tucks  a 
project  in  her  briefcase  when  she  trav- 
els. "It  calms  me  down  when  my 

The  Paint  Bar 

Wanna  see  my  ashtrays? 


78 


Forbes  ■  March  10,  1997 


s  A  Creativity 
|  superstore 
n  I  want  my  arts 
and  crafts. 


flight  gets  canceled,"  she  says. 

"I  like  that  people  can't  walk  into 
Polo  and  buy  a  similar  sweater,"  says 
Denver-based  physiatrist  Dr.  Samuel 
Chan,  35,  an  avid  knitter.  He  proud- 
ly displays  a  pullover  decorated  with 
intricate,  multicolor  designs.  Last  year 
he  made  three,  spending  $1,000  on 
yarn  and  200  hours  in  needle  time. 

It's  a  way  to  make  new  friends. 
Rather  than  connecting  over  dinner, 
people  connect  while  painting  ceram- 
ic bisque.  At  the  Paint  Bar's  14  pine 
tables,  customers  choose  among  $10 
ceramic  light  switches  and  $60  vases. 
Their  artistry  accomplished,  the  cus- 
tomers leave  their  handiwork  to  be 
fired  at  one  of  the  store's  kilns.  When 
they  return  for  the  finished  objets, 
they  may  well  tarry  and  buy  more. 

The  Paint  Bar  has  expanded  into 
glass  painting— vases,  plates,  wine 
glasses — and  plans  to  offer  candle- 
making  and  mosaic  tiling.  Revenues 
are  $1.1  million  after  only  12  months 
of  being  in  business,  and  sales  per 
square  foot  are  a  high  $400.  Josie 
Bissett  and  her  partners  plan  to  open 
1 5  more  stores  this  year. 

Tricoter  operates  like  a  friendly 
neighborhood  cafe:  There  are  three 
large,  round,  bright  blue  tables,  and 


customers  chatter  and  laugh  over 
knitting  projects.  Owners  Beryl 
Hiatt,  46,  and  Linden  Phelps,  41, 
encourage  their  customers  to  drop  by 
for  help  and  to  knit,  free  of  charge, 
after  they  buy  their  yarn.  The  talk, 
says  Hiatt,  "starts  with  sex  and  mar- 
riage and  turns  to  health  problems, 
even  breast  cancer."  The  store  spon- 
sors $500  weekend  knitting  retreats 
at  nearby  inns  and  spas.  Tricoter's 
revenues  hit  $750,000  last  year. 

Elliot  Arking  names  his  stores  Cre- 
ativity. A  15 -foot-high  lighted  movie 
marquee  displayed  near  the  front  of 
his  35,000-square-foot  Westbury, 
N.Y.  store  advertises  free  demonstra- 
tions of  flowermaking,  and  painting 
and  jewelry-making  lessons.  The  rear 
of  the  store  is  set  up  like  a  two-story 
house  (complete  with  kitchen), 
where  $40  courses  in  dollhouse- 
making  and  quilting  are  held.  The 
store  hosts  singles'  nights,  kids'  birth- 
day parties  and  men's  nights  out. 
Armed  with  $20  million  of  debt 
financing,  Arking  and  his  partners 
plan  to  open  65  more  stores  over  the 
next  five  years. 

The  older,  more  conventional  crafts 
stores  are  not  doing  so  well.  Michaels 
Stores,  the  largest  chain,  with  525 


stores,  lost  $20  million  last  year.  Sales 
per  square  foot  are  a  mere  $188. 
"Grandmothers  shop  there.  They  just 
don't  know  how  to  deal  with  my  gen- 
eration," says  the  Paint  Bar's  presi- 
dent and  general  manager  (and  Bis- 
sett's  brother-in-law),  32-year-old 
Grant  Gibbs.  But  Michaels'  new  man- 
agement hopes  to  modernize. 

An  earlier  crafts  boom  waxed — and 
then  waned.  Tandy  Corp.  spun  off 
Tandycrafts  in  1975,  but  the  leather 
chain  petered  out.  Tandycrafts  lost 
$11  million  in  fiscal  1996. 

The  new  boom  is  spawning  its  own 
new  issues.  Koo  Koo  Roo,  a  money- 
losing  chain  of  29  chicken  restau- 
rants, bought  two  Los  Angeles-based 
pottery  shops  called  Color  Me  Mine 
for  $2.7  million  worth  of  stock  last 
spring.  The  concept  is  popular  with 
celebrities  like  Demi  Moore  and 
Arnold  Schwarzenegger.  Koo  Koo 
Roo,  with  the  blessing  of  its  celebrity 
director  Lee  Iacocca,  hopes  to  raise 
some  $5  million  by  spinning  off 
about  15%  of  the  operation,  now  16 
stores,  later  this  year. 

But  the  smart  investor  would  do 
well  to  remember  that  these  trends 
can  have  a  short  life,  and  that  markets 
become  quickly  saturated.  HI 
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Do 


you 


need  directions? 


Or  do  you  know  where  you're  going? 


Have  the  roads  become  unfamiliar? 


Or  do  you  know  your  way  around? 


Today,  technology 


is  taking  us  places 


we  ve  never  been 


You  can  stop 


and  ask  someone 


or 


just  look  for  the  next  landmark. 


The  1997  Chrysler  Cirrus  LXi 


What's  new  in  your  world  I 


CAB-FORWARD  DESIGN,  DRIVER-ADAPTIVE  TRANSMISSION,  SPECIALLY  MODIFIED  DOUBLE-WISHBONE  SUSPENSION,  BODY-STIFFENING  RAIL-THROUGH  CONSTRUCTION, 
FATIGUE-REDUCING  DRIVER'S  SEAT,  CAR  AND  DRIVER'S  "10  BEST"  TWO  YEARS  RUNNING,  INQUIRIES,  1800  4  A  CHRYSLER.  WEB  SITE,  www.chryslercars.com 


Education  with  accountability 


BY  DIANE  RAUITCH 


Diane  Ravitch  is 
a  historian  and 
a  Fellow  at  the 
Manhattan  Institute 
in  New  York  City. 


Governor  George  Pataki  recently  proposed 
that  New  York  become  the  twenty-sixth  state 
to  allow  the  creation  of  charter  schools.  The 
charter  school  movement  creeps  slowly  across 
the  country:  There  are  now  500  in  operation, 
with  more  promised  in  the  fall. 

What  is  a  charter  school?  Think  of  it  as  a 
public  school  district  with  only  one  school.  It 
receives  public  funds,  agrees  to  meet  clear  aca- 
demic standards  and  accepts  all  students  who 
apply.  What's  different  from  a  regular  public 
school?  The  charter  school  has  a  contract  that 
can  be  revoked  if  the  school  fails  to  make 
good  on  its  commitments. 

That  difference  is  crucial.  By  and  large 
public  schools  are  not  accountable  because 
there  are  no  consequences  for  failure.  Charter 
schools  must  pay  for  their  autonomy  with 
accountability.  By  pledging  to  meet  specific 
standards,  charter  schools  are  freed  from 


school  board  bureaucracy  and  most  state  reg- 
ulations and  mandates.  In  most  states,  an 
existing  public  school  can  convert  to  charter 
status.  Or  they  may  be  completely  new 
schools  created  by  teachers  and  parents  to  ful- 
fill a  specific  purpose  that  the  existing  public 
schools  do  not  supply. 

One  of  the  most  successful  is  the  Vaughn 
Next  Century  Learning  Center  in  Los  Ange- 
les, whose  principal,  Yvonne  Chan,  won  a 
prestigious  McGraw  Award  for  her  innovative 
leadership.  The  school's  1,200  mainly  low- 
income  Hispanic  children  had  been  perform- 
ing abysmally  until  the  school  opted  out  of  the 
local  district.  As  a  charter  school,  it  has 
improved  attendance  and  test  scores  while  rais- 
ing teachers'  salaries  and  parent  involvement. 

Not  all  charter  schools  succeed.  In  Califor- 
nia, Arizona  and  Michigan,  some  charter 
schools  have  lost  their  state  charter.  But  that's 
good,  not  bad.  The  state's  willingness  to  close 
incompetent  charter  schools  demonstrates 


Sonic  legal  things  ivorth  knowing.  Worningstar  uses  its  own  proprietary  rating  system  to  show  historical,  risk-adjusted  performance  as  of  12/31/96.  These  ratings  may 
change  monthly,  and  they're  calculated  from  Value's  one-  and  three-year  average  annual  total  returns  and  Income  &  Growth's  one-,  three-,  and  five-year  average  annual 
total  returns,  over  and  above  90-day  Treasury  hill  returns,  with  an  appropriate  adjustment  for  fees,  along  with  a  risk  factor  that  shows  fund  performance  below 
the  returns  for  90-day  Treasury  bills.  (Are  you  still  -with  us?)  Value  received  a  five-star  rating  and  Income  &  Growth  received  a  four-star  rating  overall,  and  both  received 
the  same  rating  out  of  2,959  funds  for  the  one-year  period.  Both  funds  received  a  five-star  rating  out  of  1,826  funds  for  the  three-year  period,  and  Income  &  Growth 


that  the  public  officials  are  indeed  insisting  on 
accountability. 

But  the  status  quo  lobby  won't  give  up. 
Whenever  charter  legislation  is  under  consid- 
eration, critics  claim  that  charter  schools  drain 
money  away  from  the  regular  public  school 
system.  This  assumes  that  public  funds  are 
appropriated  to  support  the  school  system, 
not  the  students  in  it.  What's  wrong  if  the 
money  follows  the  students,  as  it  does  in 
higher  education? 

Critics  complain  that  charter  schools  will 
remove  the  best  students  from  the  regular 
public  schools  and  only  the  worst  students 
will  be  left  behind.  But  a  national  study  last 
year  by  the  Hudson  Institute  showed  that 
nearly  two-thirds  of  the  students  in  charter 
schools  are  minorities  or  disabled  children 
who  had  been  ill-served  by  the  regular  system. 
If  the  regular  school  system  is  doing  a  good 
job,  the  great  majority  of  children  would 
choose  to  remain  in  it. 

And  of  course  the  critics  are  quick  to  shout 
"elitism."  According  to  the  New  York  Times,  a 
school  board  member  in  Princeton,  N.J.  wor- 
ried out  loud  about  plans  for  a  charter  school. 
If  everyone  got  a  good  education,  he  asked, 
"Who  will  pick  up  our  garbage?"  Really. 


The  school's  1,200  mainly 
low-income  Hispanic  children  had 
been  performing  abysmally  until 
the  school  opted  out  of  the  local 
district's  bureaucracy. 

There  are  two  essential  ingredients  for  suc- 
cess in  charter  school  legislation.  The  right  to 
approve  charter  schools  must  be  vested  in 
both  local-  and  state-level  public  agencies. 
Experience  has  shown  that  when  only  the 
local  school  board  has  the  power  of  approval, 
charter  schools  just  don't  get  approved.  And 
charter  schools  must  be  held  to  clear  acade- 
mic and  fiscal  standards,  with  no  question 
that  failing  charter  schools  will  go  under. 

Contrary  to  the  critics,  the  charter  school 
movement  is  no  threat  to  public  education. 
What  it  does  offer  is  a  license  to  educators 
with  a  dream.  The  charter  school  embodies 
the  concepts  of  competition,  choice  and 
accountability  for  performance.  These  are 
fundamental  elements  of  success  in  any 
modern  enterprise.  Why  should  schools 
be  different?  ■ 


Let's  Assume  You  Have  More 
Important  Things  To  Think  About  Than 
The  Inverted  Yield  Curve. 

If  yqu'd  rather  not  spend  time  worrying  about  investments, 
consider  the  two  shown  here.  Both  of  these  American 
Century  funds  have  a  reassuring  history  of  strong 
performance 


and  low  volatil- 
ity. Which,  wed 


American  Century  5-Star  (★★★★*)  Performance' 

(For  Jhtee-Yeai  Performance)  Aug.  Annua/  Tola/  Reims  As  01 12/3  J/96 

One  Yea;      Three  Years      Five  Years     Life  Of  Fund 

Value2  24.1%    19.7*     —  18.7* 

(Since  9/1/93/ 

15.2*  19.0* 

/Since  12/17/901 


Income  &GR0vm2  24.0*  19.1* 


suggest,  make 
them  good  can- 
didates for  your 
IRA.  Naturally,  the  past  doesn't  guarantee  the  future. 
But  American  Century  manages  funds  with  teams,  not 
"stars,"  for  a  more  consistent,  long-term  approach.  So 
you  can  concentrate  on  the  things  that  matter  more  than 
yield  curves.  For  details, 
order  our  free  IRA  Kit: 


1-800-345-2021 


American  Century  Investments 
RO.  Box  419200 
Kansas  City,  MO  64141-6200 
www.  americancenrury.  com 


american 
Century* 


received  a  four-star  rating  out  of  1,058  funds  for  the  five-year  period  ending  12/31/96.  10%  of  the  funds  in  the  Domestic  Equity  class  received  five  stars,  and  the 
next  22.5%  received  four  stars.  2  These  figures  represent  past  performance  in  the  investor  class  of  shares  and  assume  all  dividends  were  reinvested.  Other  share  classes 
may  be  available.  Naturally,  past  performance  can't  guarantee  future  results.  Investment  return  and  the  value  of  your  principal  will  fluctuate,  and  the  final  value 
of  your  investment  may  be  more  or  less  than  what  you  started  with.  American  Century  Investment  Services,  Inc.,  ©  1997  American  Century  Services  Corporation. 
Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you  invest. 
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A  little-noticed  court  decision  on  depreciation 
is  banner  news  for  companies  that  want 
to  speed  up  tax  deductions. 

Write  it  off, 
faster 


They  say  that  a  new  car  loses  20%  of 
its  value  when  you  drive  it  off  the  lot. 
Isn't  business  property  sometimes 
like  that,  too?  In  which  case  the 
Internal  Revenue  Service  should  let 
you  take  bigger  depreciation  deduc- 
tions early  in  your  ownership  of  a 
piece  of  business  equipment.  A  recent 
court  case  will  force  the  IRS  to  be 
more  generous,  at  least  in  the  Tenth 
Circuit:  Colorado,  Kansas,  New 
Mexico,  Oklahoma,  Utah  and 
Wyoming. 

The  case,  decided 
last  fall  by  the  Tenth 
Circuit's  court  of 
appeals,  is  ABC  Rentals 
v.  Commissioner  of 
Internal  Revenue.  In 
20  pages  of  turgid 
prose,  the  judges 
decided  abc,  a  San 
Antonio,  Tex. -based 
firm,  could  use  the 
"income  forecast" 
method  of  deprecia- 
tion instead  of  ordi- 
nary double-declining- 
balance  accelerated 
depreciation. 

Don't  fall  asleep. 
Lehman  Brothers  tax 
expert  Robert  Willens 
calls  ABC  "the  most 
important  tax  case  in 
several  years.  The  money  involved  is 
potentially  staggering." 

That's  because  the  case  is  so  broad- 
ly written  that  it  could  be  used  to 
shorten  the  depreciable  lives  of  many, 
many  different  types  of  assets,  from 
airplanes  to  toy  molds  to  computers. 
Shorter  lives  means  bigger,  earlier  tax 
deductions — hence  lower  taxes. 


During  the  years  covered,  ABC 
Rentals  was  a  "rent-to-own"  outfit 
that  leased  furniture  and  large  appli- 
ances to  customers,  generally  for  12 
to  21  months.  At  the  end  of  the 
term,  if  the  customer  hadn't  missed 
any  payments,  he  became  owner  of 
the  property. 

Because  ABC  usually  owned  its 
equipment  for  less  than  two  years, 
the  owners  chafed  at  using  a  five-year 
depreciation  schedule,  as  the  tax  code 
prescribed.  Yes,  they  were  permitted 


to  pick  up  unused  depreciation  in  a 
lump  sum  on  early  disposal  of  the 
property.  But  this  still  meant  the  de- 
ductions were  bunched  at  the  end  of 
an  appliance's  two-year  useful  life. 

What  to  do?  Adopt  the  "income 
forecast"  method  of  depreciation. 
This  allows  a  firm  to  write  off  the 
cost  of  an  asset  as  the  income  it  pro- 


duces accrues.  So  if  50%  of  the 
income  attributable  to  a  piece  of 
equipment  comes  in  during  its  first 
year,  the  owner  can  write  off  50%  of 
its  cost  during  the  first  year  as  well,  if 
the  salvage  value  is  minimal. 

Making  the  switch  was  a  smart 
move  for  ABC,  saving  it  and  its  relat- 
ed stores  close  to  $100,000  in  taxes 
over  several  years.  But  there  was  a 
hitch:  Ever  since  the  income  forecast 
method  was  enacted  in  1960  at  the 
behest  of  the  entertainment  industry, 
the  experts  have  assumed  that  it 
applies  only  to  movies,  videos, 
records,  television  shows  and  similar 
properties. 

The  irs  agreed  with  the  conven- 
tional wisdom  and  told  ABC  it  could 
not  use  the  income  forecast  method. 
The  Tax  Court  agreed  with  the  IRS. 
But  the  appellate  court  did  not. 

Even  better,  the  opinion  was  so 
broadly  worded  that  it  could  be  used 
by  companies  in  many  different 
industries,  says  Carol  Conjura,  a  part- 
ner with  kpmg  Peat  Marwick  in 
Washington.  "It  would  work  anytime 
you  can  match  an  item's  life  with  its 
income  stream,"  she 
says.  "Computer  and 
fleet  leasing  are  also 
good  examples."  Also: 
manufacturing  equip- 
ment, if  the  product 
line  in  question  is 
likely  to  generate 
more  revenue  in  early 
years  than  in  later 
years. 

An  added  bonus, 
notes  Grant  Thornton 
CPA  Thomas  Ochsen- 
schlager,  is  that  the 
method's  benefits 
aren't  reduced  if  the 
company  is  subject  to 
the  alternative  mini- 
mum tax  (amt),  as  is 
the  case  with  the  usual 
forms  of  accelerated 
depreciation.  And  for  lots  of  firms 
depreciation  is  what  triggers  the  AMT. 
"Using  income  forecast,  they  may 
miss  the  amt  entirely,  along  with  all 
the  headaches — such  as  parallel 
record  keeping — it  entails,"  he  notes. 

The  IRS  hasn't  decided  whether  to 
pursue  the  case  to  the  Supreme 
Court.  -L.S.  B 
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A  MEDICAL  BREAKTHROUGH,  ALTHOUGH 
HE  DESERVES  SOME  OF  THE  CREDIT. 


135  Years  on 
the  Edge 

The  Brooklyn  Academy  of  Music  is  the 
oldest  continuously  operating  performing 
arts  center  in  America,  but  somehow, 
it's  always  new.  Visionary,  ever-questioning, 
and  committed  to  presenting  the  finest 
in  cutting-edge  dance,  music,  theater  and 
opera,  BAM  celebrates  its  135th  Anniversary 
with  a  stunning  new  spring  season  and  a 
characteristic  bang. 

Philip  Morris  Companies  Inc.  is  proud  to 
be  the  corporate  sponsor  for  BAM's  1 35th 
Anniversary.  For  forty  years,  the  Philip  Morris 
family  of  companies  has  been  a  leader  in 
supporting  innovative  programs  in  the  arts, 
hunger  and  nutrition,  education,  the 
environment,  and  the  battle  against  AIDS. 
Sponsorship  of  BAM's  1  35th  Anniversary 
reflects  our  ongoing  commitment  to 
visionary  individuals  and  organizations 
whose  pioneering  efforts  enhance  the 
quality  of  our  world. 


Supporting  the  spirit  of  innovation. 


KRAFT  FOODS,  INC. 

PHILIP 


PHILIP  MORRIS  COMPANIES  INC. 

KRAFT  FOODS  INTERNATIONAL,  INC.  MILLER 
MORRIS  INTERNATIONAL  INC.      PHILIP  MORRIS 


BREWING  COMPANY 
U.S.A. 


You  think  you're  in  a  tough  business?  North  West  Co.  operates  in  tiny,  isolated 
hamlets  where  frigid  weather  balloons  costs  and  piles  of  customers  are  on  the  dole. 

A  gallon  of  milk? 
hatll  be  $10,  please. 


By  Nina  Munk 
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There  are  no  roads  into  Churchill, 
Manitoba.  Only  an  old  train  that 
lurches  over  the  permafrost  on  its  two- 
day  trip  north  from  Winnipeg.  Weath- 
er permitting,  propeller  planes  make 
the  trip.  Today  it's  30  below  zero,  but 
the  wind  whips  up  the  snow  like  sand 
in  a  sandstorm.  It  feels  like  minus  65 
degrees. 

Nevertheless,  some  900  people  live 
here,  and  somebody  has  to  feed  and 
otherwise  supply  them.  That  business 
opportunity — if  opportunity  is  the 
right  word — falls  to  the  Winnipeg- 
based  North  West  Co.  Inc. 

North  West  operates  180  stores 
sprawled  across  six  time  zones  in 
Alaska  and  northern  Canada,  garner- 
ing revenues  of  $433  million  last  year. 
(All  figures  in  U.S.  currency  unless 
otherwise  noted.)  It  generally  uses  the 
name  Northern  in  Canada,  and  Alaska 
Commercial  in  the  U.S.  There's  a  store 
in  Canada's  Arctic  Bay,  a  town  of  595 
where  the  sun  sets  in  November  and 
doesn't  rise  again  until  February. 
North  West  stores  don't  just  sell  gro- 
ceries. They  carry  everything  from  out- 
board motors  to  winter  boots  and 
hunting  rifles.  They  cash  checks,  devel- 
op film  in  an  hour  and  send  snow- 


mobiles south  for  repairs. 

Inventory  turnover?  Forget  it.  A  few 
shipments  often  must  last  a  full  year. 
During  the  short  summer  period  when 
the  Arctic  waters  are  navigable,  North 
West  sends  north  shiploads  of  nonper- 
ishable  goods,  its  massive  vessels  drop- 
ping containers  filled  with  a  full  year's 
supply  of  sugar,  flour,  diapers,  fuel, 
Coca-Cola,  Cheerios  and  more,  at 
stores  along  Hudson  Bay  and  Foxe 
Basin  and  on  Baffin  Island. 

Between  November  and  the  follow- 
ing July  the  area  is  iced  in.  Only  a  third 
of  North  West's  stores  are  accessible  by 
road  year-round.  There  are  some 
things  that  you  can't  store  for  months. 
To  deliver  fresh  produce  to  every  store 
at  least  once  a  week,  North  West 
spends  some  $30  million  a  year,  or  7% 
of  revenues,  on  transportation — mostly 
air  freight.  It  can  cost  $2.20  to  ship  a 
pound  of  lettuce. 

Nearly  all  the  stores  require  giant 
heated  warehouses  to  store  goods  for 
the  year.  Electricity  costs  can  be  six  to 
eight  times  higher  than  in  the  south. 
The  company  spends  an  average  of 
$2,000  per  service  call  to  repair  a 
broken  freezer  or  furnace. 

The  high  costs,  of  course,  are  passed 


on  to  North  West's  customers,  who  do 
not  always  appreciate  the  prices 
charged.  The  grumbling  grows  louder 
the  farther  north  one  goes.  In  The  Pas, 
Manitoba,  a  seven-hour  drive  north 
from  Winnipeg,  a  gallon  of  milk  costs 
$2.50.  By  the  time  it  reaches 
Churchill,  the  milk  is  up  to  $4.20  a 
gallon.  In  Arctic  Bay  it  goes  for  close 
to  $10.  Even  a  nonperishable  24-can 
case  of  Coke  will  set  you  back  $33  in 
Arctic  Bay. 

Despite  what  the  customers  think, 
North  West  stockholders  are  not  get- 
ting rich.  For  the  year  just  ended,  ana- 
lyst William  Chisholm  of  Toronto's 
Deacon  Capital  Corp.  expects  North 
West  to  report  net  earnings  of  $12.6 
million,  or  85  cents  a  share,  on  sales  of 
$433  million.  That's  a  net  margin  of 
2.9%,  against  2%  for  the  U.S.  grocery 
store  industry,  but  since  North  West 
has  high  capital  costs,  that  translates 
into  a  return  on  capital  of  only  12%, 
versus  about  15%  for  the  industry. 

The  grumbling  by  customers  has 
been  going  on  for  a  very  long  time. 
The  North  West  Co.  was  established  in 
1779  by  a  bunch  of  entrepreneurial  fur 
traders  based  in  Montreal  who  com- 
peted, sometimes  to  the  point  of  war- 
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fare,  with  the  established  Hudson's 
■Bay  Co.  When  competition  between 
■the  two  nearly  killed  business,  the 
'British  government  intervened  and  in 
1821  merged  the  two  companies. 
They  remained  one  until  1987,  when 
a  group  of  employees  and  investors 
bought  the  Northern  Stores  Division 
from  Hudson's  Bay  for  C$216  million 
and  renamed  it  the  North  West  Co. 

Many  of  North  West's  current  cus- 
tomers are  descendants  of  those  with 
whom  the  company's  agents  once 
traded  guns  for  fur — Cree  Indians 
living  on  reserves  or  Inuit  Eskimos. 
Traditionally,  the  Inuit  and  the  Cree 
hunted  caribou  and  whale,  selling  seal 
and  beaver  fur  and  narwhal  tusks. 
Animal-rights  activists  have  largely 
deprived  the  aboriginal  peoples  of  a 
legitimate  living,  making  many  of 
them  wards  of  the  Canadian  govern- 
ment. But  they  must  be  fed  and 
clothed,  and  North  West  is  still  there. 

Drop  in  on  Baker  Lake,  in  the 
Northwest  Territories,  well  above  the 
timber  line  in  the  eastern  Arctic.  About 
90%  of  its  1,186  inhabitants  are  Inuit. 
Only  328  are  employed,  mostly  by 
government  agencies  that  exist  solely 


to  support  the  community.  Those  who 
don't  work  receiye  checks  from  the 
government,  $574  a  month,  plus  rent, 
fuel  and  power  for  a  couple  with  two 
children.  Since  the  government  figures 
the  cost  of  living  in  Baker  Lake  is  70% 
to  75%  more  than  in  Winnipeg,  salaries 
and  welfare  checks  are  increased 
accordingly  and  occasionally  sweetened 
by  such  perks  as  free  travel  south.  This 
of  course  affects  the  area's  few  legiti- 
mate employers.  "How  can  we  com- 
pete, when  a  janitor  at  the  local  recre- 
ation complex  makes  over  $10  an 
hour?"  complains  one  store  manager. 

None  of  this  makes  for  a  lavish 
lifestyle,  however.  Baker  Lake  cus- 
tomers pay  close  to  $10  for  a  gallon  of 
milk  and  $1.50  per  pound  of  bananas. 

Nor  is  North  West  getting  a  free 
ride.  Its  18,000-square-foot  Baker 
Lake  store,  for  example,  faces  a  new 
worry — competition — and  now  pulls 
in  some  75%  of  the  town's  total  gross 
income,  down  from  maybe  85%  a  few 
years  ago.  Across  from  the  North  West 
store  in  Churchill  is  a  tiny  Sears 
Canada  catalog  outlet  that  opened  a 
year  ago.  Order  anything  from  the 
1,035-page  catalog  and  Sears  will  ship 


Wherever  You're  Going, 
Chances  Are  we  are  too. 

TWA  flies  to  over  90  popular  destinations 
worldwide.  So  no  matter  where  your  travel 
plans  take  you,  we're  always  a  sure  bet.  For 
reservation  information,  call  your  travel 
agent  or  TWA  direct  at  1-800-221-2000. 
Or  reach  us  online  at  http://www.twa.com. 


TRANS  WORLD  AIRLINES 
WE'RE  UP  TO  SOMETHING  GOOD? 


When  We  Looked  At  The  Future 

Of  Transportation^  We  Knew 

Exactly  Which  Way  To  Go. 

►  Markets  and  supply  chains  are  global.  Distribution  centers  are  closer  to  the  point  of 
sale.  Time-to-market  is  a  critical  competitive  strategy.  And  technology  that  delivers  information 
about  freight  is  as  important  as  the  freight  itself.  These  are  a  few  of  the  forces  driving  transpor- 
tation on  the  eve  of  a  new  century.  They  also  provide  our  direction  at  CNF  Transportation. 
We're  a  group  of  market-leading  businesses  that  deliver  solutions  in  a  "need-it-now"  world. 
Global  and  domestic  logistics,  air  freight,  ocean  services,  customs  brokerage,  less-than-tmckload 
and  full  truckload  delivery,  nationally  and  regionally.  Collectively,  we're  a  $4  billion  company 
operating  worldwide,  with  26,000  people,  25,000  pieces  of  equipment,  100  jet  freighters  and  the 
industry's  most  advanced  information  systems.  But  the  real  strength  we  bring  to  customers  is  a 
healthy  exchange  of  ideas  -  starting  with  a  clear  idea  of  where  transportation  is  going. 


c/jf 

TRANSPORTATION 


Where  ideas  carry  weight 


rvices  ♦  Menlo    Logistics  http://www.cnf.com 


for  a  maximum  freight  charge  of  $29. 
Satellite  dishes  are  now  common  in  every  far-north  town 
and  encourage  die  locals  to  want  new  things  and  new  ways. 
Some  Inuit  households  still  cut  hunks  of  raw  caribou  from 
carcasses  kept  frozen  on  their  front  porches,  but  increasingly 
they  want  hamburgers,  fresh  bread,  strawberries. 

MuchMusic — Canada's  version  of  mtv — has  introduced 
hip  inner-city  fashion  to  Cree  teens.  The  kids  shun  the 
cheaper  Orange  Tab  Levi's  jeans.  They  want  Guess  and 
Calvin  Klein.  Sighs  North  West  executive  Myron  Dennis, 
"They  all  want  to  look  like  Michael  Jordan." 

To  stock  the  latest  fashions  in  a  store  that  serves  500 
people  is  impossible.  That  opens  the  market  to  rivals  like 
Sears.  To  compete,  North  West  is  promoting  its  own  cata- 
log business.  Big-selling  items  include  $88  Fila  basketball 
shoes,  an  $88  four-CD  Metallica  collection  and  a  $22  No 
Fear  logo  baseball  cap.  Myron  Dennis  runs  the  catalog  divi- 
sion; he  says  in  1996  it  did  $15  million  in  sales. 

What  with  the  high  cost  of  doing  business  and  the  new 


competition,  North  West's  stock  is  hardly  booming.  At 
C$1 1,  it  trades  for  less  than  ten  times  last  year's  likely  earn- 
ings and  has  appreciated  just  25%  since  it  was  first  listed  on 
the  Toronto  Stock  Exchange  in  1990. 

But  hope  springs  eternal.  Last  December  North  West's 
board  named  a  new  chief  executive,  37-year-old  Edward 
Kennedy,  who  has  grand  plans  to  spur  growth.  He's  creep- 
ing south,  opening  stores  in  bigger — and  more  competi- 
tive— markets,  but  he's  not  closing  stores  in  Churchill, 
Arctic  Bay  or  other  traditional  North  West  markets. 

Taking  advantage  of  the  distribution  systems  North  West 
already  has  in  place,  Kennedy  has  started  offering  deliveries 
of  PCs  and  rental  tuxedos  to  the  north.  High-margin  items 
like  fancy  foods  and  fresh  flowers  may  be  next.  He's  also 
pushing  for  more  joint  development  deals  with  Indian 
groups  to  set  up  stores  on  reservation  land. 

"It's  a  logistical  nightmare,"  says  Kennedy  of  North 
West's  business.  "But  we've  been  doing  it  for  so  long  that 
it's  our  competitive  advantage."  ■■ 


Weather  in  the  north  is  so  unpredictable  that  when  North 
West  executives  take  a  two-day  trip  out  to  the  stores,  they 
will  often  bring  enough  clothing  to  last  a  week.  Here  North 
West  outgoing  CEO  Ian  Sutherland  and  incoming  Chief 


What  does  it  take  to  become  a 
leading  global  energy  company? 

In  Chinese  the  word  is  wisdom. We  know  because  we  recently  acquired  Consolidated  Electric  Power  Asia.  Awise 
business  move  that's  made  us  the  largest  independent  power  producer  in  Asia.  And  that's  impressive  in  any  language. 


http://www.southernco.com 

1  1996  Southern  Company 


Energy  to  Serve  Your  World 


Golf  sensation 
Tiger  Woods 
in  Bangkok 
last  month 
Part  Thai, 
Woods  could  do 
for  golf  in  Asia 
what  Michael 
Chang  has  done 
for  tennis.  Big- 
name  sponsors 
are  already 
signing  up. 


With  government  encouragement,  and  corporate 
sponsorship  money,  Asia  is  fast  developing 
an  American-style  sports  industry. 

Tiger  Woods 
played  here 


By  Andrew  Tanzer 

Three  years  ago  China's  state  - 
run  soccer  and  basketball  federations 
retained  IMG,  the  U.S.  sports  market- 
ing powerhouse.  The  assignment: 
juice  up  China's  ability  to  compete  in 
international  athletic  events.  IMG 
quickly  launched  China's  first  orga- 
nized professional  sports  leagues: 
the  Marlboro  League  for  soccer, 
underwritten  by — who  else? — Philip 


Morris,  and  the  Hilton  League  for 
basketball,  named  not  after  the  hotel 
folks  but  for  a  B.A.T  Industries  ciga- 
rette brand.  IMG  lined  up  Nike  to 
contribute  shoes  and  jerseys  to  all  12 
teams  in  the  basketball  league.  Thus 
did  sports,  capitalist-style,  come  to 
this  still  officially  socialist  land. 

It  seems  to  be  working.  Attendance 
at  Marlboro  League  games  topped  3.2 


Action  in  China's  Hilton  League 

The  socialists  brought  in  the  promoters. 
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^Onr   own,  rod  J. 


900  SE  Turbo  5-door 

The  Saab  900  proves  having  kids  and  having  fun  aren't  mutually  exclusive.  It  can  get  your  juices  going  60  mph  in  6.9  seconds* 
Yet  coddle  a  family  of  five  in  the  most  combined  passenger/cargo  space  in  its  class.**  And  shelter  them  in  a  patented 
Safeseat  construction  and  available  integrated  child  seat.  Is  there  any  downside  to  this  Consumers  /IjSSS^ 
Digest  "Best  Buy"  for  the  last  four  years?   Possibly.  Family  chauffeurs  could  squabble  over  whose  turn  it  is.  \SssP^ 

For  more  information  about  Saab,  call  I -800-582-SAAB.  Ext.  208.  www.saabusa.com 

'Car  and  Driver,  5/96.  ••Among  entry  luxury  European  sedans.  Based  upon  data  from  charts  in  1997  Car  and  Driver  Buyers  Guide  1 1994.  1995.  1996  and  1997.  ©1997  SAAB  CARS  USA,  INC 


Annual  Asian  Johnnie  Walker  Classic 
"International,  modern,  aspirational." 


million  last  year,  more  than  24,000 
ticket-paying  customers  a  game,  and 
TV  viewership  exceeded  100  million  a 
week.  New  sponsors  this  season 
include  Ford,  Energizer  and  Castrol. 
Michael  Chang  has  become  pitchman 
in  Asia  for  products  like  Procter  & 
Gamble's  Rejoice  shampoo  and 
Eveready  alkaline  batteries.  "Chang  is 
a  god  in  Asia,"  says  Asia  Sport's 
Seamus  O'Brien  of  the  Reebok  icon. 

Golf,  long  popular  with  Asia's  elite, 
is  developing  broader  appeal,  thanks  in 
part  to  new  superstar  Tiger  Woods. 
Part  Thai,  Woods  will  do  for  golf  in 
Asia  what  Chang  did  for  tennis,  pre- 
dicts Marlene  Lee,  managing  director 
of  API  Prism,  a  Hong  Kong  sports 
event  management  firm.  "Golf  is  seen 
as  international,  modern,  aspirational," 
explains  United  Distillers'  Steve  Fox- 
croft,  promotional  brands  director  for 
Asia.  "That's  the  right  image  for 
[Johnnie  Walker]  Black  Label." 

Seeking  the  mass  market,  Coca-Cola 
is  investing  in  sponsorship  of  soccer  in 
China,  basketball  in  the  Philippines 
and  cricket  in  India  and  Pakistan. 

Underlying  the  commercialization 
of  sports  is  the  vastly  increased  supply 
of  TV  airtime.  Star  Sports  is  now  avail- 
able in  53  million  households  in  Asia, 
and  subscription-only  ESPN  is  in  20 
million.  But  since  tastes  vary,  img  pro- 
motes an  Asian  badminton  circuit  and 
set  up  the  Asian  Cup  cricket  matches 
for  the  Indo-Pakistan  subcontinent. 
ESPN  Asia  and  Star  Sports,  which 
merged  this  year  but  continue  to  oper- 
ate separate  channels,  are  tailoring  their 
programming  to  specific  markets,  and 
Nike  and  Reebok  are  signing  local 
sports  stars  for  endorsements. 

As  American-style  promotion 
spreads  through  Asia,  it  acquires  a  dis- 
tinctly local  flavor.  Ws3 


Hollywood  dreamed  of  vast  riches  in  Asia. 
The  reality  has  been  rather  rough. 

Yin,  yang 
and  you 

By  Neil  Weinberg  and  Robert  La  Franco 


TV  executive  Jane  Zhang  (left)  with  music  hosts  Autumn  Bell  and  Tommy  Lin 
"We  work  very  closely  with  the  propaganda  department." 


"Five  years  ago,  hanging  out  in  the 
dining  room  of  the  Island  Shangri-La 
Hotel  in  Hong  Kong  was  like  being 
at  a  trade  show.  There  were  always  at 
least  25  people  you  knew,"  recalls 
Hal   Richardson,  a  former  Walt 


Disney  executive.  "Everybody  was 
piling  into  Asia." 

The  streets  of  Asia  turned  out  not 
to  be  paved  with  gold.  "As  time  went 
on,  we  discovered  there  were  unique 
problems,"  says  Richardson,  now  in 
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People  who  know  life  insurance  are  well  acquainted  with 


Northwestern    Mutual    Life.    It's    the    company    that  has 


always  received   the  highest  possible  ratings  for  financial 


Is  It  More  Than  Who  You  Know1. 


strength  and  security  from  Standard  &.  Poor's,  Moody's,  A.M. 


Best  and  Duff  &  Phelps.  So  if  you  don't  know  an  agent 


IW6  The  NflnhmtCRI  Mutual  Lift  [MinfKC  Company.  MilwauVce,  Ww.inun 


http://www.NorthwcstcrnMutual.com 


AT  CLARIDGG'9,  YOU'LL  HMD  TH€  VIGRY  LATEST  IMfORMATIOM  T€CHMOLOGY 
(AMD  A  SIXTY  YGAR  OLD  VJCRSIOM  Of-  WIMDOWS). 


A 


great  hotel  is  constantly  evolving.  As 
Claridge's  once  embraced  Victorian  grandeur 
and  Art  Deco  minimalism,  it  now  embraces 
the  digital  age. 

Although  the  windows  and  furnishings 
may  evoke  a  classic  splendour,  you'll  find  all 
the  technology  you  need  to  do  business  in 
today's  London,  from  personal  fax  machines 
to  ISDN  modem  terminals. 

And  while  the  brand  new  health  and  fitness 
suite  has  overtones  of  Twenties  style,  its  holistic 
approach  to  Mind,  Body  and  Spirit  is  utterly 
Nineties.  As  well  as  a  full  array  of  machines  and 
free  weights,  there  are  revitalizing  therapies 
from  Jetlag  Treatment  to  Aromatherapy. 

Located  in  the  heart  of  Mayfair,  the 
meticulously  restored  Claridge's  maintains  a 
unique  place  at  the  very  center  of  sophisti- 
cated London  life. 

With  a  version  of  windows  like  this,  surely 
Claridge's  must  be  considered  the  world's 
most  civilized  operating  environment. 


MAYFAIR,  LONDON 
AND  NOWHERE  ELSE  IN  THE  WORLD. 


Members  of 

cThefJeadin^Hotelsofth(fWorkl 


For  reservations,  call  800-63  SAVOY,  800  223  6800 
or  your  travel  agent. 


Penetration 

Cable  and  satellite  TV  households  (millions)* 


charge  of  foreign  sales  for  Dream- 
Works skg.  The  locals  weren't  dying 
for  warmed-over  U.S.  entertainment. 

Take  Indovision,  a  satellite  service 
that  went  on  the  air  in  Indonesia  a  few 
years  ago  with  an  all-American  lineup 
of  CNN,  ESPN,  the  Discovery  channel 
and  HBO.  It  has  enrolled  a  piddling 
17,000  subscribers  in  a  nation  of  197 
million.  In  1992,  with  much  fanfare, 


§  The  economic 
§  boom  in  Asia, 
,  and  the  growing 
£  middle  classes 

it's  creating,  will 

soon  produce  a 

television  market 

that  dwarfs 

America's 

96  million 

television  homes. 


MTV  launched  a  channel  in  Japan  that 
was  just  marginally  different  from  the 
U.S.  version.  It  reaches  only  1.4  mil- 
lion out  of  Japan's  15  million  cable 
and  satellite  TV  households. 

Compare  that  with  the  rapid  success 
of  #7  Music  Express,  a  six-month-old 
music  and  culture  show  produced  by 
China  First  Music,  which  is  backed  by 
New  York-based  firms  Maroley  Enter- 


tainment and  Alpine  Capital.  It  is 
already  one  of  the  top-rated  shows  in 
Shanghai  and  Xiamen. 

Another  problem:  broadcasting 
infrastructure — antennas,  satellite 
uplink  stations  and  production  equip- 
ment— scarcely  exists  in  many  parts  of 
Asia.  Simon  Twiston  Davies,  editor  of 
the  AsiaCom  media  newsletter,  figures 
it  costs  up  to  $50  million  to  put  a 
regional  channel  on  the  air.  ESPN  has 
invested  about  $75  million  in  Asia; 
despite  the  surging  popularity  of  pro- 
fessional sports  in  Asia  (see  story,  p.  96) 
espn  is  years  from  breaking  even,  nbc 
has  reportedly  lost  $80  million  run- 
ning Asian  versions  of  nbc  and  cnbc. 
Even  HBO  Asia,  the  region's  most  pop- 
ular movie  channel,  is  years  from  get- 
ting its  total  investment  back. 

Subscription  rates  in  parts  of  Asia 
run  a  few  dollars  a  month.  With 
viewer  numbers  still  sketchy,  advertis- 
ers are  reluctant  to  pay  top  dollar. 
Throughout  the  region,  revenues 
from  cable  and  satellite  television 
probably  came  to  less  than  $5  billion 


'90  '91  '92  '93  '94  '95  '96  '97  '98  '99  '00  '01  '02  '03  '04  '05 

'Includes  Australia,  China,  Hong  Kong,  India.  Indonesia,  Japan,  Malaysia,  New  Zealand, 
Philippines,  Singapore,  South  Korea,  Taiwan  and  Thailand. 

Source:  Baskerville  Communications  Corp. 
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The  "Price"  Of  Performance. 


■  Discovering  untapped  potential  in  securities  is  at 
the  heart  of  the  investment  philosophy  of  the 
Michael  Price  investment  approach.  His  team 
excels  at  uncovering  bargains  that  others  have 
missed.  A  good  example  is  the  diversified 
portfolio  represented  by  the  Mutual 
Discovery  Fund...  a  fund  that  has  produced 
some  competitive  returns  in  its  category 
by  seeking  out  securities  that  are  underval- 


ued based  upon  book,  cash  flow  and  earnings  value.1 
■  The  fund  boasts  competitive  performance  as  well 
as  a  5 -star  overall  rating  by 
Morningstar,  Inc.,  against  a 
universe  of  1,826  domestic 
equity  funds  for  the  three- 
year  period  ended  1 2/3 1/96. n 
a  Call  your  investment  representative  or 
Franklin  today  for  more  information. 


5 -Star 
Morningstar  Rating" 


Michael  F.  Price,  President 
Franklin  Mutual  Series  Funds  Inc. 


This  fund  may  invest  in  mergers,  consolidations,  liquidations  and  reorganizations  as  well 
as  in  lower-rated  corporate  bonds.  Foreign  issues  may  incur  special  risks  including  cur- 
rency fluctuations  and  political  uncertainty.  Investors  should  carefully  assess  the  risks  to 
principal  and  income  associated  with  these  types  of  securities  discussed  in  the  fund's 
prospectus. 

"The  Morningstar  rating  is  based  upon  performance  when  the  fund  had  no  sales  charges 
or  Rule  12b-l  fees.  Class  I  and  Class  II  shares,  which  were  initially  offered  on 
November  1 ,  1 996,  have  not  been  rated. 

Morningstar  pro- 
prietary ratings 
reflect  historical 
risk-adjusted 
performance.  The 
ratings  are  subject 
to  change  every 
month.  Past  per- 
formance is  no 
guarantee  of  future 
results. 

Morningstar  rat- 
ings are  calculated  from  the  fund's  three-,  five-  and  ten-year  average  annual  returns  in 
excess  of  90-day  Treasury  bill  returns  with  appropriate  sales  charge  adjustments,  and  a 
risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  one-year 
rating  is  calculated  using  the  same  methodology,  but  is  not  a  component  of  the  overall 
rating.  Ten  percent  of  the  funds  m  an  investment  category  receive  five  stars.  The  fund 
received  a  5-star  rating  for  the  one-year  period  among  2,959  equity  funds. The  five-  and 
ten-year  rating  is  not  available. 

mPerformance  figures  shown  pertain  only  to  Class  I  shares  of  the  fund.  Class  II  shares 
are  subject  to  different  fees  ana  expenses  which  will  affect  their  performance. 
Cumulative  total  returns  show  the  percent  change  in  value  of  an  investment  and  average 
annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over 
the  indicated  periods  ended  12/31/ 96.  All  calculations  have  been  restated  to  reflect  the 
current,  maximum  4.5%  initial  sales  charge  and  assume  reinvestment  of  dividends  and 
capital  gains  at  net  asset  value.  Returns  have  not  been  restated  to  reflect  Rule  1 2b- 1  fees 


Cumulative  Total  Return'" 

1  1  5.7% 

Since  Inception  12/31/92 

Average  Annual  Total  Returns'" 

Since  Inception 

3-Year 

1-Year 

2 1 .2% 

1  6.7% 

1  9.2% 

for  Class  I  and  II  shares  which  are  included  only  from  the  date  of  their  implementation 
on  November  1,  1996.  Such  fees  will  affect  subsequent  performance.  Investment  return 
and  principal  value  will  fluctuate  with  market  conditions,  and  you  may  have  a  gain  or 
loss  when  you  sell  your  shares.  Past  performance  does  not  guarantee  future  results. 
""Source  for  S&P  500:  Standard  &  Poor's  Corporation.  The  index  is  unmanaged  and 
includes  reinvested  dividends.  One  cannot  invest  directly  in  an  index. 
Franklin  Temple  ton  Distributors,  Inc. 


Cumulative  Growth  of  a  $  1 0,000  Investment 
in  the  Mutual  Discovery  Fund  vs.  the  S&P  500®. 
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Mutual  Discovery  Fund    □  S&P  500® 
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Call  Toll-Free  1 -888-FRANKLIN  Ext.  P253 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Mutual  Discovery  Fund,  including  sales  charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

□  I  am  currently  a  Franklin  Templeton  shareholder.   □  I  am  currendy  a  Mutual  Series  shareholder. 

  F  R  A\  Nj  K<  I  li  Nf 

Address    ~  ~ 

city/state/zip  Mutual  Series  Funds 

Daytime  Phone  Manners  Island  Boulevard 

— 7-   San  Mateo,  CA  94404-1585 

A    Member    of   the    $  1  80    Billion    Franklin    Templeton  Group 

'         '         '         '         1         1         '         '         '         '         '         '  iii 


Amazing  growth 

Cable  and  satellite  TV  revenues  ($billions) 
$30 


Singapore 


$28.0 


25 


20 


15 


10 


Rest  of  region* 


$4.2 


$0.35 

0 

1990  1995  2000E  2005E 

•Includes  Australia,  Indonesia,  Japan,  Malaysia,  New  Zealand,  Taiwan  and  Thailand. 

Source:  Baskerville  Communications  Corp. 


Like  television 
viewers  every- 
where, Asians 
like  lots  of 
channel  options. 
But  people  in 
Hollywood  who 
planned  to  fill 
the  cables  and 
airwaves  with 
American  reruns 
are  finding  that 
Asian  audiences 
prefer  locally 
produced 
programs. 


last  year,  with  ads  accounting  for  no 
more  than  $300  million. 

The  term  "Asian"  market  is  a  mis- 
nomer. It  is  a  collection  of  individual 
markets.  The  Discovery  channel's 
cooking  show  has  a  pork-free  menu 
for  Islamic  Malaysia  and  a  beef-free 
one  for  Hindu  India. 

Rupert  Murdoch,  the  highest-stakes 
punter  in  Asian  satellite  TV,  has  gotten 
the  message.  In  1995  Murdoch's 
News  Corp.  completed  an  $871  mil- 
lion buyout  of  Hong  Kong-based  Star 
TV,  a  23-channel  satellite  service  that 
stretches  to  53  countries  from  Japan 
to  the  Middle  East.  The  company's 
estimated  operating  loss  last  year: 
upward  of  $100  million. 

To  stanch  the  bleeding,  Star  has 
been  tailoring  material  to  local  markets. 
Its  management  moved  from  Hong 
Kong  to  Taipei  for  Taiwanese-language 
programs  and  to  Bombay  for  Hindi 
programming.  Good  move.  In  India, 
ratings  for  Star's  Star  Plus  have  doubled 
since  an  October  relaunch.  Star's 
Channel  V  claims  it  lured  20  million 
viewers  for  the  first  annual  India  Music 
Awards — Star  TV's  largest  Indian  audi- 


ence ever.  Now  only  four  of  the  23  Star 
channels  broadcast  chiefly  in  English. 
"People  who  come  into  this  market 
thinking  Western  TV  is  the  font  of  cre- 
ativity are  bound  to  get  it  wrong,"  says 
Chief  Executive  Gary  Davey. 

The  Murdoch  enterprises  are  ahead 

Part  of  the  problem 
in  China  is  that  what 
passes  for  politically  correct 
in  the  U.S.  is  extremely 
incorrect  in  a  nation  that 
is  officially  socialist. 

of  most  of  their  American  competi- 
tors. Universal  plans  to  launch  a  24- 
hour  action  channel  in  the  region  fea- 
turing American  hits  like  Magnum  Pi 
and  The  A  Team,  nbc  has  relied 
mostly  on  dubbed  versions  of  existing 
shows,  among  them  Australia's  Asian 
exercise  program  Tin,  Tanjj  and  Tou, 
in  Taiwan.  "The  way  to  work  this 
business  is  to  pump  money  into  pro- 


gramming," says  Stephen  Stine,  a 
media  analyst  with  Coopers  & 
Lybrand  Consultants  in  Singapore. 

Meanwhile,  strong  local  players  like 
Hong  Kong's  Television  Broadcasts 
Limited  are  trying  to  go  regional. 
Once  they  do,  there  will  be  that  much 
less  room  for  the  Americans.  "The 
conventional  wisdom  is  that  con- 
sumers want  a  vast  choice,  but 
research  shows  most  people  watch 
only  eight  to  ten  channels,"  says 
Darryl  Dorrington,  chief  operating 
officer  for  Jupiter  Programming  Co., 
a  joint  venture  between  TCI  Interna- 
tional and  Sumitomo  Corp. 

Japan's  satellite  TV  market  is  already 
getting  crowded.  PerfecTV,  a  local 
satellite  service,  recently  began  broad- 
casting 62  channels.  And  Murdoch 
hopes  to  enter  next  month,  with 
JSkyB,  a  joint  satellite  venture  with 
Softbank.  A  third  service,  DirecTV 
Japan,  part  owned  by  a  Hughes  Com- 
munications unit,  also  wants  to  join 
the  fray  this  year.  The  problem  now  is 
programming.  Other  than  TCI,  few 
U.S.  firms  are  turning  out  original 
shows,  and  Japan's  networks  are 
undecided  about  whether  to  join  or 
fight  their  new  satellite  rivals. 

China?  Suspicion  of  foreigners  is 
high.  The  Walt  Disney  Co.,  which  has 
a  successful  pay  channel  in  Taiwan,  has 
failed  to  get  one  in  China  after  at  least 
five  years  of  trying.  "It's  one  of  the 
toughest  places  on  earth  to  do  busi- 
ness," says  Edward  Borgerding,  head 
of  Disney/ABC's  Asia- Pacific  venture. 
"The  truth  is  different  from  the  reali- 
ty of  what  a  bunch  of  people  sitting  in 
Los  Angeles  think  it  is." 

Part  of  the  truth  is  that  what  passes 
for  politically  correct  in  the  U.S.  is 
extremely  incorrect  in  a  nation  that  is 
still  officially  socialist.  "We  work  very 
closely  with  the  propaganda  depart- 
ment," admits  Jane  Zhang,  China 
First's  president.  "If  they  don't  like  a 
picture,  we  change  it  right  away.  That's 
the  reality  if  you  want  to  do  business 
here.  It's  going  to  be  hard  for  the  big 
guys  [U.S.  studios]  to  work  this  way." 

"If  anyone  tells  you  they  are  cash- 
flow positive  in  Asia  today,  they're 
lying,"  says  Jon  Feltheimer,  president 
of  Sony  Television  Entertainment. 
"But  Asia  has  enormous  potential  and 
is  the  most  important  focus  of  our 
company,"  he  quickly  adds.  ■■ 
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How  Pacific  Coast  Feather  Company  puts  customers'  orders  to  bed 

40%  earlier.  At  Pacific  Coast  Feather  Company,  a  small  family-owned 

firm  in  Seattle,  they  were  producing  so  many  down  comforters  and 

pillows,  things  were  starting  to  get  a  little  uncomfortable.  So  they 

called  SAP  to  help  them  keep  up.  With  SAP's  R/3  software, 

they  decreased  their  order  turnaround  time  by  40%  and 

integrated  all  eight  of  their  manufacturing  plants.  Now, 

with  communications  open,  they're  able  to  track  an 

order  from  start  to  finish,  do  more  business  with 

less  inventory  on  hand  and  know  the  exact 

amount  of  raw  materials  they  need. 

With  R/3,  it  seems  the  experts  at 

helping  people  sleep  better,  are 

sleeping  better  themselves. 

For  more  information, 
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Thomas  Redmond's  smartest  move  was 
to  recognize  when  it  was  time  to  bring  in 
an  outsider  to  run  his  company. 

Knowing  when 
to  get  out 


By  Carleen  Hawn 

Some  companies  have  understated 
chief  executives.  Redmond  Products 
Inc.,  maker  of  the  Aussie  line  of  hair- 
care  products,  is  not  one  of  them.  In 
the  auditorium  of  the  firm's  Min- 
neapolis headquarters  hangs  a  giant 
portrait  of  founder  Thomas  (Bud) 
Redmond.  It  shows  him  with  his 
finger  rammed  up  his  nose. 

"I  like  humor;  I  hate  formality," 
grunts  Redmond,  64,  as  he  props  his 
sneaker-clad  feet  on  the  desk  in  his 
log-cabin-style  office.  He  insists  his 
200  workers  call  him  Coach.  His 
desk  is  decorated  with  a  jar  of 
formaldehyde  containing  the  castrat- 
ed testicles  of  his  prized  horse  Dan 
the  Man. 

Redmond  doesn't  have  to  apolo- 
gize for  his  eccentricities.  With  sales 
of  $120  million  last  year,  his  Red- 
mond Products  challenges  the  likes 
of  Unilever  and  Procter  &  Gamble  in 
drugstore  shampoos,  conditioners 
and  hairstyling  aids.  His  Aussie  Mega 
Shampoo  ($3.99  for  16  ounces),  The 
Australian  3  Minute  Miracle  and 
Curing  Muddy  conditioners  ($6.49 
for  8  ounces)  have  attracted  devoted 
fans.  Redmond  Products  has  just  2.5% 
of  the  $4  billion  hair  care  market.  But 
it  boasts  a  15%  operating  margin  on 
sales  in  a  business  where  a  giant  com- 
petitor like  Unilever's  Helene  Curtis  is 
lucky  to  get  maybe  5%. 

The  son  of  a  mechanic  and  a  tele- 
phone operator,  Redmond  got  his 
first  job  out  of  college  in  1960  selling 
ad  space  for  a  trade  publication  called 
Modern  Beauty  Shop.  That  led  to  a 
gig  as  a  beauty  products  sales  repre- 
sentative. He  did  extremely  well,  but 
the  Redmonds  of  this  world  want 
more  than  a  good  living.  In  1979 


Redmond,  then  46,  quit  his  sales  job 
to  found  Redmond  Products. 

His  first  two  products  didn't  catch 
on,  and  another  person  might  have 
gone  back  to  selling.  Not  Redmond. 
On  a  1979  trip  to  Australia  he  met  a 
Brisbane  chemist  who  gave  him  a 
little  jar  of  brown  paste  made  from 
remedial  herbs  popular  among  Abo- 
rigines and  intended  as  a  hair  condi- 
tioner. Shrugs  Redmond,  "I 
humored  the  oddball  and  tried  it." 

"It  was  phe-nom-e-nal,"  he  says 
emphatically.  Redmond  paid  the 
chemist  a  nominal  sum  for  the  for- 
mula and,  back  home,  invested 
$10,000  to  get  the  newly  named 
Australian  3  Minute  Miracle  to 
market  in  nine  months. 

Using  his  old  salesman's  client  list, 
Redmond  sold  the  product  to  salons, 
for  retailing  to  their  customers.  The 
price  was  high:  $9  for  8  ounces.  To 
overcome  people's  reluctance  to  shell 
out  so  much  for  an  untried  product, 
Redmond  came  up  with  sample-size 
packages  for  99  cents.  Today  the 
practice  is  common,  but  in  1980 
Redmond  was  alone  in  his  approach. 
As  Redmond  hoped,  the  sampling 
drew  repeat  buyers.  He  was  soon  sell- 
ing 8-  and  16-ounce  bottles.  Salon 
owners,  pleased  with  the  quick 
turnover,  made  space  for  the  new 
conditioner. 

Strapped  for  cash,  as  beginning 
entrepreneurs  usually  are,  Redmond 
gave  the  salons  a  5%  discount  if  they 
paid  him  in  10  days,  rather  than  the 
standard  30.  Most  did,  allowing  Red- 
mond to  finance  his  growth  with  cash 
flow.  To  keep  overhead  down,  Red- 
mond convinced  his  eldest  child,  Pat, 
to  drop  out  of  college  to  handle  the 


firm's  accounting.  John,  the  youngest 
member  of  the  Redmond  clan, 
remembers  sitting  in  the  family 
garage  at  age  11  putting  caps  on 
shampoo  bottles. 

In  1982  Redmond  launched  his 
second  product:  Aussie  Mega  Sham- 
poo, made  with  papaya.  Another  hit. 
Sales  that  year  were  $3.5  million. 

Limited  by  an  advertising  budget 
of  just  $70,000,  Redmond  had  to  get 
maximum  attention  for  each  buck. 
He  hired  a  photographer  to  take  a 
picture  of  the  13  members  of  the 
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Redmond  Products' 
founder  Thomas 
(Bud)  Redmond  in 
his  log-cabin-style 
office,  and,  above, 
Aussie  Custard 
Apple  shampoo 
coming  off  the 
production  line 
Redmond  is 
always  game  for 
a  little  fun.  He 
doesn't  want  to 
end  up  like  his 
father  who,  he 
says,  "worked  his 
whole  life  and 
never  once 
enjoyed  what 
he  did." 


Redmond  family  dressed  in  white 
bathrobes.  Using  it  to  define  the 
company's  image,  he  blew  most  of 
his  budget  in  one  place — People  mag- 
azine. Within  two  years  Aussie's 
brand  awareness  was  up  from  virtual- 
ly nothing  to  30%.  "Until  then  Red- 
mond had  [grown  on]  luck  and  guer- 
rilla warfare,"  boasts  Charles  Webber, 
the  young  advertising  buff  who 
orchestrated  the  Redmonds'  first  ad 
campaign  and  who  is  now  married  to 
Redmond's  daughter  Pat. 

But  in  1992  revenues  stalled  at 


$114  million.  Redmond  and  his  wife 
of  34  years  were  splitting.  By  1995 
sales  had  dropped  to  $102  million. 

For  some  family-owned  companies 
this  would  have  spelled  the  end.  But 
Redmond  was  smart  enough  to  look 
for  help.  In  late  1995  he  hired  as 
chief  operating  officer  Sheldon  Zim- 
bler,  the  highly  respected  former 
president  of  the  U.S.  division  of 
Johnson  &  Johnson's  Neutrogena 
Corp.  Zimbler  introduced  structure 
to  the  unwieldy  organization. 

Whereas  Tom  Redmond  had  over- 


seen every  decision,  Zimbler  pushed 
decision  making  down  to  division 
heads.  He  reorganized  the  marketing 
department  and  made  bonuses  con- 
tingent on  companywide,  rather  than 
individual,  performance.  Zimbler 
pushed  for  better  distribution  of  the 
line  in  Kmart,  Wal-Mart  and  Wal- 
green. He  boosted  the  advertising 
budget  to  $12  million. 

Redmond  boomeranged  in  1996 
with  a  record  $120  million  in  sales. 
Market  share  is  up.  "That  company 
was  going  nowhere,"  says  Chain 
Drug  Store  Review  editor  David 
Pinto.  "Shelly  took  it  out  of  the 
family  realm  and  injected  life  into  it." 

Redmond  doesn't  want  to  end  up 
like  his  father  who,  he  says,  "worked 
his  whole  life  and  never  once  enjoyed 
what  he  did."  He  uses  his  Beechjet 
400  to  fly  between  his  200-acre  Min- 
nesota ranch  and  his  65,000-acre 
buffalo  ranch  in  southern  Colorado 
with  his  new  wife,  Cher,  an  interior 
decorator  19  years  his  junior.  His  cur- 
rent obsession  is  a  $2.5  million  law- 
suit he  is  waging  against  the  U.S.  Air 
Force  to  stop  F-16  fighters  from 
screaming  over  his  Colorado  proper- 
ty at  tree  level. 

Sound  like  something  that's  for 
sale?  The  company  is  100%  family 
owned,  split  between  Tom  Sr.  (51%), 
his  ex-wife,  Patt  (15%),  and  the  five 
children  (just  under  7%  each).  The 
family  says  there's  no  plan  to  go 
public,  although  Prudential  Securities 
analyst  Heather  Hay  thinks  Redmond 
could  sell  for  some  $160  million,  wm 
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Jackknifec!  tractor-trailers  and  rubberneckers. 
A  pain  to  you  commuters,  but  money  in  the  bank 
for  David  Saperstein,  the  king  of  radio  traffic  reports. 

The  king  of 
gridlock 


By  Christopher  Palmeri 

If  you  live  in  San  Francisco  and 
tune  in  to  the  top  news/talk  radio 
station,  Joseph  McConnell  is  your 
traffic  reporter.  If  you  prefer  the  soul 
music  station,  McConnell  still  deliv- 
ers your  traffic  report.  Golden  oldies? 
You  still  get  your  morning  rush  hour 
report  from  McConnell. 

From  a  central  studio  in  down- 
town San  Francisco,  McConnell 
delivers  traffic  and  news  reports  to 
six  radio  stations  and  an  ABC  televi- 
sion affiliate.  Through  the  course  of 
a  morning  rush  hour,  McConnell 
regularly  changes  the  meter  of  his 
voice — and  occasionally  his  name, 
using  Joe  Vincent  instead.  "I  try  to 
blend  in,"  McConnell  says,  explain- 
ing how  he  manages  to  banter  with 
disc  jockeys  in  formats  from  classic 
rock  to  religious.  "Each  station  has  a 
different  personality,  but  most  want 
their  traffic  straight." 

McConnell  works  for  Metro 
Networks,  Inc.,  the  nation's  largest 
provider  of  radio  traffic  reports. 
Metro  fields  76  airplanes,  17  heli- 
copters, 30  cars  and  vans  and  19 
fixed-position  cameras  (one  of  them 
atop  the  Empire  State  Building). 
Metro  delivers  reports  to  more  than 
1,300  radio  stations,  roughly  half  of 
all  the  stations  in  major  U.S.  mar- 
kets. It  also  services  1 14  TV  stations. 

Thanks  to  customization,  few  lis- 
teners suspect  that  the  reports 
they're  getting  are  canned.  In 
Houston,  Metro  delivers  broadcasts 
in  Spanish  and  Vietnamese.  In 
Chicago,  news  on  the  latest  rubber- 
necking is  available  in  Polish. 
Listeners  in  several  cities — New 
York,  Washington  and  Chicago 
among  them — can  call  in  to  special 


for  just  about  any  good  or  service.  A 
onetime  Ford  dealer,  Saperstein  got 
the  idea  for  Metro  while  stuck  in  a 
Baltimore  traffic  jam  in  1978.  He 
figured  he  could  get  free  advertising 
for  his  car  lots  if  he  assembled  traffic 
reports  and  offered  them  to  radio 
stations  in  exchange  for  airtime. 

Within  a  month,  Saperstein  had 
signed  up  three  stations  and  two 
traffic  reporters.  As  payment, 
Saperstein  asked  for  ten  seconds  at 
the  end  of  each  broadcast.  "It  helped 
that  I  didn't  know  a  lot  about 
radio,"  Saperstein  says  today.  "No 


!  ft 


Metro  Networks'  founder,  David  Saperstein 

Think  of  him  next  time  you're  stuck  in  traffic. 


traffic  information  hot  lines  affiliated 
with  their  local  radio  stations  but 
staffed  by  Metro  employees. 

Metro  is  the  creation  of  David 
Saperstein,  a  tireless  salesman.  A  fit- 
ness nut,  Saperstein  eats  the  same 
salad  with  diced  chicken  every  day 
for  lunch  and  dinner.  His  approach 
to  business  is  just  as  obsessive:  To 
make  that  sale,  he'll  trade  radio  time 


one  thought  you  could  do  anything 
creative  in  ten  seconds." 

Ideas  are  money,  if  handled  prop- 
erly. For  the  year  just  ended  Metro 
Networks  produced  $25  million  in 
cash  flow  on  revenues  of  more  than 
$100  million.  In  October  Saperstein, 
now  56,  sold  half  of  the  company  to 
the  public,  putting  $58  million  of 
the  $132  million  raised  into  his 
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Booming  exports.  Rising  incomes.  A  vast  new  market  approaching  one  billion  consumers.  No  wonder  many 
experts  expect  Asia's  economies  to  outperform  all  others  in  the  new  millennium. 

GT  Global  has  over  25  years  of  experience  investing  in  Asia.  With  offices  in  Tokyo,  Hong  Kong,  Singapore 
and  Sydney,  we  see  firsthand  the  opportunities  created  by  Asia's  rapid  growth.  Opportunities  reflected  in  a  variety 
of  our  mutual  funds.  Like  our  GT  Global  New  Pacific  Growth  Fund.  The  GT  Global  Japan  Growth  Fund.  And 
globally-diversified  funds  such  as  the  GT  Global  Emerging  Markets  Fund  and  GT  Global  Theme  Funds. 

To  open  the  door  to  opportunity  in  Asia,  ask  your  financial  adviser  about  GT  Global  Mutual  Funds.  Or 
callus  at  1-800-824-1580. 


GT  Global 

A  Member  of  Liechtenstein  Global  Trust 


A  WORLD  OF  OPPORTUNITY 


You  will  receive  a  prospectus  for  the  GT  Global  Funds  with  more  complete  information,  including  charges,  expenses  and  the  risks  associated  with  global  and  emerging 
market  investing,  including  political  and  currency  risk.  Read  the  Prospectus  carefully  before  investing.  GT  Global,  Inc.,  Dist.,  50  California  St.,  San  Francisco,  CA  941 1 1 . 
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£  Metro  Networks' 
=  traffic  helicopter 
over  Los  Angeles 
Saperstein's 
company  saves 
radio  and  TV  sta- 
tions money  by 
sharing  equip- 
ment like  chop- 
pers. The  sign  on 
the  side  can  be 
changed  to  the 
call  letters  of  a 
local  station,  thus 
disguising  the 
arrangement  from 
listeners. 


pocket.  He  still  owns  the  other  half 
of  Metro,  a  stake  recently  quoted  at 
$180  million. 

Saperstein's  pitch  to  his  radio 
clients  is  that  he  doesn't  compete 
with  them  for  local  advertising.  He 
goes  after  national  and  regional 
advertising  from  companies  like 
Albertson's  supermarkets,  ABC  televi- 
sion and  America  West  Airlines.  An 
advertiser  who  wants  to  hit  potential 
customers  in  Cleveland,  for  example, 
pays  $37,500  for  500  ten-second 
spots  over  the  course  of  a  month. 
That  $37,500  gets  you  24  radio  sta- 
tions, reaching  an  audience  of  more 
than  1.5  million  people — a  cost  per 
thousand  that  Metro  claims  is  20% 
less  than  similar  exposure  in  the 
Cleveland  Plain  Dealer. 

The  ten-second  spot  allows  for 
local  customization.  When  the  city 
of  San  Antonio  banned  the  use  of 
sprinklers  during  a  drought  last  sum- 
mer, advertiser  Builder's  Square 
shifted  its  message  to  pitch  special 
"soaker  hoses"  that  use  less  water. 
"We  sold  out  our  entire  inventory  in 
two  days,"  boasts  Builder's  Square 
Chief  Executive  Frank  Felicella. 

Nothing  this  good  lasts  long  with- 
out attention  from  competitors.  As 
the  radio  industry  consolidates,  it's 
likely  that  large  station  groups  will 


bring  traffic  reporting  back  in-house 
or  at  least  extract  tougher  terms 
from  Metro  Networks.  Jacor 
Communications,  the  nation's  sec- 
ond-largest radio  group,  brought 
traffic  reporting  back  in-house  at  its 
Atlanta  stations  recently. 

Similarly,  Saperstein's  biggest 
competitor,  Shadow  Traffic,  is  now 
affiliated  with  broadcasting  giant 
Westinghouse  Electric  Corp. 
Saperstein  has  30-odd  Westinghouse 
stations  under  contract,  and  Metro 
could  take  a  big  hit  as  the 
Westinghouse  business  dwindles. 

But  Saperstein  is  nothing  if  not 
resourceful.  When  he  built  his  $3 
million  home  in  Houston's  posh 
River  Oaks  neighborhood,  local  leg- 
end has  it  that  he  was  so  good  at  bar- 
tering radio  time  for  goods  and  ser- 
vices that  you  could  tell  what  stage 
of  construction  the  house  was  in  by 
the  ads  that  ran  on  Metro's  traffic 
reports — from  roofers  to  pool  men 
to  electrical  contractors.  Expect  him 
to  be  just  as  nimble  now  that  he's 
under  fire  from  competitors. 

He  has  diversified  into  news, 
sports  and  weather  programming. 
And  has  started  applying  the  formu- 
la that's  worked  so  well  in  radio  to 
television  stations.  In  Houston,  for 
example,  all  seven  of  the  TV  stations 


that  put  together  local  news  shows 
augment  their  coverage  with  a 
Metro-run  video  service.  It  sends 
camera  people  out  to  shoot  routine 
events  like  press  conferences  and  city 
council  meetings,  enabling  the  sta- 
tions to  save  their  expensive  crews 
for  more  important  stuff.  The  TV  sta- 
tions pay  in  a  mix  of  cash  and  air- 
time,  which  Saperstein  resells. 

Today  television  brings  in  less 
than  10%  of  Metro's  sales,  but 
Saperstein  says  it  could  account  for 
half  within  five  years.  Wall  Street  is 
counting  on  it.  With  the  stock  up 
nearly  40%  from  its  initial  offering 
price,  Metro  recently  traded  at  15 
times  estimated  cash  flow  for  the 
year  just  ended.  Implied  in  that  price 
is  a  hefty  30%  increase  in  cash  flow 
that  Wall  Street  analysts  are  project- 
ing for  this  year. 

Can  Saperstein  deliver?  He's  smart 
and  lucky,  but  his  tactics  sometimes 
backfire.  At  a  party  he  threw  five 
years  ago,  he  and  his  wife  Suzanne 
came  dressed  as  cavemen.  Saperstein, 
being  Saperstein,  couldn't  let  it  go  at 
that.  For  extra  flash  he  hired  a  fami- 
ly of  tigers  and  a  trainer.  The  fun  was 
nearly  ended  when  one  of  the  cubs 
bit  into  Saperstein's  behind.  Moral: 
There's  such  a  thing  as  pushing  your 
luck  too  far.  ■■ 
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Harley-Davidson  has  created  outsized  profits 
and  a  fancy  stock  price  by  keeping  supply  of  its  bikes 
short  of  demand.  But  it  looks  as  if 
supply  is  finally  catching  up. 


Is  the 
hog 

going 

soft? 


By  Dyan  Machan 

Salted  with  sweat  and  gritty  with  road 
dust,  a  California  biker  wheels  his  Harley- 
Davidson  in  for  repair.  The  Harley  deal- 
ership— just  two  years  ago  a  grimy 
place — has  been  transformed  into  a  sleek, 
neon-lit  showcase  for  Harley-Davidson  cloth- 
ing and  collectibles.  Parts  and  service,  formerly 
the  main  event,  are  now  crammed  in  the  back. 

The  wounded  bike  drips  oil  from  a  leak  as  it 
is  pushed  toward  the  service  area.  A  salesman 
accosts  the  weary  biker.  "Excuse  me,  sir,  your  bike's 
pretty  dirty.  Could  you  take  it  off  the  lot?"  The  next  day 
that  biker  test-rides  a  Yamaha  bike. 

This  is  not  an  apocryphal  tale.  It  really  happened.  It 
illustrates  the  risks  Milwaukee,  Wis. -based  Harley- 
Davidson,  Inc.  faces  as  it  tries  to  broaden  its  market 
and  cash  in  on  this  powerful  American  icon. 

It's  the  kind  of  risk  that  isn't  yet  showing  up  in 
Harley's  numbers.  The  company  had  a  record  year 


114 


in  1996,  with  unit  sales  up  12.4%,  yielding  $1.5  billion  in 
revenue,  and  earnings  of  $160  million  ($1.90  a  share). 
That's  impressive.  Not  many  metal-benders  earn  11%  net 
on  sales.  Wall  Street  loves  the  Harley  story. 

How  many  manufacturers  these  days  can  ask  customers 
to  wait  two  years  for  delivery?  Ask  a  Harley  dealer  about 
getting  a  bike,  and  you'll  get  the  response  that  there's  a 
two-year  wait.  The  waiting  list,  according  to  Dean  Witter's 
Ronald  Glantz,  "suggests  that  Harley  is  less  vulnerable 
than  other  companies  to  an  economic  slowdown." 

It's  an  irresistible  story  in  a  bull  market:  Motorbikes 
have  become  a  yuppie  thing,  and  Harley's  the  prestige 
brand  that  people  will  pay  up  for.  Unit  sales 
of  all  heavyweight  motorcycles  have 
been  growing  19%  or  so,  and  com- 
pounded, for  the  past  five  years  and 
Harley  Chief  Executive  Richard  Teer- 
link   sees   continued   growth.  The 
median  Harley  buyer  is  getting  older, 
more  affluent  and  better  educated.  No 
longer  is  the  company  dependent  almost 
entirely  on  the  Hell's  Angels  crowd. 

Lo  and  behold:  Harley  has  a  market 
capitalization  approaching  $4  billion, 
which  comes  to  23  times  earnings,  6  times  book  value  and 
as  much  as  2/4  times  revenues. 

Warning:  This  idol  may  have  feet  of  clay. 
Yes,  Harley  dominates  the  heavyweight 
motorcycle  market — a  market  it  created.  Its 
market  share  in  the  segment  last  year  was 
51.2%,  says  industry  consultant  Donald 
Brown.  The  other  48.8%  is  shared  by  four 
Japanese  companies:  Honda,  Kawasaki, 
Yamaha  and  Suzuki.  And  Germany's  BMW  is 
about  to  get  into  the  act. 

But — and  it's  a  big  "but" — five  years  ago 
Harley's  market  share  was  over  71%,  accord- 
ing to  Brown.  Harley's  lead  is  fading  fast. 

Despite  the  company's  strategy  of  keeping  supply  just 
shy  of  demand,  shortages  are  disappearing.  Two  years  ago 
dealers  demanded  and  got  premiums  for  bikes  they  didn't 
yet  have.  Now  bikes  are  immediately  available  and  any  pre- 
miums demanded  are  negotiable.  In  El  Paso,  Tex.,  Barnett 
Harley-Davidson  has  350  new  and  used  Harley  bikes  in 
stock,  including  a  new  Heritage  Springer  and  a  new  Fat 
Boy,  two  hard-to-get  models. 

There  are  other  signs  that  the  Harley  dearth  is  over. 
Harleys-R-U.S.,  in  Lewiston,  Me.,  advertises  it  has  40 
bikes  in  stock,  and  most  models.  At  Ehlerding  Motor- 
Sports  in  Fort  Wayne,  Ind.  a  customer  can  walk  into  the 
showroom  and  roll  away  any  of  20  Harley  bikes. 

Although  there  are  still  waiting  lists  in  certain  parts  of 
the  country,  these  signs  of  satisfied  demand  bode  ill  for 
future  pricing.  Scarcity  spices  demand  and  adds  to  the 
mystique.  Being  told  they  can't  have  a  Harley  for  a  long 
time  makes  buyers  want  them  more.  All  but  vanished  now 
are  newspaper  ads  from  those  who  just  got  their  bikes 
offering  to  flip  their  new  purchases  for  a  $1,000  premium. 

Now  here's  what  makes  all  this  worrisome:  Just  as  short- 
ages are  beginning  to  ease,  Harley  is  revving  capacity.  The 


company  is  spending  $800  million  over  five  years,  1994- 
99,  to  open  two  new  factories  and  double  its  unit  capaci- 
ty by  2003. 

Doubting  Harley-Davidson  is  almost  like  spitting  on  the 
American  flag.  Harley's  inspiring  comeback  has  been  a 
cheering  symbol  of  the  American  industrial  renaissance. 

Owned  by  American  Machine  &  Foundry  in  the  1970s, 
Harley  was  ridden  hard  and  milked  for  cash.  Quality  was 
poor.  There  was  a  joke:  "Why  do  you  need  two  Harleys? 
"One  to  ride  and  one  for  parts." 

With  Harley  close  to  biting  the  dust,  its  management 
team,  led  by  Richard  Teerlink,  bought  Harley  from  amf  in 
a  1981  lbo.  Teerlink  and  his  team  successfully  lobbied 
Congress  in  1983  for  tariff  protection  against  Japanese 
bike  manufacturers 

This  protection  gave  Harley  breathing  room  to  improve 
quality  and  to  produce  what  turned  out  to  be  the  right 
product — a  "cruiser"  bike,  meant  for  traveling  from  "bar 
to  bar"  in  comfort. 

Demographics  helped.  The  baby-boom  generation, 
which  in  the  1960s  had  flocked  to  Japanese  sport  bikes, 
was  older.  These  folks,  many  now  with  families,  were  less 
interested  in  popping  wheelies  than  in  recapturing  their 
youth — in  image  if  not  in  reality.  They  wanted  comfort 
with  lots  of  power  at  their  wrists'  command. 

Harley's  big-iron  cruisers  and  long-dis- 
tance touring  bikes  were  heavy,  chrome 
laden  and  expensive.  Unlike  the  performance 
bikes  that  were  ridden  hunched  forward  for 
speed,  Harleys  were  low-slung  and  ridden 
with  a  relaxed,  don't-mess-with-me  attitude. 
Fast?  No.  Flashy?  Yes.  Overheard  at  a  garage 
recently  from  a  biker:  "Harleys  leak  oil.  They 
vibrate  bad.  You  can't  turn  the  things." 
"So  why  do  they  sell?"  a  bystander  asks. 
"You  get  laid." 

If  you  owned  a  Harley,  you  were  making 
a  lifestyle  statement:  the  toughest,  baddest 
guy  on  the  block.  Never  mind  that  you  were  a  dentist  or 
accountant.  You  felt  wicked  astride  all  that  power. 

Instead  of  updating  its  design,  Harley  cleverly  romanti- 
cized its  old-fashioned  fines,  preserving  the  curves  sport- 
ed by  the  Panhead-engined  models  of  the  1950s.  The 
1980s  prices  were  steep:  $11,000  to  $17,000  in  today's 
dollars,  but  you  weren't  just  buying  a  bike.  You  were 
showing  the  world  attitude.  Besides,  anything  worth  wait- 
ing for  was  worth  paying  for. 

When  the  company  went  public  again  in  1986,  it  was 
hailed  as  a  symbol  of  American  industrial  resurgence.  Take 
that,  Japan!  Harley's  logo  proclaims  itself  "An  American 
Legend."  This  was  the  America  of  country  music,  of 
"Take  This  Job  and  Shove  It,"  of  Rambo,  of  vroom.  .  .  . 

To  make  a  strong  statement,  Harley  asked  Congress  in 
1987  to  repeal  the  tariffs  against  heavyweight  bike  imports 
before  they  were  due  to  expire  in  1988. 

Back  in  the  U.S.  market,  the  Japanese  fumbled  at  first, 
emphasizing  sport  bikes  and  introducing  cruisers  with 
sleek,  modern  designs.  Modern  wasn't  what  the  market 
wanted.  The  Japanese  just  didn't  get  the  American  psyche. 
But  in  time  they  caught  on.  Starting  two  years  ago,  their 


Forbes  ■  March  10,  1997 


115 


Motorcycling 

from  Da  Vinci  to  Hopper 


1493$  Leonardo  da  Vinci  designs  the  first  two- 
wheeled  machine  propelled  by  cranks  and  connect- 
ing rods. 


1916:  Adeline 
Van  Buren  and 
Augusta  Van 
Buren  cover 
the  continent 
on  their  U.S.- 
built  motorcy- 
cles— becom- 
ing the  first 
women 
to  ride  across 
America,  and 
the  first  women 
to  conquer  the 
14,100-foot 
summit  of 
Pikes  Peak 
on  motorcycles. 


1946:  A  passionate 
enthusiast  of  all 
things  mechanical, 
former  race  car 
driver  and  mechan- 
ic Soichiro  Honda 
begins  fitting  bicy- 
cles with  surplus 
army  two-stroke 
engines.  With  34 
employees  and 
$2,777  in  capital, 
the  Honda  Motor 
Co.  was  incorporat- 
ed two  years  later. 
By  1950  Honda's 
annual  production 
topped  3,500  units. 


1954:  Marlon  Brando  heralds 
the  motorcycling  movie  craze 
with  The  Wild  One. 


1963:  The  Great  Escape:  Steve  McQueen 
makes  his  escape  by  motorcycle 
from  a  German  P.O.W.  camp. 


1969:  Dennis  Hopper,  Jack  Nicholson 
and  Peter  Fonda  ride  to  live — 
and  live  to  ride — in  Easy  Rider. 
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Harley 

paraphernalia 
"How  many 
motorcycle 
jackets  does 
one 
person 
need?" 
a  Harley  dealer 
asks. 


big  four  introduced  Harley  clones:  Yamaha's  Virago, 
Honda's  American  Classic,  Kawasaki's  Vulcan  and 
Suzuki's  Marauder.  All  are  spitting  images  of  Harleys:  clas- 
sic American  style,  right  down  to  the  thunderous,  rough- 
idling,  V-twin  engine  and  that  "potato-potato-potato" 
growl  that  Harley  is  now  trying  to  patent. 

But  there  were  also  lots  of  technical  improvements 
Yamaha's  easy-to-maintain  shaft  (instead  of  a  belt 
drive)  improved  suspensions.  Best 
of  all,  helped  by  a  swooning 
yen,  the  Japanese  price 
was   right:  Honda's 
American  Classic  lists 
at    $9,599,  while 
Harley's  similar 
Dyna  Low  Rider 
starts  at  $13,475, 
40%  more. 

Recently,  Ger- 
many's BMW 
announced  that  it 
will  enter  the  cruis- 
er    market  this 
summer.  Count  on 
technical  improve- 
ments there,  too. 

William  G. 
("Willie  G.")  David 
son,  a  grandson  of  one  of 
Harley-Davidson's  founders, 
is  Harley's  chief  designer.  To  Harley 
devotees,  he's  also  the  ultimate  biker. 

In  his  60s,  the  bearded,  long 
haired  Willie  G.  acknowledges 
that  the  company  is  "walking  a 
tightrope"    by    trying  to 
attract  new  riders  with  fancy 
new  showrooms  without  alien- 
ating hard-core  Harleyites 
don't  think  you  can  keep  100%  of 
this  great  variety  of  people  happy," 
he  says  with  a  smile.  "But  change  is 
good." 

Japanese  competition?  "Would  you  want 
to  buy  a  phony  Rolex?"  Willie  G.  asks.  A  nice 
retort,  but  it  evades  the  question:  Unlike  a  phony  Rolex, 
the  Japanese  bikes  are  at  least  as  good  as  the  machines  they 
copy — and  more  reliable. 

Still,  there's  the  Harley  mystique.  "You  don't  buy  a 
Harley  because  it's  a  superior  bike,  you  buy  a  Harley  to  be 
a  part  of  a  family,"  explains  Buzz  Kanter,  publisher  of 
American  Iron,  an  industry  magazine.  Adds  his  wife  and 
associate  publisher,  Gail  Kanter:  "You  don't  see  people  tat- 
tooing Yamaha  on  their  bodies." 

It's  true:  Buying  a  Harley  brings  membership  into  a 
brotherhood,  the  Harley  Owners  Group  (proudly  dubbed 
H.O.G.),  and  a  pass  to  its  rallies.  It's  a  membership  so 
fiercely  loyal  to  the  brand  that  non-Harley  bikers  are  not 
welcome  at  the  annual  rallies  in  Sturgis,  S.D.  and  Daytona, 
Fla.  Harley  bikers  are  known  to  wear  T  shirts  that  say  "I'd 


rather  push  a  Harley  than  drive  a 
Honda." 

It's  that  loyalty,  that  intangible  asset,  that  has  convinced 
investors  that  Harley  is  a  real  growth  stock. 

That  loyalty  may,  however,  be  a  wasting  asset  as  hard- 
core Harley  fanatics  age.  One  way  to  increase  the  customer 
base  is  to  attract  younger  people,' who  buy  entry-level 
machines.  But  sales  of  Harley's  Sportster,  its  $5,000-to- 
$6,000  entry-level  bike,  declined  19%  in  1996.  The  Sport- 
ster lost  ground  to  Suzuki's  Intruder,  Kawasaki's  smaller 
Vulcan  and  Honda's  American  Classic,  all  selling  between 
$6,499  and  $10,699.  Harley's  "Made  In  America"  appeal 
resonates  less  with  the  new  generation. 
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Overseas?  Harley's  overseas  business  is  only  30%  of  its 
total  sales.  Europeans  like  cruiser  bikes,  but  they  don't  like 
Harley's  prices.  Some  of  Harley's  hogs  have  recently  been 
shipped  back  from  Europe  for  lack  of  demand.  Harley  is 
believed  to  be  planning  to  change  its  foreign  product  mix 
to  offer  bikes  at  lower  prices. 

Management  professes  unconcern.  "If  we  see  softening 
demand,  we'll  stop  producing  so  much,"  says  Teerlink.  A 
workable  answer  when  capacity  is  limited,  but  harder  to 
do  when  you  are  planning  to  double  capacity. 

Still,  Harley  has  a  valuable  brand.  Can  it  be  used  to  sell 
other  products?  Years  ago  the  company  began  selling 


plates,  figurines,  baby  clothes,  toys,  coffee  and  beer.  But 
it  found  shops  that  were  comfortable  for  leather-jacketed 
bikers  weren't  the  right  thing  for  yuppies  looking  to  make 
a  statement.  "Our  dealerships  were  totally  opposite  from 
what  you  want  in  retail,"  says  Harley's  president,  Jeffrey 
Bleustein.  "It  was  burly  guys  daring  you  to  ask  for  what 
they  wanted  to  sell." 

The  company  started  requiring  its  600  franchised  deal- 
ers to  remodel  their  stores  at  their  own  cost — ranging 
from  several  hundred  thousand  dollars  to  $1  million. 
Greasy  garage-like  environments  with  a  few  jackets  in  the 
back  were  out.  The  new  spaces  would  showcase  Harley's 


Bikers' 
fumes 

On  Feb.  5  American  Iron 
magazine  hosted  Motor- 
forum,  a  live  Internet  chat 
on  CompuServe,  seeking 
comments  about  Harley- 
Davidson.  While  the  chat 
was  going  on,  a  Forbes 
reporter  jotted  some 
notes  on  the  conversation 
(some  people  didn't  wish 
to  be  identified): 

Reporter:  What  do  you 
think  of  designer  stores? 

Mark:  I  think  they  have 
their  priorities  turned 
around. 

Mimi:  I  feel  H-D  just 
grabbed  the  guys  with  the 
bucks.  I  think  they  should 
put  the  bike  back  in  the 
garage  where  it  belongs. 

Reporter:  What  do  you 
think  of  the  products  sold 
in  the  stores? 

Unidentified:  You  mean 
the  condoms  and  toilet 
seats  they  had  three  years 
ago?  They  pulled  them. 

Dave:  I  don't  think 
Harley  golf  balls  work, 
either. 

Reporter:  Are  there 
Harleys  available  to  buy  in 
your  area? 

RT:  By  year's  end  there 
will  be  a  surplus  of  bikes 
available.  Already  no  wait 
in  Chicago  in  sporties 
[sport  bikes]  or  baggers 
[touring  bikes].  There  are 


Biker  cat  at  Bike  Week 
in  Daytona,  Fla.  (left); 
Old  Harley  garage, 
Pennsylvania 
"The  bike  should  go 
back  in  the  garage 
where  it  belongs," 
Mimi  fumes. 


at  least  ten  on  the  floor  of 
the  local  dealership  in 
upper  Indiana. 

Webster:  Why  a  loud, 
obnoxious,  30-year-old 


technology  even  exists  in 
the  marketplace  is  beyond 
me. 

Unidentified:  Frankly,  I 
think  the  motorclothes 


have  gone  too  far. 

Mark:  Someday  they'll 
return  to  being  a  motor- 
cvcle  company  first. 

-D.M.  ■ 
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Motorclothes — an  expanded  line  of  clothing.  "If  you 
couldn't  put  your  leg  over  a  Harley,"  says  Jerry  Wilke,  vice 
president  of  market  development,  explaining  the  reason- 
ing, "you  could  still  experience  Harley  every  day." 

To  win  over  skeptical  dealers,  Harley  dangled  incentives: 
Dealers  who  sold  a  lot  of  the  Harley  souvenirs  would  be 
allotted  more  of  the  hard-to-get  motorcycles.  But  now, 
with  shortages  dwindling,  this  incentive  is  losing  its  force. 

At  the  same  time  the  fancy  new  stores  raise  dealer  costs. 
"By  2000  I  may  have  to  open  an  additional  store  to  make 
the  profit  on  500  bikes  that  I  make  [now]  on  300,"  says 
Pat  Moroney  of  Moroney's  Cycles  in  Newburgh,  N.Y. 
Says  Gil  Steward,  sales  manager  of  Harleys-R-U.S.:  "The 
bikes  are  still  selling,  but  the  price  is  coming  down."  So 
too,  then,  will  profit  margins. 

Some  dealers  balked  at  converting  their  stores  to  gift 
shops.  "I  didn't  want  to  take  on  the  debt  and  didn't  want 
a  fight  with  the  company,"  says  Joseph  Robison,  of  the 
landmark  Robison's  Sales  &  Services  store  in  Daytona 
Beach,  Fla.  Robison  sold  his  franchise  to  a  local  auto  deal- 
ership, but  still  does  Harley  servicing. 

The  company  revoked  b&d  Cycle's  Harley  franchise  in 
Rahway,  N.J.  because  it  refused  to  convert  to  a  fancy  store 
in  the  allotted  amount  of  time.  B&D  says  it  had  trouble 
selling  upmarket  Harley  knickknacks.  "They  had  us  sell 
$500  Christmas  ornaments,"  says  b&d  Manager  Chris 
Hoke.  "We  still  have  three  or  four  around.  We  had  to 
knock  $180  boots  down  to  cost  ($90)  to  get  them  out  of 
the  store." 

Harley  began  its  store  upgrades  in  1983.  Some  500  of 
its  600  stores  are  now  gussied  up,  but  1996  sales  of 
Motorclothes  were  only  $90  million,  down  9.5%  for  the 
year,  and  down  22%  for  the  fourth  quarter  alone. 

Another  problem  for  Harley  is  this:  The  company  has 
failed  to  capture  the  full  price  that  many  bikers  spend  on 
their  machines.  There  is  a  sizable  aftermarket  industry  con- 
trolled by  entrepreneurs  who  provide  the  customization 
many  bikers  crave.  Bikers  will  often  spend  thousands  of 
dollars  to  add  heavy- breathing  machismo  to  their  already- 
expensive  bikes.  Custom  paint  jobs,  silver  nameplates, 
windshields,  mirrors,  cylinder  heads  and  carburetors  don't 
come  cheap. 

Many  of  the  accessories  outperform  the  original  Harley 
equipment.  Today  there  are  bragging  rights  if  you  replace 
your  Harley  cam  with  an  Andrew's  cam,  your  carburetor 
with  the  S&S  SuperE,  or  your  exhaust  with  a  Rich  Thun- 
derheader  exhaust. 

The  booming  business  in  Harley  customization  has 
given  rise  to  the  customized  clone.  Companies  like  Big 
Dog,  Titan,  Ultra  Kustom,  Illusion  and  California  Motor- 
cycle Co.  make  complete  non-Harley  Harleys  with  their 
own  parts.  "It's  a  weakness,"  says  motorcycle  industry 
consultant  Donald  Brown,  "when  a  small  outfit  can  knock 
off  and  sell  the  motorcycles  for  about  the  same  money." 

Harley-Davidson  is  a  powerful  franchise  for  the  image 
it  evokes.  Such  a  franchise  can  be  priceless — as  Coca-Cola, 
Levi  Strauss  and  the  Walt  Disney  Co.  can  attest.  But  does 
Harley-Davidson  have  this  kind  of  universal  appeal?  If  it 
has  it,  is  it  losing  it? 

A  Forbes  reporter  sat  in  on  a  live  Internet  chat  room  in 


early  February  arranged  by  American  Iron's  Buzz  Kanter 
and  visited  by  some  50  bikers  (see  box,  p. 118).  We  posed 
the  question:  What  do  you  think  of  the  company's  stores? 

"The  bike  should  go  back  in  the  garage  where  it 
belongs,"  flashes  Mimi.  "I  think  the  company  has  its  pri- 
orities turned  around,"  says  Mark,  adding,  "Personally,  I 
don't  think  Harley  golf  balls  [make  sense]." 

Harley-Davidson  has  created  itself  one  hell  of  a  legend. 
But  Coca-Cola  it  is  not.  mm 
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INTRODUCING  A  SINGLE  ACCOUNT 


THAT  GIVES  YOU  THE  GUIDANCE  AND  TOOLS 


TO  CONTROL  ALL  YOUR  FINANCES. 


THE  JUNGLE  JUST  GOT 

A  LITTLE  LESS  FRIGHTENING. 


THE  LION  ACCOUNT 


Start  to  plan  your  future.  Take  advantage  of  Dreyfus  Advice 
and  Guidance,"  a  personal  financial  planning  service  available 
through  the  new  Lion  Account.™  With  one  call  you  can  get 
ongoing  access  to  advice  as  well  as  educational  materials. 
Just  one  way  the  Lion  Account  offers  you  the  tools  to  reach 
your  goals  and  the  power  to  control  all  your  finances. 
Call  I-800-THE  LIONext.  4274,  stop  by  a  Dreyfus 
Financial  Cenier  or  visit  our  website  at  www.dreyfus.com. 


•U.S.  business  may  be  getting  too  dependent  on 
computers.  •There  are  serious  weaknesses 
in  our  multinational  companies.  •College  education 
as  we  know  it  is  threatened.  *A  big  backlash  is 
building  against  the  rich.  •Retirement  at  65  is 
doomed.  These  are  just  a  few  of  the  predictions 
the  very  foresightful  Peter  Drucker  makes. 

Seeing  things 
as  they 
really  are 

By  Robert  Lenzner  and  Stephen  S.  Johnson 


What  does  Harry  Truman, 
the  long-deceased  33rd  U.S. 
President,  have  in  common 
with  Jack  Welch,  the  very  much  alive 
boss  of  General  Electric  Co.? 

They  share  the  esteem,  not  lightly 
granted,  of  Peter  F.  Drucker,  perhaps 
the  most  perceptive  observer  of  the 
American  scene  since  Alexis  de 
Tocqueville.  Though  he  is  87,  Druck- 
er may  be  one  of  the  youngest-think- 
ing people  in  America,  and  certainly 
one  of  the  clearest-thinking. 

Okay,  but  what  do  Jack  Welch  and 
Harry  Truman  have  in  common? 
"They  share  a  rare  commodity — intel- 
lectual integrity,"  in  Drucker's  words. 

Intellectual  integrity?  A  somewhat 
threadbare  phrase.  It's  used  to 
describe  all  kinds  of  traits.  "I  mean  it 
as  the  ability  to  see  the  world  as  it  is, 
not  as  you  want  it  to  be,"  Drucker 
elucidates. 

His  point  is  that  Welch  and 
Truman  both  tackled  their  jobs  in  the 
same  spirit  of  objectivity.  "They  both 
understood  executives  are  not  their 
own  masters.  They  are  servants  of  the 
organization — whether  elected  or 


appointed,  whether  the  organization 
is  a  government,  a  government 
agency,  a  business,  a  hospital,  a  dio- 
cese. It's  their  duty  to  subordinate 
their  likes,  wishes,  preferences  to  the 
welfare  of  the  institution." 

How  does  one  display  that  kind  of 
integrity?  "By  asking,  especially  when 
taking  on  office:  What  is  the  foremost 
need  of  the  institution — and  therefore 
my  first  task  and  duty?" 

In  short,  ask  not  what  the  institu- 
tion can  do  for  you.  Ask  what  you  can 
do  for  the  institution.  Take  the  ego, 
the  "I"  out  of  decision  making. 
Drucker:  "Truman  knew  this — and 
acted  on  it;  and  that  made  him  a  great 
President. 

"So,  by  the  way,  did  FDR.  John 
Kennedy  clearly  did  not  know  this — 
or  paid  no  attention  to  the  question. 
That's  why  I've  never  considered  him 
a  good — let  alone  a  great — President. 

"Harry  Truman  came  back  from 
Potsdam  realizing  that  foreign  affairs 
are  the  priority.  He  was  totally  over- 
whelmed by  Churchill  and  Stalin. 
They  knew  so  much  more  than  he 
did.  So  he  organized  his  education. 
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Sj  Peter  Drucker 

o 

p  in  his  kitchen 
g  in  Claremont,  Calif. 
"Drucker  purified 
my  mind,"  says 
Donald  Keough, 
retired  president 
of  the  Coca-Cola 
Co.,  and  today 
chairman  of 
Allen  &  Co.  "He 
would  tell  me 
after  each 
session— don't 
tell  me  you  had 
a  wonderful 
meeting  with  me. 
Tell  me  what 
you're  going  to 
do  on  Monday 
that's  different." 
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Concept  of  the  Corporation, 
1946 

Classic  study  of  the  organiza- 
tion and  management  policies 
of  General  Motors,  the  proto- 
type of  the  large  industrial 
organization  in  post-World 
War  II  years.  The  first  work  to 
consider  decentralization  as  a 
principle  of  organization. 


"General  Motors 
could  not  function 
if  every  decision 
had  to  be 
approved  by  a 
few  overworked 
men  in 
New  York 
or  Detroit." 


He  met  often  with  General  George 
Marshall,  and  spoke  with  the  then- 
Undersecretary  of  State  Dean  Ache- 
son  daily." 
In  Truman's  case,  then,  intellectu- 
'  al  integrity  was  the  strength  to  admit 
?   he  needed  help. 

"I  always  vote  for.  Harry  Truman," 
says  Drucker.  He's  kidding  a  bit  now. 
What  he  means  is  Truman  is  the  stan- 
dard by  which  he  judges  other  politi- 
cians. Clearly  he  finds  most  of  them 
wanting. 

"Jack  Welch  as  a  young  person  looked 
at  the  situation  [at  GE]  and  thought  it 
through.  He,  too,  had  the  ability  to  ask 
'what  needs  to  be  done' — not  'what  do  I 
want  to  do.'" 

Of  course  Peter  Drucker  has  intellectual 
integrity  himself — or  so  his  admirers  say. 
People  swear  by  him.  Jack  Welch  returns  his 
compliment:  "My  first  central  idea  for  GE 
back  in  1981  came  from  Peter  Drucker:  It 
was  my  decision  to  be  either  number  one  or 
number  two  in  each  of  our  businesses — or 
get  out  of  them  altogether." 

Intel  Corp.'s  Andrew  Grove,  something 
of  a  business  hero  himself,  says:  "Drucker  is 
a  hero  of  mine.  He  writes  and  thinks  with 
exquisite  clarity — a  standout  among  a  bunch 
of  muddled  fad  mongers." 

Donald  Keough,  retired  president  of  the 
Coca-Cola  Co.  and  today  chairman  of  Allen 
8c  Co.,  Inc.,  testifies:  "Drucker  purified  my 
mind.  He  would  tell  me  after  each  session — 
don't  tell  me  you  had  a  wonderful  meeting 
with  me.  Tell  me  what  you're  going  to  do 
on  Monday  that's  different." 

"He  makes  you  think,"  says  Welch  of 
Drucker. 

What  is  remarkable  is  that  Drucker,  eight 
decades  of  age  and  counting,  is  more  than  a 
monument.  Whether  his  mind  is  as  alert  and 
flexible  as  it  was  50  years  ago  we  can't  tell. 
This  we  do  know:  He  seems  to  have  lost 
none  of  his  ability  to  see  things  others  don't 
see  and  won't  recognize  for  years. 

With  this  in  mind,  we  flew  to  Claremont, 
Calif,  and  spent  ten  hours  discussing  with 
Drucker  not  the  past  but  the  future.  At  a 
time  when  all  seems  to  be  going  right  for 
the  U.S.  economy,  he  has  some  sobering 
visions. 

Reminding  us  that  prosperity  does  not 
last  forever,  he  warns:  "In  the  next  eco- 
nomic downturn  there  will  be  an  outbreak 
of  bitterness  and  contempt  for  the  super- 
corporate  chieftains  who  pay  themselves 
millions.  In  every  major  economic  down- 
turn in  U.S.  history  the  'villains'  have  been 


the  'heroes'  during  the  preceding  boom. 

"In  the  1880s  the  American  public 
fawned  on  the  'tycoons'  the  way  we  now 
fawn  on  the  superrich.  In  the  depression  of 
the  1890s  they  became  what  we  now  call 
the  'robber  barons.' 

"In  the  1920s  the  popular  press  fawned 
on  Wall  Street  speculators,"  says  Drucker. 
He's  referring  to  the  way  the  public  hung 
on  every  word  from  Charles  Mitchell  and 
groveled  for  hints  from  Jesse  Livermore.  J. P. 
Morgan  was  almost  a  god.  In  the  Depres- 
sion all  these  people  became  Roosevelt's 
"malefactors  of  great  wealth." 

It  disgusts  Drucker  that  some  of  the 
media  glorify  people  who  get  huge  bonuses 
after  laying  off  thousands  of  workers.  "Few 
top  executives,"  he  says,  "can  even  imagine 
the  hatred,  contempt  and  fury  that  has  been 
created — not  primarily  among  blue-collar 
workers  who  never  had  an  exalted  opinion 
of  the  'bosses' — but  among  their  middle 
management  and  professional  people. 

"I  don't  know  what  form  it  will  take,  but 
the  envy  developing  from  their  enormous 
wealth  will  cause  trouble." 

Here  Drucker  distinguishes — as  perhaps 
the  public  will  not — between  his  breed  of 
business  heroes  and  the  type  represented  by, 
say,  Albert  (Chainsaw)  Dunlap.  Jack  Welch, 
Andy  Grove  and  people  like  them  built 
businesses,  not  ego  monuments.  Drucker 
also  admires  Morton  Mandel,  the  former 
chairman  of  Premier  Industrial  Corp.,  a 
Cleveland,  Ohio  firm  just  acquired  by  Far- 
nell  Electronics  Pic.  for  $2.8  billion. 

"Mandel  (Forbes,  Oct.  14,  1996)  only 
acquired  companies  that  made  sense  and 
meshed  with  his  product  line,"  reports 
Drucker. 

This  will  surprise  you:  Drucker  has  no 
high  regard  for  Microsoft's  Bill  Gates, 
dismissing  him  with  these  words:  "I  have  no 
interest  in  celebrities."  Drucker  added  later, 
with  a  broader  dismissal,  "If  all  the  super- 
rich  disappeared,  the  world  economy  would 
not  even  notice.  The  superrich  are  irrelevant 
to  the  economy." 

But  without  the  wealthy,  who  will  finance 
economic  growth  and  a  better  living  stan- 
dard for  all?  Drucker:  "The  combined 
sources  of  money  from  retail  investors,  pen- 
sion funds  and  retirement  plans  of  all  indi- 
viduals is  the  fastest-growing  source  of 
money.  The  most  important  source  of  cap- 
ital is  the  average  mutual  fund  transaction  of 
$10,000. 

"The  retail  unit  of  finance  is  the  most 
important  economic  development.  My 
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Japanese  gardener  asks  me  every  day  to  save 
him  the  Wall  Street  Journal  so  he  can  check 
the  market." 

For  Drucker  it  makes  sense  that  invest- 
ment banker  Morgan  Stanley  &  Co.  would 
want  to  merge  with  Dean  Witter,  Discover 
&  Co.,  a  people's  broker.  "Morgan  Stanley 
is  irrelevant  today,"  says  Drucker.  "It  can  no 
longer  really  grow.  It  needs  the  retail  busi- 
ness. Goldman,  Sachs  may  well  have  to  take 
the  same  route." 

Drucker  goes  against  the  grain  of  the  cur- 
rent enthusiasm  for  computers  in  busi- 
ness. He  thinks  it's  somewhat  overdone. 
"Computers,"  he  says,  "have  done  a  great 
deal  of  harm  by  making  managers  even 
more  inwardly  focused. 

"Executives  are  so  enchanted  by  the  inter- 
nal data  the  computer  generates — and  that's 
all  it  generates  so  far,  by  and  large — they 
have  neither  the  mind  nor  the  time  for  the 
outside.  Yet  results  are  only  on  the  outside. 

"I  find  more  and  more  executives  less  and 
less  well  informed  [about  the  outside 
world],  if  only  because  they  believe  that  the 
data  on  the  computer  printouts  are  ipso 
facto  information. 

"I  tell  all  my  clients  that  it  is  absolutely 
imperative  that  they  spend  a  few  weeks  each 
year  outside  their  own  business  and  actively 
working  in  the  marketplace,  or  in  a  univer- 
sity lab,  in  the  case  of  technical  people.  The 
best  way  is  for  the  chief  executive  officer  to 
take  the  place  of  a  salesman  twice  a  year  for 
two  weeks." 

Drucker  has  this  warning  for  chief  execu- 
tives mesmerized  by  technology:  All  great 
change  in  business  has  come  from  outside 
the  firm,  not  from  inside. 

In  this  sense  Drucker's  model  was  Alfred 
Sloan  Jr.,  the  most  famous  General  Motors 
chairman,  who  regularly  visited  car  dealer- 
ships and  service  centers. 

Here's  a  Drucker  prediction  that  will 
shake  those  of  you  who  sit  with  gains  from 
index  funds  and  big  blue  chips:  Giant  com- 
panies, many  of  the  outfits  that  dominate 
the  s&P  500,  are  in  for  trouble.  They  will 
no  longer  be  able  to  attract  the  best  and  the 
brightest  for  their  management  ranks. 

"Most  of  my  former  students  are  bored 
working  for  large  companies,"  Drucker  says, 
"and  they  switch  to  medium-size  and  small 
companies  after  a  few  years.  The  only  reason 
they  take  jobs  at  large  companies  is  they're 
the  only  ones  recruiting  on  campus. 

"Every  year  I  call  a  group  of  my  former 
students  to  find  what  they're  doing.  They 
have  moved  to  smaller  companies  and  are 


much  happier."  \ 

Another  problem  with  these  1 
giant  companies,  in  Drucker's 
view:  They  think  of  themselves  as 
multinational,  but  they  really  are 
not.  "Many  have  autonomous  for 
eign  subsidiaries  rather  than  central 
direction,"  says  Drucker.  "Few  have 
integrated  currency  management.  Being 
global  and  diversified  don't  mix,"  he  says. 

Exceptions?  He  cites  Coca-Cola,  which 
makes  few  pretensions  to  being  transna- 
tional or  diversified.  "It's  far  better  to  be  in 
one  market,  like  Coca-Cola,  and  be  man- 
aged out  of  one  place,  like  Atlanta,"  he  says. 

If  not  the  big  s&P  companies,  which, 
then,  will  be  the  global  outfits  of  the  future? 
Chinese  clans. 

"The  Chinese  are  likely  to  make  the 
family  into  a  modern  corporation,"  he  says. 
He  predicts  this  kind  of  organization  will  be 
built  around  family  and  regional  relation- 
ships— ties  that  are  personal,  rather  than 
impersonal,  as  they  are  in  U.S.  business. 

"The  overseas  Chinese  have  already 
become  multinationals  and  are  major  factors 
in  a  lot  of  very  important  markets.  They 
really  control  mainland  China's  new  indus- 
tries and  growing  markets." 

We  reminded  Drucker  that  the  Com- 
munist Party  still  rules  in  China  and 
calls  the  system  "a  socialist  market  econo- 
my." Drucker  shrugged.  "They  operate  die 
way  Chinese  have  always  operated — and 
always  had  to  operate,  given  the  Chinese 
governmental  system  and  the  total  absence 
of  a  legal  structure  in  China. 

"Everything  is  built  around  clans  in 
which  all  positions  of  influence  or  authority 
are  staffed  with  people  whom  you  can  trust 
because  their  grandparents  came  from  the 
same  obscure  little  villages  and  because  they 
speak  the  same  subdialect. 

"The  businesses  run  by  these  clans  are 
already  multinationals  with  as  many  sub- 
sidiaries in  the  U.S.  or  in  Canada  as  they 
have  in  Indonesia  or  mainland  China." 

Aren't  there  natural  limits  to  this  kind  of 
growth?  How  many  family  members  can 
you  muster?  "That's  a  challenge  for  them," 
replies  Drucker.  "To  bring  non-clan  mem- 
bers into  the  management  structure,  like  the 
non-clan-member  Chinese  who  knows  met- 
allurgy. And  with  the  same  basis  of  trust,  of 
intergroup  loyalty.  So  far  they  are  trying  to 
solve  the  problem  through  marriage.  But  it 
isn't  enough. 

"Short  of  that  problem,  however — a 
problem  not  too  different  from  the  one  all 


The  Practice  of  Management, 
1954 

A  practical  guide  to  managing 
business  organizations. 
Created  the  discipline  of 
management  as  a  profession. 
Covers  such  topics  as  setting 
goals,  the  use  of  controls, 
motivation  and  the  relation 
of  worker  to  manager. 


"The  manager  <— 
is  the  dynamic, 
life  giving  element 
in  every  business. 
Without  his 
leadership  the 
'resources  of 
production' 
remain  resources 
and  never  become 
production." 
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The  Effective  Executive, 
1966 

Tells  executives  how  to 
manage  their  own  time, 
rather  than  managing  other 
people.  Describes  ways 
that  executives  can  learn 
to  become  more  effective 
and  therefore  perform 
more  successfully. 


''Every  decision 
is  like  surgery. 
It  is  an  interven- 
tion into  a 
system  and 
therefore 
carries  with  it 
the  risk 
of  shock." 


family  companies  face — the  clan  structure 
works  remarkably  well,  and  it  rests  on  trust 
and  not  on  contract." 

Sounds   kind   of  retrograde,  almost 
medieval.  But  who's  to  say  that  just  because 
we  do  things  one  way  that  it's  the  only 
way  to  go.  Even  if  the  Chinese  don't 
come  to  dominate  the  international 
business  scene,  the  power  of  their 
system  is  clearly  evident  today. 

Where  does  all  this  leave  Japan, 
in  Drucker's  view?  Up  the  creek. 
Drucker  is  bearish  about  Japanese 
multinationals.  The  structure  of 
the  keiretsu — the  groupings  of 
related  companies — is  a  drawback  to  modem 
management,  Drucker  points  out. 

Drucker  knows  his  Japan.  He  is  a  distin- 
guished collector  of  Japanese  art.  He  has 
been  making  regular  trips  there  for  decades. 
The  Japanese  revere  him.  His  autobio- 
graphical collection  of  essays — Adventures  of 
a  Bystander — and  even  his  little-known 
novels  are  big  sellers  there. 

"The  top  Japanese  executives  don't 
manage,"  he  says.  "The  chairman  and  pres- 
ident handle  government  and  labor  rela- 
tions. The  executive  vice  president  keeps  an 
eye  on  human  resources.  There  is  no  direc- 
tion down  the  line."  This  lack  of  direction 
plays  out  abroad.  "The  Japanese  have  a  dif- 
ficult time  working  with  partners  around  the 
globe,"  Drucker  says. 

Another  Japanese  weakness:  "They  hire 
only  from  four  or  five  elite  universities, 
rejecting  the  hundreds  of  other  universities 
that  have  been  created  since  World  War  II. 
This  is  a  serious  mistake." 

Drucker  does  see  a  major  business  oppor- 
tunity in  Japan.  "When  the  totally  antiquat- 
ed financial  system  is  finally  reformed  and 
retail  investors  are  free  of  regulations,  Japan 
should  become  the  fastest-growing  financial 
market  in  the  world." 

We  turned  the  talk  to  Europe,  where 
Drucker  was  born,  educated  and  lived  until 
he  was  28.  He  left  in  1937  because,  unlike 
many  other  European  intellectuals,  he  took 
Hitler  at  his  word.  ("I  read  Mein  Kampf" 
he  says.)  Another  example  of  his  clear-sight- 
edness, his  "intellectual  integrity."  While 
others  let  wishful  thinking  lull  them  into  a 
security  that  ended  in  concentration  camps, 
Drucker  saw  what  he  saw  and  acted  upon  it. 

The  Vienna  native  is  not  optimistic  about 
the  old  continent.  "The  main  problem  is 
Europe  has  outgrown  its  social  structure.  I 
don't  know  any  other  reason  there  hasn't 
been  an  upsurge  in  vitality." 

MIT  economist  and  liberal  icon  Lester 


Thurow  predicted  Europe  would  be  the 
superpower  of  the  1990s.  This  makes 
Drucker  smile.  The  problems  go  too  deep 
for  that.  For  one  thing  he  is  alarmed  that 
many  European  nations  are  experiencing 
population  declines. 

"It's  absolute  nonsense  that  the  popula- 
tion of  the  globe  is  going  to  double," 
Drucker  says.  "The  population  is  already 
peaking.  It's  beginning  to  decline.  By  the 
end  of  the  next  century  there  will  be  no  Ital- 
ians left.  Very  few  Spaniards — and  very  few 
Japanese." 

This  is  not  just  Drucker  saying  this. 
"These  are  the  official  forecasts,  not  mine. 
The  birthrate  is  not  increasing.  The  repro- 
ductive rate  is  down  to  almost  1  in  southern 
Europe  and  about  1.5  in  Japan,"  he  says. 

He  rattles  off  official  population  esti- 
mates. The  European  Union  forecasts 
say  the  Italian  population,  about  60  million 
today,  will  be  down  below  40  million  by 
2050.  Says  Drucker:  "That's  an  endangered 
species. 

"The  official  Japanese  forecast  is  that 
unless  the  birthrate  turns  around  very  soon, 
the  population  could  decline  from  125  mil- 
lion to  about  half  that  by  2100. 

"There  won't  be  enough  people  to  work. 
There'll  only  be  older  people.  There  won't 
be  enough  producers. 

"The  main  reason  for  the  decline  in  births 
is  the  enormous  burden  on  people  of  work- 
ing age  supporting  older  people  in  retire- 
ment who  are  hale  and  hearty.  You  cannot 
cut  the  [Social  Security  payments]  of  older 
people  because  that's  the  law. 

"So  they  [the  Europeans]  cut  where  they 
have  control,  which  is  having  babies."  Dar- 
winian survival  tactics,  one  might  say,  with- 
out anyone  even  thinking  about  it  as  policy. 

While  others  fiddle  with  Social  Security 
assumptions,  tax  rates  and  talk  about  invest- 
ing the  funds  in  stocks,  Drucker  goes  right  to 
the  heart  of  the  retirement  problem:  "The 
retirement  age  in  all  developed  countries  will 
have  to  go  up  to  75.  Most  people  who  reach 
65  are  perfectly  capable  of  functioning.  All 
present  talk  of  financing  Social  Security  is 
beside  the  point.  The  point  is  not  money. 
The  point  is  production."  If  the  retirement 
age  goes  up,  it  would  empty  the  golf  courses 
in  Japan  and  the  beaches  in  Italy. 

Education.  Now  there's  a  subject  that 
interests  everyone  today.  President  Clinton 
says  we  should  pump  more  money  into  the 
present  educational  establishment.  Drucker 
says  the  current  setup  is  doomed,  at  least  so 
far  as  higher  education  is  concerned. 
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"Thirty  years  from  now  the  big  university  campuses  will 
be  relics.  Universities  won't  survive.  It's  as  large  a  change 
as  when  we  first  got  the  printed  book. 

"Do  you  realize  that  the  cost  of  higher  education  has 
risen  as  fast  as  the  cost  of  health  care?  And  for  the  middle- 
class  family,  college  education  for  their  children  is  as  much 
of  a  necessity  as  is  medical  care — without  it  the  kids  have 
no  future. 

"Such  totally  uncontrollable  expenditures,  without  any 
visible  improvement  in  either  the  content  or  the  quality  of 
education,  means  that  the  system  is  rapidly  becoming 


untenable.  Higher  education  is  in  deep  crisis." 

Crisis  means  that  things  will  get  either  much  better  or 
much  worse.  Things  will  get  much  different,  Drucker  says. 

"It  took  more  than  200  years  (1440  to  the  late  1600s) 
for  the  printed  book  to  create  the  modern  school.  It  won't 
take  nearly  that  long  for  the  big  change. 

"Already  we  are  beginning  to  deliver  more  lectures  and 
classes  off  campus  via  satellite  or  two-way  video  at  a  frac- 
tion of  the  cost.  The  college  won't  survive  as  a  residential 
institution.  Today's  buildings  are  hopelessly  unsuited  and 
totally  unneeded." 


''Born  to  see; 
meant  to  look" 

It  is  a  long  road  from  the  Habs- 
burg  empire  of  Franz  Josef  to  the 
America  of  Bill  Clinton,  but  Peter 
Drucker  has  traveled  that  road. 
Drucker  describes  himself  as  a 
bystander — an  observer.  He  has  seen 
the  better  part  of  a  century  of 
change,  sometimes  cataclysmic 
change. 

Vienna  in  1909,  the  year  Peter 
Drucker  was  born,  was  the  cos- 
mopolitan center  of  the  multination- 
al Austro- Hungarian  Empire.  But  by 
the  time  he  came  of  age  it  had  lost 
the  empire  that  was  its  reason  for 
being — the  Habsburg  empire  having 
succumbed  to  World  War  I  and  to 
Woodrow  Wilson's  passion  for 
national  self-determination.  The 
Vienna  of  the  1920s  was  as  cultural- 
ly diverse  as  New  York  City  is  today 
but — unlike  New  York  today — it 
smelled  of  decay.  "As  a  social  labora- 
tory there  was  no  more  interesting 
one,"  Drucker  says  of  Vienna.  "But 
all  they  talked  about  was  life  before 
1914.  I  was  surrounded  by  extinct 
volcanoes,  and  I  early  on  knew  I 
wanted  to  leave  Vienna  at  the  earli- 
est possible  time." 

Drucker  earned  his  doctorate  in 
international  and  public  law  at 
Frankfurt  University  in  1931  while 
working  full  time  at  writing  on  for- 
eign affairs  and  business  for  a  Frank- 
furt newspaper,  Frankfurter  Gener- 
al- Anzeiger.  "My  editor,  Erich 
Dombrowski,  insisted  I  start  work  at 
6  a.m.  and  finish  at  2  p.m.  This 
taught  me  discipline."  Sixty  years  on 
he's  still  working  intensely. 

When  Hitler  came  to  power  in 


1933  Drucker  moved  to  London 
where  he  analyzed  distressed  securi- 
ties. But  finance  bored  him.  "I  was 
more  interested  in  human  nature, 
studying  and  writing  about  it,"  he 
says.  In  1937  he  moved  to  the  U.S., 
became  a  freelance  writer  and  lectur- 
er, and  taught  at  the  avant-garde 
Bennington  College  in  Vermont. 
His  first  book,  The  End  of  Economic 
Man,  published  in  1939,  drew  a  par- 


Drucker's  Vienna 

Surrounded  by  extinct  volcanoes. 


allel  between  Nazism  and  Commu- 
nism. Henry  Luce,  the  founder  of 
Time  Inc.,  was  so  impressed  he 
offered  Drucker  the  job  of  foreign 
news  editor.  Drucker  refused,  saying 
he  was  put  off  by  "group  journal- 
ism" and  the  "Hollywood"  style  of 
life  at  Time  Inc. 

Say  this  for  Peter  Drucker:  He  has 
always  known  his  own  mind.  He 
calls  this  kind  of  self-knowledge 
"intellectual  integrity."  It  is  one  of 
his  favorite  phrases  (see  story).  But  of 
course  for  him  the  term  also  has  a 
moral  dimension. 

Drucker's  second  book,  Future  of 
Industrial  Man,  so  impressed  the 


brass  at  General  Motors  that  they 
invited  him,  in  1943,  to  observe 
the  inner  workings  of  the  giant 
automaker.  Drucker  spent  18 
months  making  the  rounds  of  GM, 
interviewing  every  senior  manager, 
including  the  man  who  built  GM, 
Alfred  P.  Sloan  Jr.  The  result  was  a 
watershed  event — the  first  serious 
study  of  a  huge  profitmaking  institu- 
tion as  a  social  institution.  Concept 
of  the  Corporation,  pub- 
is lished  in  1946,  character- 
3  ized  gm  as  "the  representa- 
3  tive  institution  of  our 
I  society  ...  a  human  orga- 
nization and  not  just  a 
complex  of  inanimate 
machines."  The  book 
became  a  bestseller  and 
helped  bring  about  man- 
agerial reform  at  rival  Ford 
Motor. 

Thus  did  Drucker  begin 
his  ultimate  career:  In  his 
words,  "mapping  out  the 
dark  continent  of  manage- 
ment." In  addition  to 
taking  on  assignments 
from  businesses,  he  teaches  at  the 
Peter  F.  Drucker  Graduate  Manage- 
ment Center  at  the  Claremont 
Graduate  School  in  California,  and 
continues  to  read  voraciously. 

Recently  he  worked  his  way 
through  15th-  and  16th-century 
social  and  economic  history. 

By  the  way:  Don't  call  him  a  con- 
sultant. Drucker  hates  the  term.  He 
calls  himself  a  "social  ecologist."  For 
his  personal  motto  he  takes  a  line 
from  Goethe's  Faust.  "Born  to  see; 
meant  to  look."  An  observer,  not  a 
participant — making  him,  for  his 
refusal  to  participate,  all  the  keener 
as  an  observer.     -R.L.  and  S.S.J,  mm 
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Drucker,  though  a  lifelong  acad- 
emic, will  shed  no  tears  for  the 
present  system.  "High  school 
graduates  should  work  for  at 
least  five  years  before  going  on  to 
college,"  he  recommends.  "Then  it 
will  be  more  than  a  prolongation  of 
adolescence." 
How  does  Drucker  get  the  confi- 
dence to  claim  to  see  things  others 
don't  yet  see?  Clairvoyance?  No.  "I 
never  predict.  I  just  look  out  the  window 
and  see  what's  visible — but  not  yet  seen," 
he  answers. 

A  half-century  back  Drucker  recognized 
the  significance  of  the  government  guaran- 
tee of  a  college  education  for  veterans  of 
World  War  II:  a  vast  expansion  of  higher 
education  and  a  more  literate  population. 
Sounds  obvious  now,  but  at  the  time 
nobody  realized  how  far-reaching  would  be 
the  consequences  of  the  Gl  Bill  of  Rights. 

In  1959  he  predicted  that  so-called 
knowledge  workers  would  replace  manual 
workers  at  the  core  of  the  workplace.  Andy 
Grove  was  one  of  the  first  to  see  the  impli- 
cations of  that. 

Going  back  a  quarter  of  a  century, 
Drucker  recognized  that  the  spread  of  pri- 
vate retirement  plans  and  corporate  and 
public  pension  funds  would  become  the 
dominant  owners  of  American  business.  He 
predicted  the  revolution  in  corporate  gov- 
ernance that's  still  evolving. 

Not  all  his  predictions  came  to  pass.  In 
1949,  he  wrote  that  mass  industrial  pro- 
duction in  the  postwar  period  had 
"dethroned  the  ruling  groups  of  bourgeois 
society  itself:  the  merchants,  bankers,  capi- 
talists." He  predicted  grass  would  grow  on 
Wall  Street  and  that  the  nation's  financial 
headquarters  would  move  from  New  York 
to  Washington.  Neither  happened. 

According  to  Walter  Wriston,  former 
chairman  of  Citicorp,  Drucker  "recom- 
mended that  the  bank  abolish  all  stock 
options  and  profit-sharing,  and  just  pay  its 
top  executives  plain  salaries.  To  put  it  mildly, 
this  did  not  go  over  too  well,"  says  Wriston. 

No  one  gets  it  all  right.  Still,  Drucker 
is  a  wily  student  of  human  nature,  often 
making  eminent  good  sense  out  of  the 
obvious. 

In  1989  C.  William  Pollard,  chairman  of 
the  ServiceMaster  Co.,  took  his  board  of 
directors  from  Chicago  to  meet  Drucker.  In 
a  back  room  of  Drucker's  utterly  unpreten- 
tious home,  the  sage  of  Claremont  opened 
the  meeting  by  asking  the  group,  "Can  you 
tell  me  what  your  business  is?" 


Each  director  gave  a  different  answer. 
Housecleaning,  said  one.  Insect  extermina- 
tion, said  another.  Lawn  care,  said  a  third. 

"You're  all  wrong,"  Drucker  said.  "Gen- 
tlemen, you  do  not  understand  your  busi- 
ness. Your  business  is  to  train  the  least- 
skilled  people  and  make  them  functional." 

Drucker  was  right  on:  ServiceMaster  pro- 
vides services  that  people  would  rather  not 
do  for  themselves.  Since  these  often  can  be 
menial  tasks,  ServiceMaster  must  recruit, 
train  and  motivate  people  who  might  not 
otherwise  find  a  useful  role  in  today's  soci- 
ety. Pollard  attributes  much  of  his  compa- 
ny's tremendous  success — it  is  now  $3.5  bil- 
lion in  operating  revenues — to  this  insight. 

You  don't  have  to  agree  with  everything 
Peter  Drucker  says,  but  you  can't  deny  that 
he  is  a  great  teacher.  ■■ 


Teleconsulting 

Drucker  has  personal  experience  in  the 
way  technology  has  speeded  up  commu- 
nication. For  several  days  in  June, 
Drucker  will  advise  hundreds  of  top 
executives  of  a  major  European  multina- 
tional in  Brussels,  but  he  will  never  leave 
Claremont,  Calif.  Drucker  will  rise  early 
and  go  to  a  TV  station  near  the  Clare- 
mont campus,  where  he  will  be  hooked 
up  with  Brussels. 

That's  pretty  much  how  Drucker 
does  his  lecturing  these  days,  whether 
his  audience  is  in  Adanta,  New  York, 
Chicago,  Boston  or  anywhere  else  on 
earth.  Which  means  that  age  and  a 
reluctance  to  spend  time  in  airports 
needn't  slow  his  practice. 

That's  one  more  way  modern  chip- 
based  communications  are  annihilating 
distance  and  even  extending  people's 
working  lives.  With  modern  teleconfer- 
encing it's  almost  like  everyone's  in  the 
same  room.  Someone  asks  a  question, 
and  Drucker,  appearing  on  a  flat  screen, 
answers  in  real  time.  The  effect  is  so  real 
and  immediate  it's  easy  to  see  why 
Drucker,  a  lifelong  teacher,  thinks  that 
cyberuniversities  will  replace  the  present 
brick-and-mortar  ones  (see  story). 

Even  via  video,  Drucker  doesn't  come 
cheap.  How  much  does  it  cost  to 
consult  with  him?  His  answer  is  typical: 
"If  you  don't  charge  enough  money 
that  they  are  conscious  of  it,  you  have 
no  impact."  -R.L.  HI 
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Introducing  The  World's  Most 
Rewarding  Night's  Sleep. 

Hilton  More  Miles  Worldwide.  n0W 

staying  at  Hilton  is  even  more  rewarding.  Sign  up  for  Hilton  More  Miles  Worldwide5"  by  April  1, 1997 
and  earn  up  to  3,000  more  airline  miles  after  your  fifth  qualifying  stay  and  up  to  another  3,000  after 
your  tenth  with  your  choice  of  most  major  airline  programs*  That's  on  top  of  the  500  miles  you  earn  for 
every  business  rate  stay  at  any  of  nearly  400  Hilton  hotels  worldwide.  And,  if  you're  a  member  of  Hilton 
HHonors"  Worldwide,  you  can  also  Double  Dip"  to  earn  HHonors  points  for  the  same  qualifying  stay. 
No  other  hotel  program  gives  you  more.  Pick  up  a  Hilton  More  Miles  registration  form  at  your  nearest 
participating  hotel.  For  reservations,  call  your  professional  travel  agent.  Or,  for  reservations  and  details 
on  how  to  sign  up  for  More  Miles,  visit  HiltonNet  at  http://www.hilton.com  or  call  1-800-HILTONS. 

'Earnings  amounts  may  vary  with  some  airline  partners.  See  a  Hilton  More  Miles  Worldwide  registration  form  for  details.  Hilton  More  Miles  Worldwide  is  sub- 
ject to  normal  mileage-earning  rules-see  your  airline  program  or  HHonors  Terms  and  Conditions  for  rate  and  other  restrictions.  All  registration  entries  must  be 
received  by  April  1, 1997.  More  Miles  earnings  apply  to  stays  between  February  1  and  December  31 , 1997.  Conrad  International  and  Vista  hotels  also  participate 
in  Hilton  HHonors  and  Hilton  More  Miles  Worldwide.  Membership,  earning  and  redemption  of  points  is  subject  to  HHonors  Terms  and  Conditions.  ©1997  Hilton  Hotels. 
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An  AS/400  Advanced  Series  Solution 


Behind  Ron  Siemans 
success  in  helping  to  grow 
Royal  Caribbean's  fleet 


is  his  desire  to  let 
the  world  see  the  world 


and  give  30,000 
travel  agents  quick  access  to 
their  reservations  database. 


Upgrading  his  AS/400  to  PowerPC 

technology  increased  the 
performance  of  customer  reservations 
by  50%  with  almost  no  downtime. 

l  our  ships  become  fourteen.  Four  itineraries 
become  over  fifty.  As  this  aggressive  expan- 
sion takes  place  at  Royal  Caribbean.  Ron 
Sieman,  VP,  IT.  watches  IS/400  idvanced 
Series  easily  expand  with  them. 

Thirty  thousand  travel  agents  around 
the  world  access  Royal  Caribbean's  reser- 
vation systems,  so  speed  and  reliability  are 
crucial.  Fortunately.  Ron  was  able  to 
upgrade  to  64-bit  RISC  processing  without 
having  to  rewrite  software  or  experience 
costly  downtime.  And  99.9%  uptime  for 
AS/400  means  virtually  no  missed  s<des, 

"lle've  certainly  pushed  the  envelope 
with  the  AS/400 s  capabilities,  and  it 
clearly  has  facilitated  new  growth,"  adds 
Ron.  As  Royal  Caribbean  grew,  so  did  the 
number  of  systems  it  interacts  with.  Sun. 
Novell,  Data  General,  Tandem.  \  71  to  name 
a  few.  But  thanks  to  iS/100's  open  architec- 
ture, they  all  connect  seamlessly. 

To  learn  how  AS/400  Advanced  Series 
with  PowerPC  technology  can  keep  your 

business  on  course,  call  1 800  IBM'2468,  ext. 
BA210,  and  ask  about  our  '.iS)°/<>  financing 
Or  visit  us  at  www.as  I00.ibm.com. 


ilution  Financing  available  from  IBM  Credit  Corporation  to  qualified  commercial,  state  and  local  government 
rrs  tor  AS/400  Advanced  Series  together  v/ith  selected  software  and  services  3  9%  applies  to  best  credil  customeis 
o  36-month  terms  Other  rates  and  terms  available.  Rates  vary  based  on  credit  rating,  financing  terms  and  options, 
subject  to  change  without  notice  Otter  subject  to  credit  approval,  and  other  restrictions  may  apply.  Systems  must  be 
by  or  before  December  31. 1996.  and  installed  by  January  31. 1997  IBM  and  AS/400  are  registered  trademarks  and 
.  and  Solutions  tor  a  small  planet  are  trademarks  of  International  Business  Machines  Corporation  All  other  com- 
nd/or  product  names  are  trademarks  or  registered  trademarks  ol  their  respective  holders.  @  1996  IBM  Corporation 
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Large-scale  commerce  on  the  Internet? 

Forget  books  and  clothing. 

With  GE  in  the  vanguard,  the 

big  money  will  be  in  industrial  goods. 

Double  click 
for  resin 


By  Scott  Woolley 


The  hype  and  hoopla  over  Internet 
commerce  has  focused  on  Web  sites 
selling  books,  flowers,  clothes  and 
other  retail  goods.  But  the  real  Inter- 
net action  has  been  in  industrial 
goods.  And  that's  where  a  lot  of 
smart  people  expect  it  to  remain. 
There  are  predictions  that  company- 
to-company  Internet  trade  will  hit 
$134  billion  a  year  by  the  end  of 
the  decade. 

As  it  is  in  so  many  other  things,  the 
General  Electric  Co.  has  been  in  the 
vanguard.  Since  it  was  launched  last 
January,  a  Web  site  designed  and  run 
by  ge's  Information  Services  division 
has  logged  $350  million  worth  of 
industrial  products  purchased  elec- 
tronically by  ge  divisions.  This  Web 
site,  coupled  with  its  custom  soft- 
ware, enables  users  to  zap  out 
requests  for  bids  to  thousands  of  sup- 
pliers, who  can  respond  over  the 
Internet.  Savings:  time,  money  and  a 
lot  of  paperwork.  Here's  an  example 
of  how  it  works: 

Last  month  the  machinery  at  GE 
Lighting's  factory  in  Cleveland  broke 
down.  GE  Lighting  needed  custom 
replacement  parts,  fast. 

In  the  past  GE  would  have  asked 
for  bids  from  just  four  domestic  sup- 
pliers. There  was  just  too  much  hassle 
getting  the  paperwork  and  produc- 
tion-line blueprints  together  and  sent 
out  to  suppliers.  But  this  time  they 
posted  the  specifications  and 
"requests  for  quotes"  on  GE's  Web 
site — and  drew  seven  other  bidders. 

The  winner  was  a  Hungarian  com- 
pany. A  GE  Information  Services 
spokesman  says  this  vendor  would 
not  have  been  contacted  in  the  days 
of  paper  purchasing  forms.  The  Hun- 
garian firm's  replacement  parts 
arrived  quicker,  and  GE  Lighting  paid 
just  $320,000,  a  20%  savings. 

To  date  all  orders  made  over  GE 
Information  Services'  Internet  pur- 
chasing svstems  have  been  intracom- 
pany.  But  GE  is  now  offering  access  to 
its  We-b  site  to  outsiders,  geis  has 
jumped  ahead  of  such  companies  as 
IBM,  Microsoft  and  Netscape  to  lead 
the  race  into  business-to-business 
Internet  commerce.  The  tough  part 
of  establishing  such  a  system,  says 
Orville  Bailey,  who  manages  GEIS' 
Internet  project,  is  just  getting  it 
started.  Buvers  don't  want  to  invest 
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"Zenger 
Miller 
keeps  us 

MOVING 
FORWARD 

IN  THE  WAY  WE 
MANAGE,  THINK, 
AND  DELIVER 
OUR  PRODUCTS 
AND  SERVICES." 


Charles  Vaughan-Johnson 
President  &  CEO, 
The  Bank  of  Bermuda 


enger  Miller 


Reputation  for  Results. 


•  \  limes  Mirror 

(  ompan) 


Progress.  Beyond  an  executive  vision,  moving  forward  requires 
the  commitment  of  your  entire  organization.  At  Zenger  Miller,  we 
provide  the  experience  you  need  to  mobilize  managers  and  team 
members  at  every  level  in  support  of  your  company's  strategic  goals. 

At  the  Bank  of  Bermuda,  the  first  step  towards  progress  involved 
addressing  the  Bank's  internal  goals.  Through  creative,  interactive  sessions, 
Zenger  Miller  assisted  the  Bank  in  breaking  down  divisional  barriers, 
broadening  the  level  of  awareness  about  managerial  issues,  and  bringing 
employees  together  to  solve  key  business  problems.  The  entire  organization 
is  now  better  prepared  to  manage  change,  increase  the  quality  of  products 
and  services,  and  fulfill  customer  expectations.  The  Bank  of  Bermuda 
also  gained  a  distinct  advantage  in  a  highly  competitive  recruitment 
market  by  offering  Zenger  Miller  training  courses  as  an  incentive  to 
potential  job  candidates. 

"We  value  their  willingness  to  fit  the  training  into  our  culture.  Zenger 
Miller  has  presented  meaningful  solutions  which  have  helped  us  move  our 
Bank  forward." 

Learn  how  Zenger  Miller  can  help  you  achieve  equally  impressive 
results.  Please  call  us  at  1-800-566-0630  or  visit  us  on  the  World  Wide 
Web  at  www.zengermillerlibrary.com. 


Using  Arab  money,  Nemir  Kirdar  has  banked 
sensational  turnaround  deals  in  the  U.S. 

Patient,  but 
not  too  patient 

By  Kambiz  Foroohar 


in  a  system  unless  suppliers  are 
already  on  board,  and  vice  versa.  "It's 
the  classic  chicken-or-the-cgg  prob- 
lem," says  Bailey. 

A  clear  case  where  being  big  is  a 
crucial  advantage.  GE  divisions  spend 
$30  billion  a  year  on  other  compa- 
nies' goods  and  services.  So  when  GE 
announced  last  year  that  it  would  be 
soliciting  bids  over  die  Internet,  even 
the  smallest,  most  technophobic  of  its 
suppliers  listened  up.  Smiles  Bailey: 
"We  could  build  the  critical  mass." 

Now,  with  its  own  network  of 
industrial  goods  suppliers  already 
hooked  into  the  system,  GE  is  finding 
it  easy  to  resell  the  Internet  purchas- 
ing technology  to  other  companies 
that  want  to  handle  their  purchasing 
just  like  GE.  For  access  to  its  Web  site, 
GE  Information  Services  will  charge 
buyers  an  initial  fee  of  $70,000  and 
an  undisclosed  annual  fee  based  on 
volume.  Suppliers  get  to  sign  on  to 
the  system  for  free. 

GE  Information  Services  claims  cost 
savings  of  10%  to  15%,  thanks  to 
more  and  lower  bids.  It  also  claims  a 
five-day  savings  in  order  time,  thanks 
to  the  immediacy  of  the  Internet. 

First  to  sign  on  is  Textron  Auto- 
motive, a  subsidiary  of  the  $9.3  bil- 
lion Textron  Inc.  Like  GE,  Textron 
Automotive  buys  a  lot  of  raw  materi- 
als and  components:  resin,  ashtrays, 
metal  clips  and  other  parts  used  in 
auto  dashboards  and  paneling.  By 
year  end,  Textron  Automotive  hopes 
to  place  all  its  orders — more  than 
$500  million  a  year — over  the  GE 
Information  Services  Web  site. 

GEls'  Bailey  expects  various  GE 
units  to  be  buying  goods  at  the  rate 
of  $2  billion  a  year  by  next  year  and 
outside  firms  like  Textron  Automo- 
tive to  be  doing  another  $3  billion  or 
so.  If  a  $134  billion  market  for  busi- 
ness-to-business Internet  commerce 
by  the  year  2000  does  materialize,  as 
the  Boston- based  Yankee  Group  pre- 
dicts, extrapolating  from  current  vol- 
umes means  up  to  $50  billion  of  that 
will  move  over  ge's  Internet  purchas- 
ing system. 

What  of  the  much-ballyhooed 
retail  Web  sites?  The  Yankee  Group 
figures  those  sites  will  do  about  $  1 0 
billion  in  2000.  That's  one-fifth  the 
potential  volume  of  ge's  industrial 
goods  Web  site  alone.  Ml 


Throughout  the  summer  of  1994 
a  handful  of  Investcorp  executives 
from  New  York  City  flew  in  and  out 
of  Houston  to  kick  the  tires  and 
check  the  books  of  an  investment 
prospect.  It  seemed  a  bit  of  an  odd- 
ball deal  for  this  investment  outfit, 
best  known  for  controlling  such  posh 
retail  stores  as  Tiffany  and  Saks  Fifth 
Avenue. 

The  prospect:  Prime  Service,  Inc. 
Prime  rents  industrial  equipment, 
tractors,  air  compressors,  welding 
machines,  cranes,  forklifts  and  95 
similar  things.  Prime's  then-owner, 
the  French  company  Artemis,  was 
looking  for  buyers.  After  three 
months  of  bean  counting  and  tire 
kicking  Investcorp  bought  Prime  for 
$306  million.  It  was  a  typical  Invest- 
corp deal — highly  leveraged — $229 
million  in  debt,  $77  million  in  equity. 

The  payoff  was  fast.  After  running 
it  for  only  18  months,  Investcorp 
took  Prime  public  on  the  New  York 
Stock  Exchange.  Investcorp  raised 
just  short  of  $200  million  by  selling 
8.3  million  shares  at  an  IPO  price  of 


2314.  With  the  proceeds,  Investcorp 
paid  down  most  of  Prime's  debt. 

When  the  smoke  cleared,  Invest- 
corp still  owned  75%  of  the  rental 
company.  Investcorp's  $77  million 
cash  investment  now  has  a  market 
value  of  $515  million. 

In  February  it  sold  convenience 
store  chain  Circle  K  to  oil  refiner 
Tosco.  Proceeds:  $900  million, 
almost  five  times  Investcorp's  1993 
cash  investment. 

Among  the  company's  more 
notable  coups  was  the  rescue  and 
revival  of  luxury  goods  maker  Gucci, 
an  operation  that  netted  Investcorp's 
investors  seven  times  their  $290  mil- 
lion original  stake. 

Investcorp  is  primarily  a  conduit  of 
Middle  Eastern  money  into  Western 
deals.  It  has  a  roster  of  some  300 
core  investors,  primarily  Arab,  who 
participate  in  its  deals.  Headquar- 
tered in  Bahrain,  but  with  most  of 
the  action  coming  from  its  London 
and  New  York  offices,  Investcorp  is 
headed  by  Nemir  Kirdar,  a  60 -year- 
old  Fordham  University  M.B.A.  who 
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.his  team 
uses  CTS  surgical 
instruments  to  operate 


Surgeons  today  can  perf  orm  a  minimally  invasive  coronary 
artery  bypass  on  a  beating  heart  with  specialized  instruments 
manufactured  by  CardioThoracic  Systems  (CTS).  This 
procedure  is  safer  and  affords  patients  faster  recovery  time  than 
conventional  techniques.  When  CTS  needed  an  investment 
bank  to  lead  manage  its  initial  public  offering,  they  turned  to 
the  Life  Sciences  specialists  at  UBS  Securities.  Drawing  upon 


rur 

UBS  team  took 
CTS  public 
with  surgical 


an  established  track  record  in  the  health  care  market,  the  UBS 
team  immediately  understood  the  promise  of  this  new 
technology.  This  enabled  them  to  better  position  CTS  to 
potential  investors.  UBS'  life  sciences  expertise,  combined 
with  global  financial  capabilities,  resulted  in  an  IPO  that 
raised  $90  million  in  a  heartbeat.  If  your  business  can  use 
this  kind  of  financial  precision,  put  UBS  on  your  team. 


precision. 


Union  Bank 
of  Switzerland 


UBS  Securities  LLC  is  a  wholly  owned  subsidiary  of  Union  Bank  of  Switzerland,  299  Park  Avenue,  New  York,  NY  10171.  Telephone:  (212)  821-3000. 
Other  offices  of  Union  Bank  of  Switzerland  and  its  affiliates  in  North  America:  Chicago,  Houston,  Los  Angeles,  San  Francisco,  Toronto,  Montteal. 
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SELF-MADE 'm*^ 


The  Reinvention  of  the  Home  Loan. 

They  came  to  California  to  enter  the  home 
mortgage  industry.  And  ended  up  remodeling ' 


When  Angelo  Mozilo  and  David  Loeb 
started  their  home  loan  business  in  a 
little  office  in  California,  there  was  a  pretty 
impressive  name  above  the  door. 

Which,  according  to  Angelo  Mozilo. 
didn't  exactly  go  unnoticed.  "Somebody 
asked  me  right  there  at  the  beginning. 
'Why  did  you  call  it  Countrywide'?'  I  said, 
because  that's  what  we  plan  to  be." 

Today.  Countrywide  is  the  nation's 
largest  independent  mortsase  lender, 
responsible  for  helping  over  a  million 
Americans  buy  their  homes.  It  has  nearly 
400  offices  serving  all  50  states  and  S8.7 
billion  in  assets. 

In  fact,  every  two  minutes  somebody 
gets  a  home  loan  from  Countrywide. 

But  before  Countrywide  could  achieve 
this  spectacular  success,  they  had  to  grapple 

with  some  issues 
that  nearly 
forced  them  out 
of  business. 

'After  five 
years,  we  still 
hadn't  expanded 

Every  Countrywide 
office  has  a  manager 
who  can  lock  in 
rates  and  approve 
loans  directly. 


sic  Countrywu 


AN  S 


Every  2  minutes.  Countrywide  makes  it  possible  for 
another  American  family  to  own  their  home. 

out  of  California!'  Aneelo  Mozilo  relates.  "Oi 
made  a  profit.  That's  when  David  had  anothe 
one  of  his  big  ideas!" 

"T  said  if  we  eliminate  commission 
to  a  sales  force,  we  can  save  enough  to 
offer  the  lowest  rates  around,"  remembers 
David  Loeb. 

"Countrywide  was  a  leader  in  terms 
of  building  the  technology  to  make 
loans  faster.  Countrywide  was 
probably  the  most  aggressive  of  the 
mortgage  bankers'.' 

-Stan  Strachan 
National  Mortgage  News 


"Then  we  can 
staff  each 
office  with  man- 
agers who  can 
approve  loans 
themselves." 

The  rest  of  the  industry  laughed. 
The  idea  of  doing  business  without  commi: 
sioned  loan  officers  was  suicidal.  But  ther 
Countrywide's  ads  started  appearing. 

Countrywide's  ads  clearly  stated  the 


ey  said  we  couldn't  make  it  on  Wall  St.  So  when  Countrywide  started 
ding  on  the  New  York  Stock  Exchange,  that  really  meant  something!' 

-Angelo  Mozilo  &  David  Loeb,  founders  of  Countrywide 
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loan  costs  their  customers 
would  pay  for  a  mortgage. 
This  was  something  no 
one  had  ever  seen  before. 

And  according  to 
Mozilo  and  Loeb,  "We 
knew  we  were  on  to 
something  when  we  got 
thousands  of  calls  from 
our  first  ad." 

Countrywide 
went  on  to  pioneer 
one  innovation  after 
another.  They  grew 
organically  by 
cloning  their  offices 
when  they  reached 
a  certain  size.  They 
were  also  the  first  to 


automate  the  entire  loan  process 
from  origination  through  servicing. 

Today  Countrywide  is  a 
diversified  financial  services 
company  that  produces  mortgage 
loans  through  various  channels, 
services  a  $157  billion  portfolio 
of  mortgages  and  offers  a  wide 
variety  of  ancillary  products  and 
services. 

Which  according  to 
Angelo  Mozilo  is  just  business  as 
usual  at  Countrywide.  "We're 
always  searching  for  new  prod- 
ucts and  services  that  improve 
the  process  for  our  customers  and 
for  us.  That  remains  unchanged 
after  28  years." 

Which  means  Country- 
wide's  remodeling  project  is  far 
from  over. 


"Entrepreneurs  and  visionaries  are  what 
made  this  state  great.  And  California  s  story  of 
innovation  and  leadership  is  just  beginning" 
-  Governor  Pete  Wilson. 


A  big  idea. 

A  simple  b/w  ad. 

Result? 

Thousands  of  leads. 


Self-Made  in  California 

celebrates  California  entre- 
preneurs and  companies 
whose  vision  and  daring  have 
shaped  the  20th  Century. 
Watch  for  this  special  presentation  air- 
ing on  CNBC  cable  network  the  first 
Sunday  of  each  month  at  4:30  pm  EST, 
1:30  pm  PST. 


was  born  in  Iraq  and  learned  deal- 
making  at  Chase  Manhattan  in  the 
late  1970s. 

"I  look  for  companies  that  are  basi- 
cally sound  but  need  additional  capi- 
tal," he  says.  "We  are  in  the  business 
of  stepping  in  and  buying  companies 
that  need  patient  capital."  But  not  too 
patient.  After  holding  on  to  an  invest- 
ment, say  for  five  years  but  hopefully 
less,  Investcorp  takes  the  company 
public  or  sells  it  through  a  private 


placement.  It  then  pays  off  its 
investors,  keeps  its  share  and  looks  for 
another  deal. 

In  its  thirty-seventh  floor  New 
York  headquarters  on  Park  Avenue 
plush  armchairs  and  handwoven  car- 
pets blend  subtly  with  dark  wood 
paneling.  Attendants  in  white  jackets 
silently  bring  in  food  and  nonalco- 
holic drinks.  Like  most  dealmakers  of 
his  sort,  the  Gucci-shod  Kirdar  loves 
to  drop  names — or  rather  photos. 


His  office  wall  is  lined  with  shots  of 
Kirdar  with  George  Bush,  Margaret 
Thatcher,  Nixon,  Clinton,  Gor- 
bachev, John  Major.  A  similar  set  of 
photographs  rests  prominently  in 
Kirdar's  opulent  London  town-house 
office. 

More  than  vanity  is  involved  in  this 
association  with  power.  Investcorp's 
money  is  Middle  Eastern,  and  in  the 
Middle  East  connections  matter.  At 
the  start  Kirdar  was  backed  by  promi- 
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SAVING  A  FEW  BUCKS  ON  POLITICAL 
RISK  INSURANCE  SEEMS  TO  MAKE  SENSE. 

UNTIL  SOME  FOREIGN  GOVERNMENT 
NATIONALIZES  YOUR  BUSINESS. 


For  companies  doing  business  overseas,  the  reality  is  that  political  risk  insurance  has  become 
a  necessity.  Political  upheavals  are  difficult  to  forecast.  Rising  nationalism  increases  the  risk  of 
expropriation.  Changing  economic  forces  make  currency  inconvertibility  more  likely.  And  political 
violence  is  a  constant,  looming  threat. 

AIG  Global  Trade  &  Political  Risk  Insurance  Company,  a  member  company  of  American 
International  Group,  Inc.,  is  the  only  company  with  the  global  presence  and  knowledge  of  local  condi- 
tions to  protect  you  around  the  world. 

When  you're  an  AIG  client,  you're  not  just  buying  insurance.  You  re  getting  a  business  partner. 
With  offices  in  more  than  130  countries  and  jurisdictions  worldwide,  AIG  has  the  expertise,  perspec- 
tive and  long-term  relationships  necessary  to  resolve  international  problems  whenever  they  arise. 
AIG  Global  customers  also  benefit  from  the  experience  of  a  board  ol  directors  that  includes  former 
U.S.  Secretary  of  State  Henry  A.  Kissinger,  former  U.S.  Trade  Representative  Carla  A.  Hills, 
former  Treasury  Secretary  and  U.S.  Senator  Lloyd  M.  Bentsen,  former  World  Bank  President 
Barber  Conable,  Jr.,  and  former  Prime  Minister  ol  Pakistan  Moeen  Oureshi. 

Other  insurance  companies  may  offer  capacity.  Only  AIG  Global  underwrites  longer-term  polit- 
ical risk  coverages  up  to  $120  million  capacity  per  project,  guaranteed  for  seven  years  and  backed  by 
the  strongest  balance  sheet  and  top  financial  ratings  in  the  business.  Perhaps  that's  why  AIG  has  been 
the  leader  in  political  risk  coverage  for  more  than  twenty 


years.  To  find  oul  hov,  AIG  <  an  help  sob  e  your  political  risk      MAS  Trade  &  Political  Risk 

Insurance  Company 


Global 


problems,  call  one  of  the  lead  underwriters  listed  below. 

A  member  company  ol  American  International  Group,  Inc. 


Ray  Antes  Elizabeth  Bloch  Jackie  Deane  .Ion  Kay  Julian  Edwards 

AIG  Global.  New  York  AIG  Global.  Chicago  AIG  Global.  San  Francisco        AIG  Global,  Melbourne,  Australia       AIG  Global,  U.K.  &  Europe 

(212)  770-7819  (312)930-5454  (415)445-2855  b  1-39-522-4798  171-280-8832 


Coverage  may  not  be  available  for  risks  in  certain  countries 


nent  Arab  businessmen,  including  bil- 
lionaire Ahmed  Ali  Kanoo  and 
former  Saudi  oil  minister  Sheikh 
Ahmed  Zaki  Yamani.  Today  Invest- 
corp  is  owned  37.5%  by  manage- 
ment, 15%  by  the  original  investors 
and  the  rest  is  traded  on  the  Bahrain 
stock  exchange. 

With  his  access  to  pools  of  Middle 
Eastern  cash,  Kirdar  can  easily  swing 
big  deals.  He  wrote  a  $1.6  billion 
check  to  buy  Saks  Fifth  Avenue.  He 
poured  in  another  $300  million  to 
add  locations  and  to  refurbish  exist- 


Prime  Service's 
forklift 

Just  1  of  100 
items  you  can  get 
from  Investcorp's 
rapidly  growing 
equipment 
rental  company. 

ing  ones.  The  giant  retailer  was  slow 
to  recover  from  the  1991-92  reces- 
sion, but  last  year  Kirdar  was  able  to 
cash  out. 

Investcorp  has  invested  in  a  few 
losers.  There  was  Camelot  Music, 
bought  in  1993,  and  retailer  Color 
Tile,  in  Investcorp's  portfolio  since 
1989.  Both  companies  went  into 
Chapter  1 1  last  year.  Bought  in  1989 
for  $80  million,  ice  cream  maker 
Carvel  has  yet  to  pay  off. 

"We  started  by  trusting  the  man- 
agers," Kirdar  explains.  He  has  since 


discovered  that  "if  every  management 
was  like  Tiffany's,  we'd  have  no  need 
for  a  postacquisition  team."  Howev- 
er some  management  disappoints. 
Kirdar  has  sent  his  own  team  to  mon- 
itor the  Carvel  investment. 

With  the  ink  barely  dry  on  the 
contract,  an  Investcorp  team  led  by 
recent  recruit  Charles  Philippin  flew 
to  Houston  to  sit  with  Prime  Ser- 
vice's management  to  plan  strategy. 
"We  had  pent-up  demand  in  our 
business  but  we  needed  new 
machines,"  explained  Thomas  Ben- 
nett, Prime's  chief  executive. 

Philippin  asked:  "How  fast  can  you 
grow  if  money  is  no  object?"  Plenty 
fast,  said  Bennett.  The  Prime  chief 
executive  got  a  green  light  to  expand 
both  internally  and  through  acquisi- 
tions. For  the  first  nine  months  of 
1996  Prime's  revenues  were  up  35%, 
to  $240  million,  while  net  income 
was  almost  $6  million,  up  from  a  $4 
million  loss. 

What  else  is  in  Investcorp's  portfo- 
lio? Auto  parts  retailer  CSK  Auto,  chil- 
dren's clothing  manufacturer  William 
Carter  and  mattress  maker  Simmons. 
But  Tiffany,  Gucci  and  Saks  will  be 
hard  to  equal.  All  had  going  for  them 
famous  old  names — and  a  roaring 
bull  market.  ■■ 


What's  in  a  name? 

The  Gucci  name  had 
fallen  on  hard  times  by  the 
1980s.  Squabbling  family 
management  had  licensed 
the  name  to  everything 
from  underwear  to  coffee 
mugs.  Just  the  sort  of  situ- 
ation Nemir  Kirdar  craves. 

Quietly  in  1989  Invest- 
corp bought  half  of  Gucci, 
with  Mauri  zio  Gucci, 
grandson  of  the  founder, 
owning  the  other  half. 
They  set  about  restoring 
its  tarnished  image.  "He 
[Maurizio  Gucci]  had  the 
right  idea,  but  couldn't 
run  the  company  prof- 
itably," Kirdar  says.  In 
1992  Gucci  lost  $32  mil- 


lion on  dwindling  sales.  As 
debts  mounted,  Gucci 
conserved  cash  by  cancel- 
ing advertising  as  well  as 
by  delaying  paychecks  and 
supplier  payments.  Gam- 
bling heavily,  Maurizio 
Gucci  allegedly  used  his 
Gucci  shares  as  collateral 
to  cover  debts. 

"Many  people,  includ- 
ing my  own  staff,  told  me 
Gucci  was  a  lost  cause," 
Kirdar  says.  After  months 
of  courtroom  drama,  in 
which  Kirdar  sued  and 
Maurizio  Gucci  counter- 
sued,  Kirdar  bought  out 
his  contentious  partner  for 
$120  million  in  1993. 
(Maurizio  Gucci  was  later 
gunned  down.  The  killing 
has  not  been  solved,  but 


gambling  debt  may  have 
figured  in  the  crime.) 

Investcorp  sent  in  a 
representative  carrying  a 
suitcase  of  $  1 5  million  in 
cash  for  settling  with 
unpaid  workers  and  sup- 
pliers. He  fired  15  of  22 
top  managers,  cut  the 
number  of  workers  by 
25%  and  doubled  the 
advertising  budget. 
Domenico  De  Sole,  head 
of  U.S.  operations,  took 
over  just  in  time  to  catch 
the  upswing  in  luxury 
goods  fueled  by  the  world 
stock  market  booms.  De 
Sole  upgraded  production 
processes,  tightened 
financial  controls  and 
introduced  exciting  new 
lines.  Suddenly  Gucci  was 


hot.  In  1995  its  sales  hit 
$500  million,  up  from 
$264  million  in  1994, 
while  profits  grew  five- 
fold, to  $81  million. 

In  October  1995  and 
in  the  spring  of  1996 
Investcorp  cashed  out  for 
$2.1  billion.  The  company 
and  its  clients  had  put  in 
only  $290  million  in  debt 
and  equity.  They  recouped 
seven  times  that. 

At  a  recent  65/4  Gucci 
now  has  a  market  capital- 
ization of  $4  billion.  Does 
Kirdar  regret  selling  too 
soon?  He  shrugs.  The 
smart  dealmaker  leaves 
something  on  the  table  for 
the  buyer.  After  all,  he  will 
have  more  merchandise  to 
sell  later.  -K.F.  H 
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Global  Private  Banlein 


Wesp  ECIALIZE  IN 
RELATIONSHIP  BANKING 
THE  LONG-TERM  KIND. 


Headquarters  of  Republic 
National  Rank  of  New  York 
(Suisse)  S.A.  in  Geneva. 


In  this  age  of  electronic  mail  and  digi- 
tal everything,  private  banking  by  Republic 
is  still  a  matter  of  personal  relationships. 

We  believe,  and  have  always  bel  levea, 
that  our  number  one  job  is  to  build  a  close, 
enduring  relationship  with  each  private 
banking  client. 

In  fact,  it's  one  of  the  main  reasons  for 
Republic's  success,  worldwide. 
As  a  Republic  private  banking  client  you 
have  your  own  personal  Account  Officer, 
someone  you  can  count  on  to  look  after  your 
interests.  He's  there  to  evaluate  investment 
opportunities,  warn  you  against  pi  tfalls,  and 
make  certain  your  instructions  are  carried 
out  to  the  letter. 

It  is  a  long-term  relationship  based  on 
genuine  concern  and  commitment  -  the  rare 
combination  that  makes  Republic  a  truly 
one-of-a-kind  bank. 


World  Headquarters  of 
Republic  National  Haul;  of 
New  York  in  New  )'orL:. 


Republic  National  Bank  of  New  York" 

Strength.  Security.  Service. 

New  York  •  Geneva  ■  London  •  Beijing  •  Beirut  *  Beverly  Hills  •  Buenos  Aires  •  Cayman  Islands  *  Copenhagen  *  Gibraltar 
Guernsey  ■  Hong  Kong  •  Jakarta  ■  Lofl  Angeles  •  Lugano  ■  Luxembourg  •  Manila  •  Mexico  City  •  Miami  *  Milan  •  Monte  Carlo  •  Montevideo 
Montreal  ■  Moscow  •  Nassau  *  Paris  •  Bertli  •  Punta  del  Lste  •  Rio  de  Janeiro  •  Santiago  •  Singapore  •  Sydney  •  Taipei  ■  Tokyo  •  Toronto  •  Zurich 

°  Republic  National  Bank  of  New  York  1 997 
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97  is  here.  And  that  means  there  are  a  bunch  of  webby  things  you  can  do  right  now 
jsing  what  you  already  know  right  now.  You  can  type  a  Web  address  into  anything,  for  instance, 
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ntranet  just  by  typing  in  a  keyword,  the  same  way  you'd  search  the  Web.  And  if  you  want  to  publish 
something  to  the  Web,  just  select  Boom,  instant  Web  page,  no  programming 

equired.  Better  still,  you  can  share  fully  functional  Office  documents— a  spreadsheet,  for  example, 
hat  a  bunch  of  key  people  can  update  simultaneously.  You  can  even  that 
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The  specter 
of  capitalism 


BY  STEVE  H.  HANKE 


Steve  H.  Hanke  is  a 
professor  of  Applied 
Economics  at  The 
Johns  Hopkins 
University  in  Baltimore. 


If  you  haven't  read  it,  you  may  well  have 
gotten  wind  of  an  article  signed  by  speculator 
George  Soros  in  the  February  issue  of 
Atlantic  Monthly.  Soros,  who  pines  to  be 
known  as  something  more  than  just  the  man 
who  broke  the  British  pound,  declared  that 
the  untrammeled  intensification  of  laissez-faire 
capitalism  and  the  spread  of  market  values  are 
promoting  income  inequality  and  endanger- 
ing democracy  Soros'  message  is  clear:  A  little 
capitalism  might  be  a  good  thing,  but  too 
much  of  a  good  thing  might  be  dangerous. 

One  expects  this  kind  of  talk  from  the  hard 
left.  Last  year  the  Zapatista  guerrillas  gathered 
an  impressive  array  of  stars  from  the  interna- 
tional socialist  movement  in  the  jungles  of 
southern  Mexico.  These  lefties  convened 
under  the  banner  of  the  International  Forum 
in  Favor  of  Humanity  and  Against  Neoliberal- 
ism.  Neoliberalism,  of  course,  is  Marxist 
jargon  for  free  enterprise  with  minimal  gov- 
ernment intervention. 

More  surprisingly,  I  heard  a  lair  amount  of 
the  same  refrain  last  month  at  one  of  the 
favorite  gatherings  of  the  captains  of  industry, 
the  annual  meeting  of  the  World  Economic 
Forum  in  Davos,  Switzerland.  Subcommander 
Marcos  didn't  deliver  the  message.  But 
George  Soros  was  there  and  his  influence  was 
strong  in  many  of  the  sessions. 

Whether  it  comes  from  a  very  smart  specu- 
lator or  from  guerrilla  theater,  the  thesis  is 
nonsense.  Fellow  economist  Stephen  Walters 
and  I  recently  evaluated,  for  the  Joint  Eco- 
nomic Committee  of  the  U.S.  Congress, 
some  studies  that  contain  empirical  evidence 
about  economic  and  political/civil  freedoms. 
The  data  in  these  studies  contradict  the  argu- 
ment that  capitalism  hurts  the  poor.  In  fact 
it  helps  them. 

What  we  found  was  that  countries  that  have 
more  economic  freedom  have  higher  living 
standards  than  those  with  less,  and  their  citi- 
zens enjoy  better  health.  Indeed,  a  10% 
increase  in  economic  freedom  can  be  expected 
to  increase  gnp  per  capita  from  7.4%  to  13.6% 
w  ithin  five  years,  on  average. 

Economic  freedom  and  prosperity  also 
increase  pressures  for  democratization  and 


politically  open  societies.  As  John  Helliwell's 
research  ("National  Bureau  of  Economic 
Research  Working  Paper,"  number  4066, 
1992)  shows:  More  capitalism  is  associated 
with  more  political/civil  liberties. 

The  power  of  economic  freedom  combined 
with  political/civil  liberties  is  truly  remark- 
able. We  studied  the  measures  of  economic 
freedom  contained  in  the  World  Economic 
Forum's  "Global  Competitiveness  Report 
1996."  We  also  consulted  measures  of  politi- 
cal/civil liberties  produced  by  Freedom 
House.  What  we  found  was  that  75%  of  the 
variation  in  income  across  countries  can  be 
explained  in  terms  of  these  measures  of  eco- 
nomic and  political/civil  freedoms. 

What  about  income  distribution?  The  most 
careful  work  on  this  topic  is  contained  in 
Gerald  Scully's  book,  Constitutional  Environ- 
ments and  Economic  Growth  (Princeton  Uni- 
versity Press,  1992).  Scully  concludes  that 
income  is  more  equallv  distributed  in  coun- 
tries that  are  more  capitalistic  and  politically 
open  than  in  those  where  economic  and  polit- 
ical rights  are  abridged. 

George  Soros  writes 
that  too  much  capitalism 
is  dangerous. 


For  example,  the  share  of  national  income 
going  to  the  middle  classes  (the  middle  60% 
of  the  income  distribution)  is  30%  to  50% 
higher  in  the  most  free  nations  than  in  the 
least  free.  And  in  the  most  free  nations,  the 
share  of  income  going  to  the  richest  fifth  of 
the  population  is  25%  lower  than  in  the  least 
free  nations.  Iraq,  Libya,  Syria,  Ethiopia  and 
Laos  are  representative  of  the  least  free  coun- 
tries. Canada,  Germany,  New  Zealand, 
Switzerland  and  the  U.S.  are  representative  of 
the  most  free  nations. 

In  short,  lack  of  economic  and  political 
rights  has  a  large  and  negative  effect  on 
income  distribution. 

Capitalism  is  no  threat  to  democracy  and 
the  well-being  of  the  masses.  All  George  Soros 
has  demonstrated  is  that  money  and  clear 
thinking  do  not  always  go  together.  ■■ 
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PEOPLE. 

PERFORMANCE 

PROFITS. 

Teamwork  increases  productivity. 


90%  of  American  workers  spend  at  least  part  of  their  day  in  a  team  situation, 
yet  only  about  half  received  any  formal  teamwork  training* 

30  proven  ways  to  increase  employee  performance. 

Our  practical  skills  development  elicits  quantifiable  results,  like: 

♦  Mutual  respect  to  enhance  teamwork 


In  the  past,  people  only  used  Dale  Carnegie  Training® 
for  public  speaking  or  sales  training.  That  was  then.  Today, 
our  proven  processes  develop  more  than  just  people,  they 
advance  companies. 

Our  training  improves  company  profitability  by 
strengthening  teamwork  to  increase  employee  productivity. 
We  instill  the  confidence  and  self-esteem  that  enables 
individuals  to  build  trust  in  themselves  for  enhanced 
leadership,  selling  and  interpersonal  skills. 

Because  the  motivation  is  intrinsic,  teams  turn  ideas  into 
actions,  productivity  rises  and  achievement  is  continuous. 
Everyone  wins...  your  employees  achieve  their  professional 
and  personal  best,  your  customers  get  better  service  and  your 
company  keeps  growing  stronger. 


Come  visit  our  Web  site  at  http://www.dale-carnegie.com 


♦  Selling  Skills  to  build  relationships 

♦  Leadership  Skills  to  promote  accountability 

♦  Time  Management  to  increase  productivity 

♦  Effective  Communication  for  improved  relations 

With  Dale  Carnegie  Training,  there  is  nothing  between 
your  company  and  success.  Call  1-800-231-5800  ext. 202 

today  for  more  information. 


Dale  Carnegie® 
Training 


'Based  on  national  surveys  conducted  by  Dale  Carnegie  Training. 
Copyright©  1996  Dale  Carnegie  fie  Associates,  Inc.  All  rights  reserved. 


People.  Performance.  Profits. 


Before  you  buy  a  stock  maybe  you  should  ask: 
Is  the  chief  executive  a  firstborn  or  a  later-born? 


Born  to  rebel? 

Or  born  to  conserve  ? 


By  Rita  Koselka  with  Carrie  Shook 

Frank  Sulloway,  50,  is  a  research 
scholar  in  the  science,  technology  and 
society  program  at  the  Massachusetts 
Institute  of  Technology.  More  to  the 
point,  he  is  the  author  of  Born  to 
Rebel:  Birth  Order,  Family  Dynamics, 
and  Creative  Lives,  a  book  that  has 
created  quite  a  stir.  At  the  recent 
World  Economic  Forum  meeting  of 
global  bigwigs  in  Davos,  Switzerland, 
Sulloway's  three  symposiums  turned 
away  dozens  of  would-be  attendees. 

Very  simply,  Sulloway  says  that 
birth  order  is  fate,  or  at  least  a  major 


ingredient  in  fate.  It  isn't  the  only 
environmental  factor  that  determines 
human  behavior — genetics  plays  an 
even  bigger  part — but  birth  order 
matters  greatly,  even  more  than 
gender.  Just  as  animals  evolve  to 
exploit  environmental  niches,  so  do 
children.  They  adopt  behavior  that 
fits  their  place  at  the  family  hearth. 

Does  Sulloway's  thesis  meet  the 
business  test?  Does  it  apply  to  busi- 
ness leaders?  His  book  deals  with  his- 
torical personalities,  but  we  did  some 
research  of  our  own.  We  also  asked 


Sulloway  to  apply  his  theory  to  the 
current  business  scene. 

We  dug  into  our  extensive  files  on 
several  Forbes  lists. 

Not  bad.  We  checked  50  names. 
Almost  half  of  them  are  firstborns.  Yet 
firstborns  make  up  only  35%  of  the 
U.S.  population.  As  Sulloway  explains 
it,  firstborns  tend  to  be  high  achievers, 
simultaneously  aggressive  and  diligent. 

Leadership  by  birth  order  appar- 
ently holds  for  both  genders.  Studies 
have  found  that  female  executives  are 
much  more  likely  to  be  firstborns 
than  later-borns. 

Our  finding  that  about  50%  of 
high  achievers  are  firstborn  doesn't 
tell  the  full  story  about  the  apparent 
influence  of  birth  order  on  success. 
Sulloway  points  out  that  many  busi- 
ness mavericks  rank  differently  in 
birth  order  than  do  typical  executives. 
Gordon  Moore  and  Robert  Noyce, 
who  founded  Intel,  are  later-borns. 
Craig  McCaw,  who  bet  his  company 
on  the  cellular  business,  is  a  second 
son.  Rupert  Murdoch  and  David 
Geffen  are  both  second  children.  Bill 
Gates  is  the  second  of  three  children. 
In  one  way  or  another,  each  of  these 
later-born  personalities  challenged 
the  established  order. 

So  it  would  appear  that  firstborns 

Corporate  dynamics  can  be 
affected  by  family  dynamics. 
A  typical  firstborn  is  domi- 
nant, aggressive  and  pro- 
tects turf.  Later-borns  have 
to  flexibly  find  a  way  to  get 
their  parents'  attention. 
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TAKES  THE  STRESS  OUT  OF  MANAGEMENT. 


Put  yourself  in  a  1997  Avalon  —  the  American-built  flagship  of  Toyota  —  and  experience  an  overwhelming  sense  of  relax- 
ition.  Soft,  available  leather-appointed  interior  and  six-passenger  seating  will  invite  you  to  relish  in  Avalon's  many  spacious 
ind  luxurious  comforts.  While  its  advanced  200-hp  V6  provides  refined  driving  performance, 
;  llowing  you  to  manage  your  day  with  some  added  power.  But,  most  importantly, 
km  can  experience  the  tranquility  of  Avalon  starting  around  $24,800* 


800-GO-TOYOTA  or  visit  our  website  at:  http://www.toyota.com  for  a  brochure  or  full-line  CD-ROM  plus  the  location  of 
learest  dealer.  ©1996  Toyola  Motor  Sales.  USA  .  Inc  Buckle  Up!  Do  it  for  (hose  who  love  you.  'Avalon  XLS  model  $29,703  MSRP  for  Avalon 
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®  TOYOTA  AVALON 

I  love  what  you  do  for  me 


"Value  Management"  lor  Mankind,  Society  and  Future 


but  how  high 


From  the  very  beginning 
in  1947,  a  pioneering  spirit  and 
advanced  technology  have  been  hallmarks 
of  the  Hyundai  Business  Group.  Building  on  50  years  of 
success,  Hyundai  will  further  provide  greater  value 
to  our  customers  in  every  continent  on  our  planet. 
Through  realization  of  Value-based  Management, 
Hyundai  will  focus  on  enhancing  the  quality  of  life  for 
all  and  cultivating  innovative  technologies. 

Today,  Hyundai  produces  diverse  innovative  products 
rFrom  Chips  To  Shipsj.  And  our  pioneering  spirit  has 
made  us  one  of  the  world's  most  influential  business 
groups  with  over  US$90  billion  in  sales.  But  more 
important  than  where  we  are  is  where  we  re  going. 
Together,  we  re  synergizing  technologies  from  every 
field  we  do  business  in  as  we  head  for  the  next  frontier  - 
space.  Now,  a  synergy  born  of  diversity  and  expertise 
earned  through  growth  are  preparing  us  to  take  the  next 
leap  forward  -  and  upward. 

HYUNDAI 

Building  A  Better  World  Through  Value  Management 


'0M0BILES,  ELECTRONICS,  SHIPBUILDING,  ENGINEERING  &  CONSTRUCTION,  MACHINERY  &  EQUIPMENT,  PETROCHEMICALS.AEROSPACE  TECHNOLOGY,  TRADING  &  TRANSPORTATION,  IRON  &  STEEL 

Find  out  how  Hyundai  can  help  you;  Hyundai  Corporation,  Tel  +82-2-746-1921.  Fax  +82-2-746-1092. 


make  excellent  executives,  but  for  real 
trailblazing  it  takes  a  later-born. 

This  is  not  pop  psychology.  To 
derive  the  tendencies  he  describes, 
Sulloway  put  some  half-million  data 
points  about  6,000  people  into  his 
computer  program.  His  conclusion: 
Personality  is  the  confluence  of 
genetics,  environment  and  personal 
traits  and  experiences.  Yet  rich  or 
poor,  smart  or  dumb,  big  or  small,  all 
kids  seek  parental  favor  and  attention. 
In  competing  for  it  with  siblings,  they 
work  to  level  the  playing  field  or, 
better  yet,  change  the  game  to  gain 
an  edge.  This  almost  guarantees  that 
firstborns  will  have  different  person- 
alities than  later-borns. 

Put  simply,  Sulloway's  thesis  is  that 
firstborn  children  know  that  if  life 
unfolds  as  it  usual!)'  does  they  will 
inherit  the  farm.  Their  preferred 
strategies,  therefore,  are  identified 
with  authority  and  the  status  quo.  To 
curry  parental  favor,  they  may 
become  surrogate  parents — bossy, 
responsible  and  conscientious. 

Later- born  children  generally 
divine  that  their  hope  for  the  future 
lies  in  overthrowing  the  status  quo  or 


in  finding  some  other  way  to  get 
around  convention. 

Sulloway  cites  the  Lauder  cosmet- 
ics clan.  The  eldest  son,  Leonard,  64, 
is  the  classic  hard-driving  executive 
who  took  over  the  companv  from  his 
mother  and  invested  aggressively  in 
R&D  and  overseas  expansion.  Ronald, 
53,  the  baby  of  the  family  and  report- 
edly his  mother,  Estee's,  favorite,  has 
had  to  find  ways  to  excel  outside  the 
family  business.  He  is  an  investor  in 
Europe  and  ran  unsuccessfully  for 
mayor  of  New  York — both  activities 
outside  the  family  fold. 

"I  knew  Bill  Gates  wasn't  a  first- 
born," says  Sulloway,  "as  soon  as  I 
heard  that  he  dropped  out  of  Har- 
vard after  his  sophomore  year  over 
the  objections  of  his  parents.  A  first- 
born would  never  do  that.  He  would 
have  stuck  it  out  to  get  a  degree  and 
please  his  parents." 

Having  successfully  challenged  his 
parents,  Gates  has  few  qualms  about 
challenging  IBM,  the  father  figure  of 
the  computer  business.  Firstborns 
w  ill  take  risks,  Sulloway  says,  but 
only  limited  risks.  Gates  literally  bet 
his  companv. 


Firstborns  might  not 
be  able  to  bend  when  the 
times  call  for  it.  Later- 
borns  are  more  used  to 
accommodating  to  change. 

Then  there's  Apple  Computer.  Sul- 
loway sees  the  seeds  of  Apple's  trou- 
bles in  the  birth  order  of  its  leaders. 
Steven  Jobs  was  adopted  at  birth,  but 
grew  up  in  the  role  of  the  firstborn. 
Sulloway  thinks  it  was  predictable 
that  Jobs  w  ould  insist  on  maintaining 
a  proprietary  system  rather  than 
licensing  Apple's  systems.  Sulloway 
says  firstborns  don't  like  sharing. 
They  are  conscientious  but  territorial 
and  inflexible.  They  tend  to  be  con- 
trol freaks. 

Uh-oh!  The  current  chief  at  Apple, 
Gilbert  Amelio,  is  reportedly  a  first- 
born. "That  doesn't  bode  well,"  says 
Sulloway.  "When  a  company  needs  a 
radically  new  way  of  thinking,  first- 
borns are  not  usually  the  ones  to 
accomplish  the  job." 

Yes,  but  wasn't  Apple  a  sensation 
in  its  early  days?  Sulloway  was  ready 
for  that  question:  Jobs'  partner  in 
founding  Apple,  Steve  Wozniak,  was 
later- born.  "Apple  was  a  classic  exam- 
ple of  a  good  pairing,"  explains  Sul- 
loway.  "Jobs,  the  firstborn,  was  the 
entrepreneur  and  the  extrovert.  He 
dealt  with  selling  the  company  to  the 
business  community.  The  laid-back 
genius  who  spends  his  time  in  a  rock 
band,  like  Wozniak  did,  is  a  typical 
later-born.  They  worked  well  togeth- 
er because  they  complemented  each 
other's  talents." 

IBM's  Louis  Gerstner  is  a  later- 
born.  His  elder  brother,  Richard,  was 
an  accomplished  senior  executive  at 
IBM,  but  it  was  Louis,  the  younger 
brother,  who  was  chosen  as  the  com- 
pany's leader  when  it  needed  a  dras- 
tic change  of  direction. 

Sulloway  applied  his  analysis  to  the 
slam-bang  battle  between  Fidelity 
and  Vanguard  in  the  mutual  fund 
business.  "A  perfect  example  of  my 
theory  in  action,"  says  Sulloway. 

Jack  Bogle,  Vanguard's  founder, 
was  the  third  child — and  the  second 
of  twins — of  a  wealthy  but  alcoholic 
father.  He  was  born  to  be  a  trend- 
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buckcr,  and  he  turned  out  to  be  one. 
He  created  Vanguard  by  challenging 
the  traditional  way  mutual  funds  do 
business.  "Twins  arc  super  later- 
borns,"  he  points  out,  commenting 
on  Bogle's  going  against  the  crowd. 

Fidelity's  Edward  (Ned)  Johnson  is 
firstborn  ofa  Boston  Brahmin  family. 
Fidelity  won  its  way  to  success  by  fol- 
lowing, and  following  brilliantly,  the 
orthodox  path.  Johnson  is  grooming 
his  firstborn  daughter,  Abigail,  to  run 


it  is  the  Texas  wheeler-dealer.  Perot 
was  a  second  born  son,  but  his  older 
brother  died  young,  making  Ross  the 
senior.  He  shows  some  of  the  charac- 
teristics of  both  first-  and  later-borns. 
His  challenge  to  the  political  estab- 
lishment, his  publicized  tiff  with  Gen- 
eral Motors  and  his  bold  establish 
men.1  of  i  ds  all  are  marks  of  a 
rebellious  later-born.  But  certain 
other  characteristics — the  military- 
style  uniforms  of  starched  white  shirts 


ing  to  the  subject.  "He's  the  perfect 
example  ofa  firstborn  who  had  a  lot 
of  conflict  with  his  parents.  If  first- 
borns don't  identify'  with  their  par- 
ents, they'll  behave  like  later-borns, 
especially  in  their  rejection  of  con- 
ventional authority." 

Sulloway  points  out  that  Turner 
was  severely  disciplined,  often  abused 
by  his  father,  and  sent  away  to  mili- 
tary school  as  a  young  boy.  His  father 
later  committed  suicide.  A  firstborn, 


Fidelity.  Look  for  her  to  be  smart, 
driven,  successful,  but  no  maverick. 

George  Soros  is  the  second  son  of 
a  Hungarian  lewish  family.  I  Fix  ing 
survived  the  Nazis  and  the  pressvires 
of  being  .1  later  born,  Soros  didn't 
hesitate  to  take  on  the  central  bankers 
of  Europe  and  thrash  them.  Now  he 
is  bucking  the  establishment  by  call- 
ing for  legalization  of  marijuana  for 
medical  purposes  and  by  writing  arti- 
cles criticizing  the  market  capitalism 
that  has  made  him  a  multibilhonaire. 

What  about  Ross  Perot?  If  ever 
there  was  a  man  willing  to  stick  his 
thumb  in  the  eye  of  the  establishment 


and  ties  that  EDS  employees  wore — 
betray  a  firstborn  orientation. 

Sulloway  says  he  could  have  pre- 
dicted trouble  from  installing  Michael 
(  Kit/,  a  firstborn,  as  Michael  Eisner's 
number  two  at  Disney.  He  explains 
thai  Ovit/,  a  success  at  Creative 
Artists  Agency,  never  adapted  to  his 
underling  role  because  firstborns  have 
trouble  taking  orders  and  fitting  into 
environments  where  they  arc  not  the 
biggest  and  strongest. 

We  mentioned  Fed  Turner.  We 
thought  we  had  Sulloway  there.  This 
maverick  of  mavericks  is  a  firstborn. 
"Ah,  Turner,"  says  Sulloway,  warm- 


Later-borns  are  less 
represented  among  chief 
executives.  But  their 
willingness  to  buck  the 
status  quo  frequently  makes 
them  business  innovators 
and  mavericks. 


Turner  nonetheless  experienced  many 
of  the  feelings  of  rejection  normally 
associated  with  later-borns. 

Is  all  this  just  amusing  speculation? 
The  people  we  asked  Sulloway  about 
were  those  who  interested  us.  But 
does  it  have  any  practical  application 
for  choosing  careers  and  recruiting 
executives?  Sulloway  says  the  clearest 
use  for  his  theory  is  to  help  people 
understand  themselves.  Is  this  a  suit- 
able role  for  me?  Should  I  take  this 
job  or  would  a  different  role  suit  me 
better?  Should  I  work  for  an  organi- 
zation or  go  into  business  for  myself? 

Sulloway  argues  that  birth  order 
has  some  value  in  hiring  people  and 
in  pairing  people.  It  is  also  a  big  deal 
in  family  firms.  "Trying  to  under- 
stand family  birth  order  dynamics  is 
extremely  and  obviously  important  in 
planning  generational  transitions," 
says  Sulloway.  He  points  out  that 
most  family  businesses  fail  to  make  it 
into  the  second  generation,  often  fal- 
tering over  sibling  rivalry. 

Frank  Sulloway  is  the  third  child  in 
his  family.  It  shows,  he  says.  "I  spent 
26  years  without  a  formal  academic 
job,  living  hand  to  mouth  off  small 
competitive  grants.  No  one  in  their 
right  mind  would  choose  to  live  like 
this  unless  they  were  driven  by  a  pas- 
sion to  take  an  unconventional  path- 
way through  academic  life."  ■■ 
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These  tables  draw  on  information  from  Forbes'  various  lists  and  new  research  to  give  some  indication  of 
the  personalities  of  individuals,  correlated  to  their  birth  order.  The  list  is  necessarily  selective,  since  birth  order 
information  is  not  normally  available.  Nor  do  they  reflect  the  fact  that  better-off  families  tend  to  have  fewer 
children.  Frank  Sulloway  notes  that  an  only  child  tends  to  have  the  traits  of  both  a  firstborn  and  a  later-born. 


The  Forbes  Four  Hundred 


Name  (company) 

Birth  order 

Business  personality 

Bill  Gates  (Microsoft) 

later-born 

Willing  to  reverse  direction  when  he  realized  Internet  was  here  to  stay. 

Warren  Buffett 
(Berkshire  Hathaway) 

later-born 

He  makes  billions  by  spotting  value  early. 

Lawrence  Ellison  (Oracle) 

later-born 

Brash,  abrasive  software  visionary,  hypercompetitive  iconoclast.  His  sister  is 
20  years  older,  so  he's  like  an  only  child. 

Philip  Knight  (Nike) 

firstborn 

Very  aggressive,  is  relentless  about  making  Nike  ubiquitous  worldwide  brand. 

Sam  Walton  (Wal-Mart) 

firstborn 

An  inspirational  leader  (d.  1992),  but  initially  balked  at  spending  on  information 
systems,  now  the  company's  greatest  strength. 

The  Forbes  500s 

S.  Robson  Walton  (Wal-Mart) 

firstborn 

Daddy  sneaked  up  on  competition,  until  Wal-Mart  was  a  steamroller.  Now  growth  is  harder. 

Robert  Allen  (AT&T) 

only  child 

Status  quo  leader  having  trouble  adapting  to  a  deregulated  world. 

Lewis  Piatt  (Hewlett-Packard) 

firstborn 

Responsible  steward,  steering  a  first-rate  company. 

Leland  Tollett  (Tyson  Foods) 

later-born 

Aggressive  builder  through  acquisition. 

Michael  Goldstein  (Toys  "R"  Us) 

firstborn 

Trying  to  maintain  leadership  in  a  world  he  can  no  longer  control. 

Pairs:  Famous  and  infamous 

Alfred  Sloan  (GM's  first  CEO) 

firstborn 

Created  and  wrote  the  book  on  the  quintessential  centralized,  hierarchical  company. 

Lee  lacocca  (Chrysler) 

later-born 

Did  the  unthinkable  in  Detroit  by  leaving  Ford  for  Chrysler. 

Rupert  Murdoch  (News  Corp.) 

later-born 

Iconoclastic,  risk-taker  unawed  by  authority. 

Ted  Turner  (Turner  Broadcasting) 

firstborn 

Shoots  from  hip,  often  hitting  own  foot. 

Charles  Revson  (Revlon) 

later-born 

Revolutionized  cosmetics  by  selling  image  over  product. 

Est.ee  Lauder 

later-born 

Established  her  business  with  the  power  retailers  of  her  day — department  stores. 

Jean-Louis  Gassee  (Apple) 

firstborn 

Apple's  technology  guru  after  the  founders  left  and  stayed  with  a  losing  strategy. 

Mitch  Kapor  (Lotus) 

firstborn 

Saw  first  "killer  ap"  in  business  would  be  spreadsheets. 
Thinks  birth  order  theory  is  "a  crock." 

Carl  Icahn  (raider) 

only  child 

A  fierce  competitor  who  makes  his  money  by  trimming  what  others  build. 

Michael  Milken  (Drexel) 

firstborn 

Rose  when  he  created  the  junk  bond  market;  fell  when  he  tried  to  monopolize  it. 

Walter  Wriston  (Citicorp) 

later-born 

Risky  Third  World  loans  created  a  global  giant  but  almost  sank  the  bank. 

John  Reed  (Citicorp) 

later-born 

Bet  on  consumer  banking  when  others  were  running  from  it. 

Jack  Welch  (General  Electric) 

only  child 

Like  typical  only  borns  he  has  no  trouble  with  authority  and  is  flexible. 

Albert  Dunlap  (Sunbeam) 

firstborn 

He  says  he's  a  cost-cutter.  His  sister  says  he's  cruel  and  abusive. 

Andrew  Grove  (Intel) 

only  child 

He  confronts  change;  in  fact,  he's  paranoid  about  change. 

John  Sculley  (Apple) 

firstborn 

Swayed  by  father  to  give  up  architecture  and  by  Jobs 
to  give  up  Pepsi,  he  led  Apple  nowhere. 

Thomas  J.  Watson  Jr.  (IBM) 

firstborn 

Son  of  IBM  founder,  he  was  a  conformist  who  built 
the  company  into  the  world  leader. 

Ross  Perot  (Perot  Systems) 

later-born 

Handed  family  torch  after  older  brother  died.  Quit  IBM  to  start  EDS. 
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The  b1  il  narket  has  executives  sitting  on  huge  stock 
option  gains.  Can  you  defer  taxes  on  the  gains? 
Yes,  but  at  considerable  risk. 

Why  not  just 
pay  "the  tax? 


By  Carolyn  T.  Geer 

Employee  shareholders 
at  Analog  Devices,  a  high- 
flying Norwood,  Mass. 
technology  concern,  have 
a  high-class  problem,  but 
still  a  problem:  The  com- 
pany's stock  has  risen  an 
average  50%  a  year  for  the 
past  five,  leaving  huge  tax 
bills  for  Analog  workers 
with  stock  options. 

In  December  seven 
Analog  insiders  exercised 
175,000  options  at  prices 
ranging  from  $3  to  $9,  according  to 
CDA/Investnet.  With  the  stock  then 
trading  in  the  low  $30s,  these  employ- 
ees realized  a  $5  million  gain.  Assum- 
ing a  39.6%  federal  tax  bracket,  that's 
a  $2  million  tax  bill.  Employees  exer- 
cising an  ordinary  option  must  pay 
income  tax  on  the  difference  between 
the  exercise  price  of  the  option  and  the 
market  price  of  the  stock. 

Thanks  to  a  plan  adopted  by  the 
company  in  December,  Analog 
employees  will  be  able  to  defer  such 
taxes  in  the  future.  Such  plans  allow 
workers  to  defer  option  gains  for 
years — often  until  they  retire. 

Last  year  fewer  than  5%  of  major 
companies  surveyed  by  Pasadena, 
Calif. -based  Compensation  Resource 
Group  had  option  deferral  plans;  this 
year  that  number  should  top  25%. 
Among  the  converts:  Toys  "R"  Us, 
Chrysler,  American  Home  Products. 

But  the  new  option-deferral  pro- 
grams come  with  several  costs.  First, 
companies  using  them  postpone  the 
tax  deduction  they  receive  when 
employees  exercise  options.  Second, 
a  charge  to  earnings  could  result 
from  option  deferrals.  Third,  defer- 


ring "gains"  is  a  big  bet  on  the 
future.  For  employees,  profits  would 
evaporate  if  the  company's  stock 
tumbles.  For  the  company,  the 
potential  tax  deduction  could  vanish. 

The  IRS  hasn't  approved  option 
deferral  plans.  They  work  this  way: 

With  the  stock  at  $50,  an  executive 
exercises  an  option  to  buy  100  shares 
of  stock  at  $10  per  share.  His  profit 
is  $4,000.  The  employer  sets  aside 
shares  equal  to  the  profit — in  this 
case  80  shares  ($4,000  divided  by 
$50) — to  be  paid  to  the  employee  at 
a  later  date,  say  retirement.  At  that 
date  the  executive  owes  tax  on  the 
shares'  worth.  As  the  stock  rises,  so 
do  the  employee's  tax-deferred  gains. 

Here's  how  it  works  from  the 
company's  point  of  view:  If  the  exer- 
cise price  equals  the  market  price  on 
the  day  the  option  is  granted — not 
on  the  day  it  is  exercised — there's 
normally  no  charge  to  earnings,  even 
if  the  option  turns  out  to  be  very 
valuable.  When  the  option  is  exer- 
cised, the  company  gets  a  tax  deduc- 
tion equal  to  the  employee's  gain. 
One  compensation  expert  calls  stock 
options  "a  deductible  nonexpense." 


Recall  Analog  Devices.  Last  year  its 
employees  exercised  2  million  stock 
options.  As  a  result,  the  company  was 
able  to  save  $4  million  in  taxes. 
Accounting  rules  prohibit  Analog 
from  running  the  $4  million  savings 
through  its  income  statement.  But  it 
is  added  to  shareholders'  equity. 

When  a  company  institutes  an 
option  deferral  plan,  however,  the 
arithmetic  changes.  The  tax  deduc- 
tion is  postponed  until  the  employees 
cash  in  and  pay  their  taxes.  If  the 
stock  has  risen  by  then,  both  the 
employees'  profits  and  the  company's 
tax  deduction  will  be  that 
much  bigger.  But  if  the 
stock  has  declined,  both  the 
employees'  gains  and  the 
company's  tax  deduction 
will  drop. 

Another  twist:  Executives 
with  big  positions  in  their 
company's  stock  may  want 
to  diversify.  Analog  Devices, 
and  other  companies,  allow 
them  to  allocate  option 
gains  to  other  investments 
during  the  deferral  period. 
At  payout  the  employee  gets 
cash  equal  to  the  value  of  the  index 
or  fund  the  gain  was  pegged  to. 

But  this  kind  of  arrangement  may 
force  the  company  to  charge  the 
option  gain  to  earnings.  "You've  just 
blown  the  whole  deal,"  says  Paula 
Todd,  manager  of  executive  compen- 
sation at  Towers  Perrin.  Alan  Nadel, 
Arthur  Andersen's  compensation 
expert,  agrees. 

Another  problem  with  deferring 
option  gains:  Employees  become 
general  unsecured  creditors  of  their 
employers.  If  the  company  goes 
bankrupt,  they  would  lose  at  least  a 
substantial  part  of  their  gains. 

Meanwhile,  all  this  tampering  with 
options  makes  the  IRS  unhappy.  "This 
particular  tax  planning  strategy 
doesn't  fit  within  the  IRS'  officially 
pronounced  guidelines,"  explains 
Max  Schwartz,  an  employee  benefits 
lawyer.  "That  doesn't  mean  a  court 
would  not  go  along,"  he  adds,  but  if 
it  didn't,  the  employee  could  end  up 
owing  taxes,  interest  and  penalties. 

Why  not  exercise  your  options,  pay 
the  tax  and  be  grateful  for  a  stock 
market  that  has  turned  so  many 
options  from  paper  into  gold?  wm 
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LOOKing  to  diversity  in  Toaay  s  marKeir 


Prudential  Introduces 
Your  IRA  to  a  World 
of  Growth  Potential 

Prudential  World  Fund:  Two  ways  to  target  opportunity  around  the  globe 


FAST  FUND  FACTS 


PRUDENTIAL  WORLD  FUND,  INC. 
GLOBAL  SERIES 

OBJECTIVE: 

long-term  growth  of  capital 

INVESTMENT  STYLE: 

uses  a  growth  approach  to 
investing  primarily  in  stocks  of 
U.S.  and  non-U.S.  issuers 

MANAGED  BY: 

Prudential  Investments 


PRUDENTIAL  WORLD  FUND,  INC. 
INTERNATIONAL  STOCK  SERIES 

OBJECTIVE: 

long-term  growth  of  capital. 
Income  is  a  secondary  objective 

INVESTMENT  STYLE: 

uses  a  value  approach  to 
investing  primarily  in  stocks  of 
non-U.S.  issuers 

MANAGED  BY: 

Mercator  Asset  Management, 
a  Prudential-affiliated  money 
management  firm 


OTHER  IMPORTANT  DATA:  As  with  any 

mutual  fund,  share  prices  and 
returns  will  vary,  and  you  may  have 
a  gain  or  loss  when  you  sell  shares. 
Past  performance  is  no  guarantee  of 
future  results.  Foreign  investments 
are  subject  to  risks  of  currency 
fluctuations  and  the  impact  of  social, 
political  and  economic  change. 


More  and  more  of  the  world's  stock  market  wealth  is  coming  from  markets 
outside  the  U.S.  Now  Prudential  offers  you  two  different  ways  to  diversify  globally 
and  capture  long-term  growth  potential  for  your  retirement. 


PRUDENTIAL  WORLD  FUND 
GLOBAL  SERIES 


A  go-anywhere 


approacr 
growth. 


Prudential 
World  Fund/Global 
Series  seeks  growth  from  stocks 
and  other  securities  in  every  part  of  the 
world.  It's  a  broadly  diversified,  aggressive 
strategy  for  uncovering  earnings  growth  that 
can  lead  to  solid  long-term  returns. 

3  steps  to  capitalizing  on  growth 
potential  worldwide.  First,  fund 
management  identifies  key  themes  in  today's 
dynamic  social,  political  and  economic  environ- 
ment. Then,  we  analyze  the  growth  climate  by 
country  and  industry.  Finally,  we  pinpoint  the 
specific  stocks  and  other  securities  poised  to 
benefit  from  these  developments. 


Fund  was  rated  in  the  international  equity  funds  category. 
Global  Series  (Class  A)  had  three  stars  lor  1  year  (among  835  funds), 
three  stars  lor  3  years  (among  383  funds),  and  four  stars  for  5  years 
(omong  185  funds).  All  periods  ended  12/31/96.  * 


PRUDENTIAL  WORLD  FUND 
INTERNATIONAL  STOCK  SERIES 


A  focus  on  value  in 
markets  outside 
the  U.S. 


Today, 
more  than  half  of  the 
world's  stock  market  capitalization 
is  outside  the  U.S.,**  and  so  are  many  of  the 
world's  largest  and  leading  companies.  Now 
you  can  tap  the  long-term  growth  potential  of 
foreign  stocks  through  the  Prudential  World 
Fund/International  Stock  Series. 

A  stock- by- stock  search  for  superior 
long-term  returns,  widely  respected  by 
institutional  investors  for  their  value  investing 
style,  the  fund's  managers  look  to  uncover 
stocks  deemed  to  be  underpriced  given  their 
sales  and  earnings.  Put  this  renowned  expertise 
to  work  for  you  in  a  proven,  disciplined 
approach  to  choosing  and  investing  in 
undervalued  foreign  stocks. 

Call  today.  Interested  in  exploring  the 
benefits  of  diversification  abroad  for  your  IRA? 
Ask  your  Prudential  Securities  Financial  Advisor 
for  more  details  about  the  Prudential  World 
Fund  series. 

1  -800-654-5454  ext.  33 

Prudential 

Investments 


*Source:  Morningstar.  Morningstar's  top  1 0%  of  funds  receive  the  highest  rating  or  five  stars;  the  next  22.5%  receive  four  stars;  and  the  next  35%  receive  three  stars.  Morningstar 
proprietary  ratings  reflect  historical  risk-adjusted  performance.  These  ratings  may  change  monthly.  Ratings  are  calculated  from  the  Fund's  3-,  5-  and  10-year  average  annual 
returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill  returns. 

"Source:  Morgan  Stanley  Capital  International,  as  of  12/31/96.  Call  for  a  Fund  Prospectus  with  more  complete  information  including  sales  charges,  expenses  and  different 
classes  of  the  Funds'  shares.  Please  read  the  Prospectus  carefully  before  you  invest.  Shares  of  the  Fund  are  offered  through  Prudential  Securities  Incorporated,  199  Water  Street, 
New  York,  NY,  and  Pruco  Securities  Incorporated,  1111  Durham  Avenue,  South  Plainfield,  NJ,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  America. 
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Intel  is  running  out  of  easy 
ways  to  expand  microprocessor 
sales.  It  may  have  to  resort 
to  territorial  aggression  to 
keep  its  50,000  employees  busy 


Excuse 


me  if  I 

inva 
your 

business 


By  Nikhil  Hutheesing 

Intel  Corp.'s  aggressive  move  in 
the  networking  business  did  a  lot  of 
instant  damage  to  one  company:  The 
market  value  of  3Com  Corp.  fell 
$2  billion  in  just  two  days  in  Febru- 
ary. But  this  could  be  only  a  small 
taste  of  what  is  in  store  over  the  next 
decade  for  companies  situated  dan- 
gerously close  to  Intel's  micro- 
processor segment. 

Intel  gets  most  of  its  $21  billion  in 
revenue,  and  almost  all  of  its  $5.2  bil- 


lion in  profit,  from  the  processor 
chips  that  do  the  thinking  for  desk- 
top computers.  The  core  business  has 
been  so  good  Intel  has  had  scant 
reason  for  branching  out.  But  it  has 
no  scruples  about  invading  other 
folks'  turf.  In  1993  it  greatly  expand- 
ed its  business  of  manufacturing 
motherboards,  the  circuit  boards  that 
represent  the  guts  of  a  PC.  That  move 
infuriated  Compaq  and  other  PC 
makers  that  buy  chips  from  Intel,  but 


they  were  powerless  to  stop  it.  Intel 
has  also  been  stepping  up  its  efforts 
to  sell  the  helper  chips  that  surround 
a  microprocessor.  There  it  competes 
with  such  firms  as  VLSI  Technology 
and  Opti  Inc. 

What  did  Intel  do  to  hammer 
3Com?"  It  announced  a  price-cut  in 
network  adapter  cards.  These  are  the 


circuit  boards  that  connect  a  desktop 
computer  to  a  network  cable. 

Intel's  professed  intentions  are 
pretty  innocent — defensive,  for  that 
matter.  Without  fast  and  affordable 
networks  people  will  be  reluctant  to 
buy  the  ever-faster 
microprocessor  chips 


that  Intel  is  trying  to  sell. 

"Our  motivation  is  to  provide 
more  bandwidth  so  that  customers 
can  take  advantage  of  the  processing 
power  offered  by  the  PC,"  explains 
Craig  Kinnie,  Intel's  vice  president  in 
charge  of  the  networking  division. 

Indeed,  as  George  Gilder  has 
pointed  out  (Forbes  ASAP,  Dec.  5, 
1994),  the  bottlenecks  in  computing 
are  not  inside  the  box  but  in  com- 
munication lines:  con- 


necting  the  PC  to  a  colleague'.-" 
machine  on  the  next  floor,  or  t<  an 
Internet  site  far  away. 

Intel  recently  demonstrated  a  400 
megahertz  test  version  of  its  Pentir  -  > 
Pro  processor  with  MMX  technology 
It's  a  nice  accomplishment,  but  y" 
won't  be  very  motivated  to  buy  it  if 
you  still  have  to  wait  forever  to 
download  a  Web  page. 

One  of  the  key  manufacturer^  of 
equipment  involved  in  the  delivery 
that  Web  page  to  you  is  Cisco  S\ 
terns.  Cisco  makes  high-end  rout 
(costing   up   to   $100,000)  tl 
manage  heavy  flows  of  data  msi  - 
public  telecommunications  networks 
business  PC  networks.  For  n<  v 
s  networking  segment  (esti- 
-mated  sales  last  year,  $500  milli<  ) 
consists  mostly  of  $99  network 
adapter  cards.  But  what's  to  stop 
Intel  from  moving  on  to  Cisc 
more  lucrative  field?  It's  a  prr  |  y 
tempting  business,  with  profit 
margins  so  fat  that  Cisco  has  a 
$41  billion  market  value. 

Remember    the  apol<>. 
Intel  made  when  it  moved 
more  heavily  into  mothe> 
boards:  We're  just  doing  this 
to  solve  a  bottleneck  in  getting 
Pentiums  out  into  mass-produced 
computers. 

It's  like  the  tears  Kodak  has  been 
shedding  for  small  photoprocessing 
shops  as  it  moves  in  on  their  business 
Sort  of  a  ritual  bow  to  the  victim 
before  eviscerating  him.  Kodak  says  it 
has  nothing  against  the  small  shop1 
It  just  wants  to  insure  that  people 
who  buy  its  film  and  photo  papei 
aren't  disappointed  with  the  results 

In  its  motherboard  encroachment 
Intel  was  competing  with  its  cus 
tomers,  the  PC  manufacturers.  Com 
paq  retaliated  by  switching  purchase 
orders  to  Intel  rival  Advanced  Mien 
Devices  and  refused  to  participate  in 
Intel's  "Intel  inside"  advertising.  But 
Compaq  needed  Intel  more  than 
Intel  needed  Compaq.  Compaq  now 
buys  more  than  90%  of  its  processors 
from  Intel. 

Intel's  long-term  strategy  for  keep 
ing  its  processors  busy  is  to  feed  more 


COMPAQ 


There  Comes  A  Point  When  Every  Company  Has  To  Look 
Itself  In  The  Mirror  And  Say  One  Word;  Server. 


PCs  linked  together  no  longer  provide  the  resources  you  need  to  run  your  business.  Which  is  why  we're  introducing  the 
Compaq  ProSignia  200.  It  creates  a  robust  computing  environment  that  enables  you  to  share  information  and  resources  over  a 
network.  Even  as  you  connect  more  and  more  people  together — e-mail,  access  to  files  and  printing  take  mere  seconds,  making 


your  employees  more  productive.  And  your  business  more  competitive. 


How  much  would  you  spend  to  have  this?  How  about  the  price  of  a  desktop?  The  ProSignia  200  is  the  first  true  server 
designed  for  your  growing  business.  It  has  superior  price: performance,  industry  leading  manageability  and  proven  integration. 
Managing  the  ProSignia  200  doesn't  demand  a  lot  of  time  or  people.  With  SmartStart  and  Insight  Manager,  configuration 


and  management  are  easy  and  always  under  control.  And  Compaq  offers  the  most  extensive  Pre-Failure 


Warranty,  one  which  reduces  downtime  by  replacing  key  components  when  performance  levels  dip. 


For  more  information  on  the  ProSignia  200,  call  your  local  Compaq  Authorized  Reseller  or  visit  us  at 


www.compaq.com.  The  ProSignia  200.  The  server  for  successful  companies  in  their  formative  years.  || 

The  ProSignia  200 


V-  1997  Compaq  Computer  Corporation  All  rights  reserved.  Compaq  registered  U.S.  Patent  and  Trademark  Office.  ProSignia  200.  SmartStart,  Insight  Manager  and  Pre  railure  Warranty  are  trademarks 
rj)0nt  i  U  m  ,>r  registered  trademarks  ol  Compaq  Computer  Coipor.il  ion  The  Intel  Inside  I  ogo  and  Pentium  are  registered  trademarks  and  the  Pentium  I 'mm  essol  Logo  is  a  trademark  of  Intel  Corporation.  In  Canada, 
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video  and  multimedia  applications  to 
PCs.  "A  few  years  from  now  every 
computer  will  be  multimedia-ready 
and  network-management  ready," 
declares  Andrew  Grove,  Intel's  chief 
executive.  "Computers  without  those 
things  will  be  as  meaningless  as  com- 
puters without  memory." 

So  how  is  that  strategy  driving  it 
into  new  businesses?  Here's  the  prob- 
lem facing  the  chipmaking  giant. 
Today  customers  who  buy  Intel's 
new  Pentium  chip  with  mmx  technol- 
ogy can  get  slick,  full -motion  video — 
but  only  if  they  can  get  data  at  8 
megabits  per  second.  That  is  pushing 
the  limits  of  the  typical  10-megabit- 
per-second  speed  of  corporate  PC  net- 
works; two  customers  couldn't 
download  different  video  files  at  the 
same  time  on  a  10-megabit  cable. 

That's  why  Intel's  Hillsboro,  Ore. 
research  lab  has  been  working  on  net- 
working equipment  and  networking 
software.  3Com  invented  the  adapter 
card  for  the  PC  in  1981  and  had  the 
market  largely  to  itself  until  Intel 
jumped  in,  in  1991.  Today  both 
companies  make  flexible  adapter 
cards  that  run  on  either  10-megabit 
or  100-megabit  Ethernet  networks. 
According  to  market  researcher  Inter- 
national Data  Corp.,  Intel  has  36%  of 
the  sales  of  these  dual-speed  cards 
and  3Com  has  40%. 

On  Feb.  5  Intel  slashed  the  price  of 
its  10/100-megabit  card  40%,  to  $99. 
3Com  responded  by  cutting  the  price 
of  its  card  30%,  to  $94.  "We  have 
been  doing  this  kind  of  stuff  in  micro- 
processors for  25  years,"  says  Grove. 
"We  start  at  the  high  end,  and  when 
manufacturing  costs  come  down  we 
cut  prices  and  move  the  chips  into  the 
mainstream.  We  are  applying  the  same 
technique  to  networking." 

Understandably,  3Com  takes  a  less 
casual  attitude  toward  the  price-cuts. 
"Intel's  price-cut  was  very  broad  and 
extremely  large,  and  that  surprised 
us,"  says  Eric  Benhamou,  3Com's 
chief  executive. 

Intel's  territorial  imperative  takes 
two  forms.  One  is  the  marketplace 
push  to  keep  its  sales  growing  at  the 
32%  annual  rate  of  the  past  decade. 
The  other  is  electronic.  The  more 
functions  that  can  be  consolidated  on 
the  master  chip — or  near  it,  on  the 
motherboard — the  faster  and  cheap- 


er the  computer  is.  That's  why  it  is 
that  so  many  companies  (like  Weitek) 
that  used  to  sell  ancillary  chips  sur- 
rounding Intel  processors  fell  on 
hard  times. 

Right  now  Intel  installs  neither 
modems  nor  network  adapter  cards 
on  its  motherboards.  But  someday  it 
could.  Hey,  why  not  put  the  adapter 
card  right  on  the  microprocessor? 
Says  G.  Dan  Hutcheson,  president  of 
VLSI  Research,  "There  is  no  reason 
why  Intel  couldn't  integrate  the  net- 
working functions  into  its  processor. 
Then  they  could  make  a  fast  server 
with  routing  functions  integrated 
into  the  server,  instead  of  having  a 
separate  router  box." 

"A  few  years  from  now 
every  computer  will  be 
multimedia-ready  and 
network-management  ready. 
Computers  without  those 
things  will  be  meaningless." 

Intel  says  that  wouldn't  be  practi- 
cal— just  now.  But  Moore's  Law  pre- 
dicts that  processors,  which  will  soon 
have  7.5  million  transistors,  will  have 
a  billion  by  2011.  Those  poor  tran- 
sistors will  run  out  of  things  to  do. 

Are  the  networking  companies 
worried?  Bay  Networks  does  $2  bil- 
lion a  year  in  revenue  from  selling 
routers,  switches  and  hubs  (the 
equipment  that  lets  you  move  data 
packets  around),  plus  network  man- 
agement software.  Its  chief  executive, 
David  House,  was  until  December 
the  senior  vice  president  of  enterprise 
computing  at  Intel.  He  puts  a  brave 
face  to  Intel's  move.  "Intel  might  be 
able  to  gain  ground  in  adapter  cards. 
But  as  you  move  up  in  the  corporate 
network  [to  equipment  like  switches 
and  routers],  Intel  doesn't  even  start 
to  offer  the  equipment." 

Sniffs  3Com's  vice  president  of 
marketing  for  desktop  products, 
Rakefet  Kasdin,  "They  [Intel]  think 
they  are  a  networking  company  up 
there  in  Oregon,  but  they  aren't. 
They  are  a  microprocessor  company." 

Intel  may  prove  them  wrong.  On 
Jan.  13  Intel  closed  a  deal  to  acquire 


Case  Technologies  for  $72  million. 
The  newly  acquired  company  sells 
switches  that  can  route  network  traf- 
fic at  speeds  from  10  to  100  megabits 
per  second.  Switches  are  a  faster  alter- 
native to  routers,  and  even  Cisco  has 
had  to  make  a  defensive  move  in  this 
segment,  paying  $4  billion  to  acquire 
switchmaker  StrataCom . 

Intel  is  now  developing  so-called 
backbone  switches  to  be  used  for 
fiber  connections  between  floors  of  a 
building  as  opposed  to  the  larger 
switches  bought  by  telecom  compa- 
nies. Also,  in  February  Intel  paid  $52 
million  for  a  12.5%  equity  stake  in 
Xircom,  a  company  that  manufac- 
tures 100-megabit  adapters  for  note- 
book computers. 

Could  Intel  one  day  compete  with 
Cisco  and  Bay  to  develop  switches  for 
sale  to  phone  companies?  After  all, 
one  of  the  reasons  people  don't  buy 
faster  machines  for  their  homes  is  that 
they  are  usually  limited  to  phone  lines 
that  connect  them  to  the  Internet  at 
a  creaky  28,800  bits,  a  thirtieth  of  a 
megabit,  per  second.  Local  phone 
companies  are  now,  with  some  reluc- 
tance, deploying  Integrated  Services 
Digital  Network  connections  at 
128,000  bits  per  second.  In  the 
offing  is  the  Asymmetric  Digital  Sub- 
scriber Line,  at  1.5  to  10  megabits. 
Bandwidth  is  coming,  but  maybe  not 
fast  enough  to  suit  Intel's  taste. 

Intel  is  already  experimenting  with 
satellites  to  connect  home  PC  users  to 
data  networks.  Since  1993  it  has  also 
been  in  the  odd  business  of  helping 
people  get  ISDN  connections  from 
their  local  phone  companies — this  as 
a  way  to  foster  demand  for  Intel 
videoconferencing  technology.  (And 
why  is  Intel  interested  in  videocon- 
ferencing? It  keeps  processors  busy.) 

"I  just  wish  there  was  the  magic  of 
1 00  megabits  per  second  available  for 
the  home  user,"  says  Grove.  "I  wish 
the  telecommunications  carriers 
approached  this  [problem]  in  the 
same  fashion  we  do  with  our 
adapters,  to  move  ISDN  or  ADSL  into 
the  mainstream  so  that  it  is  available 
at  the  same  price  as  plain  old  tele- 
phone service.  That's  what  I  have 
been  dreaming  about  for  five  years." 

Is  Andy  Grove  just  being  wistful, 
or  is  he  plotting  something?  Watch 
out,  Ma  Bell.  Hi 
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Why  did  one  copier  line 
win  38  awards 
in  the  past  two  years? 

Sell  350,000  units 
in  the  past  five  years? 
And  enjoy  a  sales  increase 
3  times  better  than 
the  industry  average  in  one  year? 

Why? 

Because  not  all  copiers  are  Minolta. 

Call  1-800-9-MINOLTA 
www.minoltausa.com 
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C-Cuh  is  making  a  mint  from  its  video  compression  chips, 
but  its  ultimate  customers  are  far  from  kosher. 

.rate's  best 
Mend 


By  Jeffrey  Young 

C-Cube  Microsystems  is  on  one  of 

those  rocket  trajectories  you  have 
come  to  expect  from  Silicon  Valley. 
This  Milpitas,  Calif,  firm  sells  chips 
that  compress  and  decompress  digi- 
tal video.  Overnight,  these  chips 
arc  in  huge  demand:  C-Cube's 
sales  leapt  from  $125  million  in 
1995  to  $320  million  last 
year,    and    income  from 
ongoing  operations  dou- 
bled, to  $60  million. 

Alas,  some  of  this  is 
based  on  pretty  ques- 
tionable business. 
C-Cube  is  making 
most  of  its  profits 
by  selling  hard- 
ware made  more 
valuable    by  a 
booming  bootleg 
sector    in  Asia. 
C-Cube  is  working 
diligently  to  redirect 
its  talents  to  nonpirate  markets, 
but  the  competition  is  going  to  be 
slitter  there. 

The  piracy  part  of  the  business 
revolves  around  a  movie  format  called 
video  CD.  By  digitally  compressing  a 
video  image,  a  video  CD  can  store  a 
74-minute  movie  on  a  single  5 /4-inch 
piatter.  This  cn  is  like  a  videotape, 
except  for  two  things:  First,  as  a  dig- 
ital format,  it  facilitates  perfect  copy- 
ing. Second,  the  platter  costs  a  lot 
less  to  manufacture  (70  cents)  than  a 
videotape  ($2). 
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The  first  difference  explains  why 
video  cos  are  virtually  unknown  in 
the  U.S.:  Hollywood  refuses  to 
release  movies  on  a  medium  that 
allows  any  amateur  to  make  per- 
fect copies.  The  second  differ- 
ence explains  why  video  CDs 
arc  a  hit  in  China.  With  copy- 
right   enforcement  some- 
where   between    lax  and 
nonexistent,  pirated  movies 
are  a  big  business,  typically 
retailing  in  back  alleys  for 
$3  or  $4.  The  pirates  start 
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Our  Customers  Feel  Free,  to  pursue  interests  thai  go  beyond 

computer  data  backup  They  realize  it  can  take  less  than  a  second  lor  a  drive  crash,  virus 
or  voltage  spike  to  destroy  their  most  valued  computer  component  —  information. 
Hut  they  also  know  their  priceless  data  is  backed  up  by  Exabyte, 

In  fact,  more  than  one  million  Exabyte  tape  storage  devices  are  hard  at  work  right  now 
—  onboard  the  space  shuttle  and  under  the  se  a,  and  in  homes  and  offices  like  yours. 

Exabyte  is  the  largest  company  dedicated  solely  to  the  design  and  production  of  tape 
storage  systems  —  with  capacities  ranging  from  680  megabytes  to  3  2  terabytes, 
Today,  Hxabyte  tape  drives  and  automated  tape  libraries  remain  the  first  choice  of  the 
world's  leading  computer  manufacturers  and  resellers. 

l  or  more  information  visit  our  web  site  at:  http://www.esabyte.com 

Exabyte.  Since  19H5,  helping  you  make  the  best  of  backup. 

<OI997  Exobyto  Corporation  Exobyto  n  a  traaerrark  of  Exabyte  Corporation  Exobyte  Corporation.  1485  38lh  Slroel,  Bouldor.  Colorado  80301  USA. 


EXAIBWH'"^ 

www.  exabyte,  com 


gtete&.  Think  you  have  to 

JUnk  those  ok 
PCs  to  run  Windows  95  ot 


Think 


*$199  is  the  manufact 
and  other  specialty  nv, 
Canada  only.  Pricing  i 
ducted  by  an  indepem 
Kingston  Technology 
mark  ot  Microsoft  Col 


ill  price  tor  32MB  of  most  desktop  memory  as  of  the  date  of  publication;  actual  dealer  prices  may  vary.  Prices  on  ECC,  parity,  server,  workstation,  DIMM 
rtable  memory  is  excluded  from  offer.  Promotion  starts  February  24,  1997  and  extends  to  May  31.  1997,  or  while  supplies  last.  Offer  valid  in  the  U.S.  and 
?r  subject  to  change.  Void  where  prohibited  by  law.  +ActuaI  performance  gains  may  vary  depending  on  environment  and  system  configuration.  Testing  w.i 
listing  Semiconductor,  Inc.  Kingston  Technology  Company,  17600  Newhope  Street,  Fountain  Valley,  CA  92708,  (714)  435-2600,  Fax  (714)  435-2699.  C' 
:s  reserved.  Kingston  is  a  registered  trademark  and  Computing  Without  Limits  is  a  trademark  of  Kingston  Technology  Company.  Microsoft  is  a  registered  t 


32MB 

of  Kingston  memory 

jf^&b  MSRP 


Windows  NT? 


Those  older  486s  of  yours  are  about  to  get  a  major 
reprieve.  And  the  task  of  upgrading  your  operating 
system  is  going  to  get  a  lot  simpler  as  well.  Now, 
thanks  to  the  Microsoft®/Kingston®  promotion,  every  user  of 
Microsoft  software  is  eligible  to  purchase  32MB  of  most  Kingston 
desktop  memory  for  only  $199*  That's 
a  mega  dose  of  the  world's  leading 
memory  for  less  than  $200!  Not  only 
will  you  save  a  fortune  by  hanging 
on  to  those  trusty  PCs,  you'll  send 
your  company's  productivity  through 
the  roof.  And  recent  studies  indicate  that 
upgrading  RAM  improves  overall  system  performance  by  up 
to  63%.+  Of  course,  you're  also  laying  the  groundwork  for  the 
next  generation  of  more  powerful  computing.  Think  about  it: 
You'll  never  find  a  more  cost-efficient 
way  to  boost  your  computer's 
performance.  To  make  the  whole 
upgrade  process  easier,  look 
for  the  free  Hardware  Migration 

Guide  posted  on  our  Web  site  at  www.microsoft.com/promo/king3ton.htm 

www.kingston.com/forb.htm.  To  place  your  order,  call  your  preferred 
reseller  today;  or  call  us  toll-free  at  (888)  435-5451.  The  whole 
company  will  thank  you.  Especially  the  folks  in  accounting. 


Special  memory  offer  for 
Microsoft  customers 


Microsoft 


.TEC  H^N  O  L  O  G  Y 

COMPUTING  WITHOUT  LIMIT  5" 


COMPUTERS/COMMUNICATIONS 


s  A  rare  copyright 

|  enforcement  action 

§  in  China 

;;  We're  shocked, 

|  shocked,  to  find 

^  there's  piracy 

S  here. 


with  a  legitimate  copy  of  a  movie  on 
videotape,  create  a  digital  master, 
then  crank  out  thousands  of  cheap 
video  CD  copies. 

Buyers  of  these  bootleg  CDs  are  the 
many  Chinese  who  own  video  CD 
players,  manufactured  by  such  outfits 
as  Idall  and  Shinco.  It  is  not  illegal  to 
own  one  of  these  players  in  the  U.S., 
much  less  in  China,  but  if  you  want 
to  watch  a  movie  on  it,  you're  limit- 
ed to  a  handful  of  legitimate  Holly- 
wood releases,  Chinese  films  or  thou- 
sands of  pirated  movies  available  on 
any  street  corner  in  Asia. 

You  can  sec  it  in  the  sales  break- 
downs. Overseas  sales  of  video  CD 
players  came  to  1.7  million  in  1995, 
the  largest  first-year  sales  01  a  n-  Microsystems.  It  supplies  the  chips 
sumer  electronics  product  ever,  used  to  display  video  in  85%  of  these 
C-Cube  claims.  In  1996  the  number  video  CD  players,  as  well  as  the  sys- 
of  units  sold  jumped  to  nearly  7  mil-  terns  used  to  produce  the  digital 
lion.  Which  country  bought  the  video  CD  master, 
most?  China,  of  course.  Any  guilt  pangs  in  Milpitas?  "We're 

Go  one  step  back  from  Idall  and  not  responsible  for  what  our  cus- 
Shinco  and  the  trail  leads  to  C-Cube    tomers  do  with  our  products,"  says 


Alexandre  Balkanski,  36,  the  French- 
born,  Harvard-educated  (Ph.D., 
1986)  economist  who  runs  C-Cube. 
Anyway,  Balkanski  says,  the  movie 
people  brought  it  on  themselves. 

ter  his  firm  designed  its  decoder 
nip  in  1991,  he  says,  he  made  calls 
on  the  world's  biggest  studios  and 
record  companies,  "begging  them  to 
release  products  for  the  format.  They 
showed  us  the  door." 

One  thing  is  clear:  Without  the 
copyright  infringers  overseas,  C-Cube 
would  probably  have  closed  up  shop 
by  now.  As  recently  as  1993  it  was 
losing  money  on  sales  of  only  $24 
million.  Then  the  pirates  discovered 
the  marvels  of  its  chips.  So  have  com- 
petitors, ess  Technology,  which  sells 
similar  chips,  has  also  been  enjoying 
handsome  sales  gains  in  China. 

A  huge  legitimate  market  for  the 
next  generation  of  this  kind  of  chip  is 
beginning  to  develop  in  the  rest  of 
the  world.  These  chips  are  (or  will 
soon  be)  used  in  set-top  boxes  for  the 
newest  cable  television  systems,  in  the 
coming  DVD  (digital  video  disk) 
format,  in  computers  that  play  video 
and  in  camcorders,  picture  phones 
and  more.  Hollywood  has  endorsed 
DVD  because  the  players  will  be 
rigged  to  make  copying  difficult. 

Can  Balkanski  make  a  graceful 
transition  into  this  far  larger  market? 
He  will  try.  But  he  faces  an  army  of 
competitors.  Toshiba,  Sony  and  Mat- 
sushita are  already  making  the  DVD 
decoders.  These  large,  vertically  inte- 
grated companies  want  to  supply  the 
decoder  chip  themselves,  and 
C-Cube's  main  customers  for  video 
CD  chips,  the  electronics  assemblers  in 
China,  lack  the  sophistication  to 
quickly  graduate  to  the  DVD  market. 

In  the  video  encoding  portion  of 
DVD  (the  essential  first  step  for  con- 
verting a  traditional  film  or  video  into 
digital  video),  C-Cube  might  already 
have  been  outsmarted  by  a  smaller 
California  firm,  InnovaCom,  of  Santa 
Clara.  "InnovaCom  has  designed  a 
single  chip  that  it  says  can  do  the 
encoding  compression.  InnovaCom 
has  arranged  to  have  the  chip  fabri- 
cated in  Taiwan  and  aims  to  have  it 
on  sale  by  mid- 1997.  That  puts  it 
ahead  of  C-Cube. 

C-Cube  could  be  on  a  rocket  tra- 
jectory that  is  near  its  peak.  WM 
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Software  Diplomat. 


Judi  Jarosh,  Seiko  Instruments 
USA's  Director  of  Intormation 
Systems 


Computer  Associates  International.  Inc..  Islandia.  NY  11788-7000- 1-800-225-5224.  All  other  product  names  referenced  herein  are  trademarks  of  their  respective  companies. 


How  do  you  find  a  single  manufac- 
turing software  solution  that  can 
keep  six  totally  different  manufac- 
turing divisions  happy? 

Just  ask  judi  Jarosh  and 
Computer  Associates. 

At  Seiko,  each  division  is 
completely  autonomous.  Each  uses 
different  man- 
ufacturing T  T 
processes.  A  X 

Each  makes      Seiko  Instruments 

totally  different  kinds  of  products, 
from  integrated  circuit  chips  and 
fiber  optics  to  high-precision  robots 
and  color  printers. 

"Many  of  the  other  solutions  we 
looked  at  could  not  come  close  to  the 
breadth  and  depth  of  functionality 
across  the  entire  organization  that 
CA-PRMS®  offers.  We  were  able  to 
implement  the  system  across  the 
multiple  divisions  in  only  18  months 
with  very  little  enhancements," 
says  Ms.  Jarosh,  Seiko  Instruments 
USA's  Director  of  Information 
Systems,  proudly.  "CA-PRMS  easily 
handles  our  global  financial  reporting 
needs  while  providing  an  enterprise- 
wide  view." 

CA-PRMS  is  the  first  and  only 
solution  that  covers  all  their  needs 
for  manufacturing,  distribution  and 
financial  management. 

"For  the  first  time,  we  have  accu- 
rate and  valuable  information  that 
everyone  can  use  on  a  timely  basis. 
The  quick  delivery  of  information  to 
our  decision-makers  is  key.  And  we 
love  the  new  graphical  user  interface. 
It  will  allow  all  of  our  users  to  benefit: 
whether  they  are  engineers,  accoun- 
tants or  customer  service  managers." 

Making  everyone  happy  isn't 
always  easy. 

But  it's  always  the  goal  at  the 
world's  leading  business  software 
company. 


20" 

JmKmat  anniversary 


qomputer 
Associates 

Software  superior  by  design. 
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SILICON  STARTUPS 


Do  you  need  a  security  guard  to  protect  your  data? 
Consider  hiring  an  experienced  break-in  artist. 

Cybercops 


By  Zina  Moukheiber 


Internet  Security 
Systems  founder 
Chris  Klaus 
He  wanted 
to  beat 
the  bad  guys. 


In  William  Gibson's  1984  science 
fiction  bestseller,  Neuromancer, 
digirobbers  break  into  the  cyberspace 
matrix  and  steal  precious  data. 
Christopher  Klaus  was  a  nindi-grader 
at  Sarasota  (Fla.)  High  School  when 
he  read  that  book.  He  was  captivat- 
ed. Why  not  play  data  cops  and  rob- 
bers for  real? 

In  the  summer  of  1990  Klaus  was 
one  of  50  high  school  students  to 


win  internships  at  Lawrence  Liver- 
more  National  Laboratories  in  Liver- 
more,  Calif.  There,  dabbling  on 
supercomputers  connected  to  the 
Internet,  Klaus  started  to  develop 
hacker  counterattack  weapons.  The 
idea:  Find  the  weak  spots  in  a  corpo- 
rate or  university  network.  Stage  a 
test  break-in.  Then  educate  the 
victim  about  how  to  plug  the  holes  in 
its  defense. 


Klaus  enrolled  at  Georgia  Tech. 
Then  he  did  a  Bill  Gates,  dropping 
out  in.  his  sophomore  year  to  start  a 
software  firm.  He  wrote  50,000  lines 
of  C  programming  code. 

In  the  novel  the  good  guys  use  a 
weapon  called  Intrusion  Counter- 
measures  Electronics.  Klaus  called  his 
firm  Internet  Security  Systems,  with 
an  acronym  reminiscent  of  the  sci-fi 
ice.  iss  is  no  Microsoft,  not  yet 
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Where  is  it  written  that  cutting  costs  has  to  be  a 
cruel,  ruthless  act? 

Take  the  new  NEC  PowerMate'  Series,  for  instance. 
To  most  people,  it's  a  sophisticated  workhorse  that 
enables  them  to  be  more  productive.  To  you,  however, 
it's  an  effective  way  to  lower  costs 
by  reducing  system  downtime  and 
increasing  end-user  efficiency. 

The  fact  is,  each  PowerMate 
system  can  save  up  to  15%  of  the 
total  cost  of  desktop  ownership,  thanks 
to  advanced  features  that  provide 
efficient  network  management.' 


Now  featuring 
the  Pentium® 
Processor 
with  MMX'" 
technology. 


the  m  mmmrni  mm. 
quite  roisnur 
the  ma  mh$mn® 

MEASURE  THAT  WT  UPSET 
YOUS  EMPLOYEES, 

Exclusive  MagicEye'"  technology  continually  monitors  the 
system's  health,  including  hard  drive  activity,  temperature 
and  voltage.  And,  if  a  problem  is  detected,  IS  managers 
can  remotely  access  the  system  via  Intel's  LANDesk' 
Client  Manager  3.0.  What's  more,  CyberMedia's  EirstAid  95 


Deluxe  automatically  fixes  configuration  errors  and,  along 
with  McAfee's  anti-virus  software,  protects  valuable  data. 

What  does  it  all  add  up  to?  Quite  simply,  fewer 
problems  and  more  productivity.  Now  isn't  that  a 
cost-saving  measure  everyone  can  live  with? 

for  more  information,  call  1-800-NEC-INFO,  or  visit 
us  on  the  web  at  http://www.nec.com. 
SEE,  HEAR  AND  FEEL  THE  DIFFERENCE. 


91996  Pawn  Bs  NEC.  he  tSC  and  PbinMfe  an  mstend  Irademafe  01  NEC  Omaxr.  usao 
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anyway,  but  it's  doing  pretty  well  for 
a  firm  that  is  only  three  years  old  and 
is  run  by  a  23-year-old.  Based  in 
Atlanta,  iss  probably  did  at  least  $10 
million  in  sales  last  year  from  its  net- 
work security  auditing  and  monitor- 
ing software.  Its  clients  include  Intel, 
J.C.  Penney,  Merck,  U.S.  Bancorp, 
the  National  Aeronautics  &  Space 
Administration  and  the  Pentagon. 

Joe  Morris,  a  network  security 
expert  at  Bell  Atlantic,  is  an  iss  fan. 
He  once  needed  some  of  his  col- 
leagues' computer  addresses  when  he 
was  calling  from  out  of  town.  While 
they  were  boasting  about  how  great 
their  security  was,  Morris  used  an  iss 
scanner  to  grab  a  confidential  address 
file  off  their  server.  "It  took  five  min- 
utes; I  said  don't  bother  anymore,  I 
already  have  the  file,"  says  Morris. 
His  colleagues  at  Bell  Atlantic 
became  quite  agitated. 

How  did  the  scanner  sneak  in? 
Through  a  back  door  that,  in  Unix 
servers,   is   all   too   often  left 
unlocked:  the  so-called  Trivial 
File  Transfer  Protocol.  This  pro- 
tocol can  allow  anyone  on  a  com- 
puter network  or  on  the  Internet  to 
transfer  files  without  having  to  use  a 
password.  Sounds  hard  to  believe, 
but  when  the  procedure  was  written 
in  the  1970s,  programmers  didn't 
have  hackers  in  mind.  Solution:  Turn 
off  this  protocol. 

Klaus'  scanning  software  has  200 
other  hacker  tricks  where  this  one 
came  from.  It  also  has  a  library  of 
25,000  words  and  names  that  are 
likely  to  be  used  as  passwords. 
Thought  you  were  being  clever  to 
use  your  dog's  name  as  a  password? 
"Spot"  is  on  the  list.  So  are  "Steel- 
ers,"  "eagerbeaver"  and  "Startrek." 
You're  supposed  to  select  a  string  of 
gibberish  characters  as  your  pass- 
word, of  course.  But  all  it  takes  in  a 
400 -terminal  network  is  one  dimwit 
with  an  easy  password,  and  the 
hacker  can  get  in. 

One  of  the  easiest  points  of  entry 
into  a  network  is  through  E-mail. 
This  is  after  cracking  open  a  pass- 
word, or  in  lieu  of  it.  The  iss  scanner 
identifies  the  E-mail  server  and  then 
figures  out  what  software  it  is  run- 
ning. If  it's  running  Unix's  Sendmail 
version  8.6.5,  cracking  open  the  mail 
server  is  almost  as  easy  as  booting  up. 


A  real  hacker  would  use  the  mail 
server  to  read  or  delete  E-mail,  and 
even  to  break  into  other  servers  by 
installing  a  piece  of  software  that  cap- 
tures passwords  on  the  network. 

The  iss  program  sends  a  warning 
flag.  Scanning  can  take  anywhere 
from  five  minutes  to  a  month, 
depending  on  the  number  of  com- 
puters and  routers  (network  transfer 
points)  being  tested. 

You  thought  you  were  protected 
by  an  Internet  fire  wall?  You  might 
be,  you  might  not.  "A  fire  wall  is 
about  as  intelligent  as  a  hammer," 
says  Alan  Witty,  a  senior  manager  in 
information  security  at  kpmg  Peat 
Marwick.  "It  is  dependent  on  the 
people  who  put  it  in  place." 

"We  complement  fire  walls,"  says 
Klaus.  "We  make  sure  all  the  win- 
dows are  closed  and  the  doors  are 


hired  Thomas  Noonan,  now  36,  a 
Georgia  Tech  graduate  who  was 
working  at  Dun  &  Bradstreet  Soft- 
ware and  was  ready  to  trade  in  his 
Brooks  Brothers  suits.  After  two 
rounds  of  venture  financing,  the  two 
of  them  still  own  just  over  half  of  ISS. 

They  made  their  first  sales  call 
together  in  1995.  NASA  invited  Klaus 
to  lecture  on  security.  Afterward  a 
colonel  ushered  them  into  a  comput- 
er room,  where  he  asked  to  see  a 
demo  of  Klaus'  software.  A  few  min- 
utes into  the  demo  an  alarm  went  off. 
The  scanner  had  broken  into  the  clas- 
sified Jet  Propulsion  Laboratory  and 
pulled  a  bunch  of  passwords.  "They'd 

ISS  president  Tom  Noonan 
His  easiest  sale:  to  a  classified 
government  lab,  after  the  ISS 
scanner  broke  in  and  stole  passwords. 


locked." 

In  case  the  house  gets  too  stuffy, 
you  can  relax  the  rules  a  bit  and  then 
use  Internet  Security  Systems'  moni- 
toring software.  It  acts  like  a  camera 
inside  a  network  of  up  to  50  com- 
puters. The  administrator  can  thus 
keep  a  log  on  all  transactions  and 
look  for  suspicious  activity. 

Novell  was  the  first  to  license 
Klaus'  scanner,  for  $20,000— a 
number  Klaus  picked  out  of  thin  air. 
"I  didn't  even  know  what  an  invoice 
was,"  he  shrugs.  "They  didn't  teach 
me  that  one  at  Georgia  Tech."  But 
he  knew  he  needed  a  manager.  He 


spent  $1  million  trying  to  secure  their 
computers,"  says  Noonan,  who 
grabbed  his  laptop  to  prepare  a  price 
list.  Current  prices:  $10  to  $80  per 
computer  for  the  scanner,  depending 
on  how  many  computers  are  on  your 
network.  The  monitor  costs  $5,000. 

The.  75  employees  of  iss  work  hard 
to  discover  chinks  in  fire  walls  before 
the  hackers  do.  The  latest:  A  way  to 
crack  into  a  Windows  NT  server 
through  port  135.  Microsoft  has 
scrambled  to  issue  a  corrective  patch. 
If  you  are  not  sure  whether  your  system 
administrator  remembered  to  install 
the  patch,  better  get  a  scanner.  H 
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You're  going  to  hear  a  lot  about  competition  between  wireless  technologies.  The  battle  will  be 
confusing,  but  the  winner  will  be  clear.  Only  CDMA  technology  (Code  Division  Multiple  Access)  will  truly 
change  how  you  communicate  by  providing  a  new  generation  of  digital  wireless  services,  from  cellular  to 
PCS.  The  spoils  of  victory:  crystal  clear  calls  with  no  static  and  less  background  noise,  fewer  dropped 
calls  and  no  cloning.  We  don't  just  offer  CDMA--we  developed  the  technology  and  the  phones.  Now 
you  can  get  both  at  your  local  wireless  provider.  It's  your  call.  |  A  |  f^AAAA 

Technology  for  the  future.  Or  technology  for  musty  archives.  For  details.  V  V  V  N 

I     CDMA  DIGITAL 

.contact  us  at  http://www.qualcomm.com/cdma/  or  1-800-349-4188. 


where  digital  comes  from. 


—  OUR  CDMA  PHONES  AND  TECHNOLOGY  ARE  NOW  AVAILABLE  FROM: 

a.rtouch  a  PrimeCo  Sprint  PCSm 
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zj>  .  connects  you  to  the  extraordinary  technology  of 
Canon  Laser  Color.  Canon  introduced  the  world's  first 
color  laser  copier  ten  years  ago.  And  while  others 
struggle  with  reproducing  primary  colors  accurately, 
Canon's  advanced  technology  creates  the  colors 
between  the  colors.  The  subtle  tones  that  make  all  the 
difference  between  the  ordinary  and  the  remarkable. 

For  more  information  about  Canon  Laser  Color 
copiers  and  printers,  and  about  ColorPASS  color 
controllers,  you  can  call  jm^S  &HBHfc 
usat  1-800-OK-CANON  feJ 

If  I  I  H>| 

anytime.  Or  connect  with 
usatwww.usa.canon.com.  B 


Canon  Laser  Color.  Its  only  competition  is  reality. 


Canon 
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Shades  of  truth 


BY  GUY  KAWASAKI 


Guy  Kawasaki  is 
an  Apple  fellow 
and  author  of 
How  to  Drive  Your 
Competition  Crazy. 


Has  THIS  ever  happened  to  you?  You  read  a 
newspaper  or  magazine  account  of  the  indus- 
try you're  in,  and  you  wonder  if  the  reporter 
is  talking  about  the  same  one.  You  forget  it. 
As  soon  as  the  next  issue  appears,  and  it's 
someone  else's  industry,  you  gobble  up  the 
"facts"  as  gospel. 

I'm  not  saying  that  journalists  are  prevarica- 
tors, or  dumb,  only  that  they  shade  the  truth 
to  suit  their  own  purposes.  Their  motivation  is 
usually  to  deliver  a  dramatic  story  line  when 
the  truth  is  more  complex,  or  less  dramatic. 
As  a  service  to  readers,  I  will  outline  four 
common  shadings  of  truth. 

Floating  truth.  Suppose  you  read  that  12 
people  died  from  eating  blowfish  sashimi  in 
the  past  year.  According  to  the  Blowfish  Asso- 
ciation, eating  blowfish  must  be  safe  because 
the  number  of  deaths  is  low.  After  all,  didn't 
3,160  people  die  from  choking  on  objects, 
41,893  from  car  accidents  and  529  from 
falling  in  their  bathtubs  and  such? 

The  number  12,  however,  is  floating  with- 
out context.  Did  12  people  die  out  of  1  mil- 
lion who  ate  blowfish  sashimi?  Or  did  12 
people  die  out  of  the  13  who  ate  blowfish 
sashimi?  For  context  one  needs  both  the 
numerator  (number  of  people  who  died)  and 
the  denominator  (number  of  people  who  ate), 
and  the  fractions  (numerator/denominator) 
for  the  other  causes  of  death. 

Partial  truth.  A  partial  truth  arises  when  a 
factlet  in  a  specific  context  takes  on  a  life  of  its 
own,  so  by  the  time  you  read  it,  a  wave  of 
generalized  scum  has  overpowered  the  fine 
print.  Imagine  that  you  read  that  Macintosh 
has  a  better  than  50%  market  share  in  publish- 
ing, Web  serving,  multimedia  content  creation 
and  education.  My  God,  you'd  have  to  con- 
clude that  Macintosh  is  successful,  Apple  is 
viable,  and  it's  time  to  throw  out  those  Win- 
dows machines. 

Luckily,  you  also  read  the  Software  Publish- 
ers Association  announcement  that  Macintosh 
software  sales  are  plummeting.  But  this,  too, 
is  a  partial  truth  because  the  spa  contains  only 
a  subset  of  the  universe  of  software  developers 
(you  have  to  pay  fees  that  range  from  hun- 
dreds to  thousands  of  dollars  to  join);  the 
members  voluntarily  report  their  sales  figures; 
these  figures  are  not  audited;  and  hybrid  CD- 
ROM  titles  (  those  that  run  on  both  Macintosh 


and  Windows)  have  been  historically,  predom- 
inantly and  arbitrarily  allocated  to  Windows 
sales.  This  isn't  three  men  describing  an  ele- 
phant— it's  one  man  who  joined  the  American 
Elephant  Association  describing  the  part  of 
the  beast  he  knows. 

Accepted  truth.  Much  of  what  you  read  is 
all  the  news  that's  printed  to  fit  the  accepted 
wisdom.  It's  certainly  true  at  many  publica- 
tions that  writers  see  little  to  gain,  and  much 
to  lose,  in  betting  against  the  crowd.  Think  of 
Pascal's  payoff  matrix  regarding  the  existence 
of  God.  If  you  buck  the  trend  and  you're 
wrong,  you're  labeled  a  fool.  If  you  buck  the 
trend  and  you're  right,  no  one  will  remember. 
If  you  go  with  the  trend  and  the  trend  is 
right,  you're  fine.  If  you  go  with  the  trend 
and  the  trend  is  wrong,  you've  got  lots  of 
company.  Ergo,  don't  buck  the  trend.  If  you 
are  looking  for  genuinely  contrarian  views, 
you  will  find  few  of  them  in  the  media. 

Did  12  people  die  out  of  1  million 
who  ate  blowfish  sashimi?  Or  did 
12  people  die  out  of  13  who  ate  it? 


Quoted  truth.  Cynical  as  this  may  sound, 
reporters  obtain  many  of  the  scintillating 
quotes  that  you  read  under  the  following  con- 
ditions: The  deadline  is  rapidly  approaching, 
no  one  can  be  reached  on  the  phone,  and  a 
sound  bite  that  supports  the  rest  of  the  story 
is  needed.  Thus,  a  publication  would  have  you 
believe  that  something  is  true  because  a  con- 
firming quote  from  a  pundit  in  upstate  North 
Dakota  from  the  Fargo  Group  said  so. 

Many  things  could  be  wrong  with  this 
quote.  The  pundit's  company  may  be  a 
vendor  to  the  subject  of  the  story,  or  the  com- 
petitor of  the  subject  of  the  story.  The  quote 
may  have  said:  "I  like  widgets,  but  gizmos  are 
much  better."  It  becomes  'T  like  widgets."  Or 
the  pundit  may  simply  not  know  what  he's 
talking  about  but  doesn't  want  to  turn  down 
the  publicity. 

Call  these  Kawasaki's  Rules  of  Reading. 
Boiled  down,  they  recommend  that  you  read 
everything  with  a  critical  eye  and  be  suspi- 
cious of  the  "facts,"  whether  they  cover  some- 
thing you  are  familiar  with  or  not.  Wary  read- 
ers are  smart  readers.  Readers  get  the 
reporting  they  deserve.  MM 
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A  CABLE  INTERNET  SYSTEM  THAT  BRINGS  HIGH-SPEED 
INTERNET  ACCESS  HOME. 


■  t 


Telephony 


TOSHIBA  TECHNOLOGY  SETS  THE  STANDARD. 


Motivation.  The  need  to  lead.  That's 
what  keeps  Toshiba  in  the  forefront 
of  multimedia.  This  unique  drive  has 
enabled  us  to  breathe  life  into  a 
range  of  exciting  products  that  once 
existed  only  in  the  imagination.  We're 
proud  to  have  started  a  revolution 
that  will  help  to  define  the  future.  But 
it's  only  just  begun.  Get  ready  for 
the  ride  of  your  life. 


In  Touch  with  Tomorrow 

TOSHIBA 

http://www.toshiba.com 

►►■ 


Cable  PC.  The  flow  of  information  has 
taken  on  a  whole  new  dimension. 
Toshiba's  new  Cable  Internet  system 
is  an  industry-leading  end-to-end 
integrated  broadband  solution.  It  will 
bring  two-way  multimedia  communi- 
cations to  your  home  computer  over 
your  TV  cable  for  the  first  time.  At 
speeds  hundreds  of  times  faster  than 
a  phone  line.  It  will  put  you  in  touch 
with  the  whole  world  in  real  time.  In 
real  life.  Go  ahead.  Dive  in. 


Toshiba  Multimedia 
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Loyalty  on  the  line 
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Andy  Kessler 
(akessler@velcap.com) 
is  a  general  partner  of 
Velocity  Capital 
Management,  a  tech- 
nology and  communi- 
cations investment 
company  in  Palo  Alto, 
Calif. 


The  bandwidth  business  has  reached  what 
Intel's  Andrew  Grove  calls  an  inflection  point. 
How  so? 

On  the  one  hand,  demand  for  communica- 
tion links  is  growing  explosively:  Witness  the 
busy  signals  at  America  Online,  the  unending 
thirst  for  more  sports  channels  on  television, 
the  millions  of  people  abroad  yearning  for  a 
dial  tone. 

At  the  same  time,  prices  arc  collapsing. 
Deregulation,  competition  and  technology 
make  that  trend  inevitable.  Most  communica- 
tion services,  moreover,  have  huge  fixed  costs, 
minimal  marginal  costs.  Once  you  have  paid 
to  dig  a  1,000-mile  trench  and  put  a  fiber 
cable  in  it,  it  doesn't  cost  you  anything  to  add 
a  customer.  If  you  are  not  careful,  you  wind 
up  in  a  suicidal  price  war  with  other  fiber 
owners. 

The  potential  for  profitless  prosperity  seems 
all  too  real.  How  will  the  bandwidth  suppli- 
ers— local  telephone  companies,  long  distance 
carriers,  wireless  carriers,  Internet  service 
providers — cope?  By  winning  the  loyalty  of 
their  customers.  My  sense  is  that  a  two-phase 
profit  evolution  will  take  place.  In  the  first 
phase,  the  survivors  will  be  the  companies  that 
are  the  most  skillful  at  obtaining  and  keeping 
customers — the  good  marketers,  that  is.  In 
the  second  phase,  survival  will  hang  on  adding 
value  to  the  network. 

Yes,  telecom  companies  can  prosper  in  an 
era  of  falling  prices.  It  was  amazing  to  watch 
AT&T  go  from  almost  100%  market  share  in 
long  distance  voice  traffic  to  less  than  70%,  all 
the  while  increasing  its  long  distance  rev- 
enues. Indeed,  MCI  was  the  greatest  thing  that 
happened  to  AT&T. 

By  forcing  prices  down,  MCI  brought  in 
new  business  for  both  itself  and  AT&T.  (Think 
of  all  those  customers  who  defected  from  the 
Postal  Service  when  faxing  got  cheap.)  MCI 
also  taught  AT&T  a  thing  or  two  about  mar- 
keting, lessons  that  will  serve  it  well  in  the  age 
of  the  telecom  free-for-all. 

Contrast  the  local  telephone  companies  and 
the  local  cable  companies,  which  have  been 
living  in  a  cocoon  of  regulated  prices.  They 
have  precious  littie  time  left  in  which  to  adapt. 
Case  in  point:  T-l  lines,  which  carry  1.5 
megabits  per  second  of  data  or  voice  traffic 
between  a  business  and  its  long  distance  carri- 


er and/or  Internet  service  provider.  Demand 
for  these  high-bandwidth  pipes  is  about  to 
take  off,  as  hundreds  of  thousands  of  small 
and  medium-size  businesses  move  to  put  their 
product  catalogs  on  the  Web. 

Looking  for  ways  to  recoup  all  their  huge 
fixed  costs,  the  phone  companies  price  these 
T-ls  as  if  there  were  no  tomorrow — typically, 
$1,000  per  month.  And  that  does  not  include 
the  connection  to  the  Internet;  it  gets  you 
only  to  the  Internet  service  provider,  who  will 

Alex  Mandl  could  slash  the  going 
rate  on  T-l  connections  by  70% 
and  still  make  a  decent  profit. 


charge  you  another  $500  or  $1,000  a  month. 

The  T-l  rates  are  soon  going  to  be  under 
attack.  One  of  the  attackers:  Alex  Mandl,  the 
former  head  of  long  distance  at  AT&T  who  left 
last  year  to  run  startup  Associated  Communi- 
cations in  Washington,  D.C.  Associated  has 
licenses  covering  31  U.S.  cities  to  transmit 
radio  waves  at  frequencies  near  18  gigahertz. 
Mandl  tells  me  it  costs  him  $5,000  on  each 
end  to  buy  microwave  radios  from  Digital 
Microwave  or  PCOM  to  implement  a  point-to- 
point  T-l  service.  He  could  make  a  nice  profit 
selling  that  T-l  connection  at  just  under 
$1,000  per  month.  He  could  make  a  decent 
profit  even  at  $300  per  month,  which  would 
enable  him  to  recoup  the  capital  outlay  in 
three  years. 

As  rates  come  crashing  down,  the  local  tele- 
phone companies  had  better  move  fast  to 
solidify  their  customer  relationships,  much  as 
AT&T  did  when  MCI  started  undercutting  it 
(lots  of  TV  ads  and  quirky  rate  plans).  The 
upstarts  don't  start  off  with  a  huge  base  of 
loyal  customers,  of  course,  but  they  will  have 
every  opportunity  to  grab  business  during  the 
second  phase  of  the  competitive  free-for-all, 
when  adding  value  will  matter. 

Look  for  innovative  companies  to  find  ways 
to  integrate  paging,  E-mail  and  wireless  ser- 
vices; to  give  me  an  answering  machine  that 
doesn't  run  down  my  cellular  battery;  to  give 
me  a  way  to  keep  nuisance  calls  at  bay.  There 
are,  in  short,  a  lot  of  creative  ways  to  make 
communication  services  more  valuable,  and  to 
win  customer  loyalty,  even  in  the  middle  of  a 
price  war.  Bi 
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"q]  In  a  state  whose  motto  is  Live  Free  or  Die,  people  didn't  like  paying  some  of  America's  highest  energy  rates. 
-^Ll  So  they  went  shopping  for  a  new  energy  company.  Now,  their  freedom  of  choice  is  yielding  lower  rates,  better 
service  and  a  like-minded  energy  partner.  What's  on  your  energy  wish  list?  1-888-55-ENRON,  www.enron.com. 


Natural  gas.  Electricity.  Endless  possibilities 
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INSIGHTS 


Superbugs, 
superdrugs 


GIANTURCO 


Michael  Gianturco  is 
president  of  The 
Princeton  Portfolios. 
His  latest  book  is  How 
to  Buy  Technology 
Stocks  (Little,  Brown, 
1996). 


Antibiotics  account  for  10%  of  pharma- 
ceutical sales  worldwide,  or  $26  billion  annu- 
ally. Variations  on  just  9  basic  chemicals  have 
given  rise  to  well  over  100  of  these  antibacter- 
ial agents. 

That's  not  quite  enough.  In  the  course  of  a 
two-year  study  completed  in  1995  by 
researchers  at  Cornell  University  Medical 
School,  there  was  a  fourteenfold  increase  in 
the  number  of  patients  infected  by  bacteria 
impervious  to  all  commonly  used  antibiotics, 
including  Lilly's  Vancomycin,  a  drug  com- 
monly viewed  as  a  last  line  of  defense  against 
resistant  bacteria. 

Needed:  A  new  superdrug  to  beat  back  the 
superbugs.  Or  rather,  several  superdrugs.  The 
little  critters  are  constantly  evolving,  eventual- 
ly outsmarting  every  medicine  you  throw  at 
them.  No  one  drug  can  expect  to  claim  this 
complex  market  wholly,  or  for  very  long. 

For  that  reason  I  would  not  invest  in  the 
prospects  for  any  one  medicine.  Instead  of 
betting  on  the  drug  firms  that  have  promising 
antibiotics  in  the  pipeline,  you  should  invest 
in  drug  discovery  tools.  Buy  into  a  company 
that  has  the  scientific  methods  for  repeatedly 
coming  up  with  new  antibiotics.  Such  meth- 
ods will  always  be  in  demand,  and  they  are 
certainly  in  demand  right  now. 

Three  firms,  all  essentially  pure  plays,  are 
worthy  of  note  in  the  field  of  antibiotic  dis- 
covery: Genome  Therapeutics  of  Waltham, 
Mass.,  Cubist  Pharmaceutical  of  Mountain 

Cubist  scientists  can  screen  12,000 

potential  drugs  a  day  against 

a  hit  list  of  bacterial  Achilles'  heels. 


View,  Calif,  and  Microcide  Pharmaceuticals 
of  Cambridge,  Mass. 

■  Genome  Therapeutics.  You've  heard  about 
the  $3  billion  project  to  sequence  the  human 
genome — that  is,  the  entire  deoxyribonucleic 
acid  blueprint  for  a  human  being.  Genome 
Therapeutics  has  under  way  a  more  modest 
program  to  write  down  the  genetic  blueprints 
of  bacteria.  These  blueprints  are  like  a  battle 


map  for  fighting  resistant  bacteria. 

Genome  Therapeutics  has  already  written 
down  the  DNA  sequence  for  Helicobacter  pylori, 
which  causes  ulcers.  It  has  also  sequenced  the 
DNA  for  Staphylococcus  aureus,  the  ubiquitous 
cause  of  skin,  wound  and  blood  infections  in 
hospitals.  The  company  has  revenue  from  part- 
nerships with  Sweden-based  international  drug 
giant  Astra  and  with  Schering-Plough.  Collab- 
oration is  a  typical  pattern  in  this  business.  The 
gene  company  identifies  likely  biochemical  tar- 
gets in  the  bacteria.  The  pharmaceutical  part- 
ner brings  an  accumulated  library  of  candidate 
drugs  and  modified  drugs  to  try  as  missiles 
against  these  targets. 

■  Cubist  Pharmaceutical.  This  sharply  focused 
biotech  company  has  identified  20  enzymes  as 
drug  targets — the  20  enzymes  that  a  bacterial 
cell  uses  to  help  plug  together  the  20  different 
amino  acids  that  make  protein.  Protein  is  the 
stuff  of  life.  A  drug  that  blocks  or  confuses  one 
(or  more)  of  these  20  crucial  enzymes  will 
abrupdy  put  an  end  to  the  bacterium's  growth 
and  foreclose  on  its  reproduction. 

There  is  precedent  for  what  Cubist  is  trying 
to  do.  SmithKline's  Bactroban,  a  $100-mil- 
lion-per-year  topical  drug,  works  by  interfer- 
ing with  one  of  the  selected  enzymes.  It  was 
not  discovered  by  Cubist,  but  the  company 
regards  it  as  proof  that  its  concept  can  work  in 
a  commercial  product. 

Cubist  is  screening  a  library  of  candidate 
drugs  against  a  collection  of  targeted 
enzymes  extracted  from  eight  different  drug- 
resistant  bacteria.  Cubist  scientists  can  screen 
12,000  potential  drugs  in  a  day,  looking  for 
one  that  1)  kills  bacteria,  2)  does  not  sub- 
stantially affect  human  enzymes  and  3)  might 
ideally  attack  more  than  one  bacterial 
enzyme  or  enzymes  from  more  than  one  type 
of  bacterium.  In  addition  to  its  own  candi- 
date drugs,  Cubist  runs  screens  on  libraries 
of  drugs  created  by  its  collaborators  in  the 
pharmaceutical  business:  Bristol-Myers 
Squibb,  Merck  and  Pfizer. 

■  Microcide  Pharmaceuticals.  This  company 
looks  at  the  way  resistant  drugs  resist.  For 
example,  some  bacteria  have  evolved  molecu- 
lar pumps  that  forcibly  eject  incoming  medi- 
cines. If  these  self- bailing  cells  could  be 
deprived  of  their  pumps,  the  bacteria  would 
succumb  to  old:fashioned  antibiotics  already 
in  widespread  use.  Through  its  understanding 
of  how  resistant  bugs  fight  drugs,  Microcide 
can  also  contrive  new  medicines  that  bypass 
their  elaborately  evolved  defense  mechanisms. 

We  own  Genome  Therapeutics  in  customer 
accounts  and  regard  it  as  a  buy  below  9. 
Cubist  is  a  buy  below  12.  Microcide  is  a  buy 
below  13.  M 


180 


Forbes  ■  March  10,  1997 


UNLIMITED  PARTNERSHIP 


GREGER  C.  ANDERSON  FROM  NYACK  HOSPITAL  with  RAY  COTTRELL  FROM  ARAMARK. 


"HEALTHCARE 

WILL  NEVER  BE  THE  SAME  HERE.  YOU  CAN  SAY  ARAMARK  HAS 

REFORMED 


OUR  BUSINESS.  WITH  INTERSERV.,  CARE  IS  UP  AND  COSTS  ARE  DOWN. 


yy 


'Til  tell  you  what  used  to  keep  me  awake  at  night:  how  do  we  raise  the  level  of  patient  services  here  at  Nyack  Hospital?  And  how  do  we  do 
it  while  cutting  costs?  Well,  enter  Ray  Cottrell  and  his  team  at  ARAMARK.  They  took  on  those  problems.  Learned  the  business  -  our  specific  business. 
And  then  came  to  us  with  INTERSERV®.  It's  a  new  approach  to  training  non-clinical  employees  to  perform  multiple  functions  like  food  service, 
housekeeping,  patient  transport  and  laundry  and  linen  distribution.  Employee  productivity  was  up  an  amazing  11%  almost  immediately. 
This  added  responsibility  has  transformed  our  employees'  lives.  And  when  patients  have  more  interaction  with  our  people,  patients'  spirits  soar." 
Greger  Anderson,  Nyack  Hospital.  Here  at  ARAMARK,  we  approach  a  customer's  business  with  the  goal  of  exceeding  expectations.  We  expect  to  dig 
and  search  and  innovate  until  a  problem  is  solved.  We  expect  to  save  them  money.  And  we  expect  to  help  them  make  money,  as  well.  It's  an  approach 
rooted  in  the  value  of  unlimited  partnership  that  will  pay  dividends  -  as  Mr.  Anderson  is  happy  to  report:  "We  will  save  $4  million  over  the  next  five 
years  because  of  ARAMARK'S  INTERSERVv  program.  Yes,  at  Nyack  Hospital,  healthcare  is  being  reformed."  ^j^^ft^fyjj^ftfc 

TO  LEARN  MORE  ABOUT  UNLIMITED  PARTNERSHIP  CALI  I  800. ARAMARK  OR  VISIT  US  AT  http://www.aramark.com  Managed  Services,  Managed  Better. 


ADVERTISEMENT 


Partnerships  In 
Engineering  Excellence 

Parker  Hannifin  and  The  Raymond  Corporation: 
Rising  to  New  Heights  in  Materials  Handling  Efficiency 


Today's  consumers  demand  choice.  If  retailers  don't  offer 
it,  they  go  somewhere  else.  That's  why  the  number  of 
items  stocked  by  large  mass  merchandisers  has  more 
than  doubled  in  the  last  20  years. 


EAS/  Reach-Fork*  truck  by  Raymond  in  use  at  the  Parker  Parflex  Division  plant  in  Ravenna.  Ohio 


As  the  number  of  products  keeps  rising,  warehouse 
and  stocking  space  becomes  more  limited,  which  further 
increases  worldwide  demand  for  the  unique  and  highly 
efficient  forklift  trucks  designed  and  manufactured  by  The 
Raymond  Corporation. 

Parker  Hannifin  is  proud  to  be  the  exclusive  supplier 
of  fluid  connectors  and  hydraulic  cylinders  for  the 
complete  line  of  Raymond®  lift  trucks  which  are  built  at 
state-of-the-art  manufacturing  facilities  in  Greene,  N.Y. 
and  Brantford,  Ontario,  Canada. 

Raymond  trucks  are  battery  powered,  to  operate 
cleanly.  They  travel  fast,  maneuver  easily  in  tight  spaces, 
yet  they  can  reach,  transport  and  retrieve  up  to  4,000- 
pound  loads  to  and  from  storage  bins  as  high  as  60  feet. 
They  also  feature  computer-integrated,  ergonomic  con- 
trols which  help  operators  shave  cost-saving  seconds 
from  each  cycle. 

Success,  Powered  by  a  Partnership 

Hydraulic  systems  play  a  critical  role  in  the  operation  of 
all  kinds  of  industrial  equipment,  especially  lift  trucks. 
Thanks  to  a  close  working  partnership  with  Parker, 
Raymond  trucks  have  hydraulic  systems  that  set  new 
benchmarks  for  reliability  and  performance. 


Since  1991,  Parker  engineers  have  worked  alongside 
Raymond  engineers  to  design  hydraulic  systems  that 
answer  a  challenging  combination  of  needs: 

■  More  efficient  flow  paths  to  minimize  pressure 
drops  and  put  less  stress  on  batteries  and 
reduce  energy  requirements. 

■  Fewer  hydraulic  connectors  to  reduce  the 
number  of  parts  required  and  lower  manufac- 
turing costs. 

■  More  simplified  hydraulic  hose  and  connector 
assemblies  to  reduce  costs. 

The  result  is  a  line  of  forklift  trucks  that 
cost  less  to  buy,  operate  and  maintain  -  a  line 
of  trucks  with  hydraulic  systems  so  reliable  that 
Parker  guarantees  them  to  be  leak-free  for 
three  full  years. 

Says  Raymond  President  and  Chief 
Operating  Officer  Jim  Malvaso,  "Parker  didn't 
stop  with  system  design.  They  also  trained 
our  assembly-line  associates  in  the  most 
efficient  procedures,  using  Parker  crimpers. 
They  helped  test  systems  prior  to  market  introduction. 
They  even  worked  with  our  Parts  Distribution  Center 
in  East  Syracuse  to  help  us  gain  a  bigger  share  of 
aftermarket  sales." 

Mutual  Goals  -  Mutual  Rewards 

Says  Raymond  Chairman  and  Chief  Executive  Officer 
Ross  Colquhoun,  "Parker  has  consistently  exceeded 
our  standards  for  quality,  cost  and  just-in-time  delivery. 
And,  Parker  was  unique  in  its  willingness  to  be  part  of  our 
product  development  team  -  to  actually  help  us  get  our 
product  to  market. 

"Parker  kept  the  people  in  the  relationship.  And  that's 
critical.  Because  companies  don't  buy  from  companies. 
People  buy  from  people.". 

In  1995,  Parker's  sales  grew  to  over  $3.2  billion,  with 
record  earnings;  serving  over  300,000  customers  around 
the  world. 

The  key  to  growth  for  Parker  has  been,  and  will  con- 
tinue to  be,  its  ability  to  provide  premier  customer  service 
based  on  close  working  relationships.  Parker  calls  them 
"Partnerships  In  Vital  Technologies,"  and  Raymond  serves 
as  an  outstanding  example. 


Parker  and  Raymond... raising  the  standards 
in  materials  handling  performance. 


Founded  in  1922,  The  Raymond  Corpor- 
ation has  a  long  history  of  innovation  in 
materials  handling.  It  was  the  first  to  intro- 
duce a  commercially-successful  hydraulic 
lift  truck.  The  first  to  introduce  an  electri- 
cally-powered, narrow  aisle  truck.  And  the 
first  to  use  computer-integrated  ergonomic 
controls  to  enhance  operator  performance. 
Building  on  this  leadership  is  the 
i  mission  of  Ross  Colquhoun,  Chairman 
and  CEO.  Mr.  Colquhoun  is  a  believer 
in  research  and  development,  continuous 
employee  training,  and  teamwork  -  not  just 
from  employees  but  from  suppliers  as  well. 


Parker  is  proud  to  be  a  part  of  the 
Raymond  team  -  from  the  early  stages 
of  product  design,  right  on  through  to  the 
manufacturing  floor. 

Working  together,  Parker  and  Raymond 
people  designed  hydraulic  systems  that 
extend  battery  life,  and  lower  product 
costs  while  increasing  performance.  We 
have  also  improved  system  reliability 
with  hoses  and  connectors  guaranteed  to 
be  leak-free  for  three  full  years. 

Delivering  premier  customer  service 
through  partnerships  with  our  customers 
-  such  as  Raymond  -  is  a  key  reason  why 


Parker  now  manufacturers  the  industry's 
broadest  line  of  hydraulic,  pneumatic  and 
electromechanical  components  and 
systems.  Our  customers  are  industrial, 
aerospace  and  automotive  leaders  -  the 
world  over. 

For  more  information,  write  for  our 
annual  report:  Parker  Hannifin  Corpor- 
ation, Dept.  FB-125,  17325  Euclid 
Avenue,  Cleveland,  Ohio  44112-1290. 
For  product  information,  call 
1-800-C  PARKER  (1-800-272-7537). 
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A  partnership  in  vital  technologies 
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jse  to 
the  wells 


In  a  market  that  hasn't  been  kind  to  natural  resource 
plays,  Dan  Rice's  Global  Resources  Fund 
has  done  spectacularly  well. 


By  James  M.  Clash 

"Don't  tell  my  wife,"  says  Michael 
Watford  as  he  eyes  a  new  wildcat  nat- 
ural gas  well  near  Navasota,  Tex. 
that's  being  flared  with  a  whoosh,  "but 
it's  almost  as  good  as  sex." 

Watford  is  chief  executive  of 
Nuevo  Energy,  a  small,  Houston- 
based  oil  and  gas  explorer.  Standing 
with  him,  30  yards  away  from  the 
well,  is  Daniel  Rice  III,  manager  of 
the  State  Street  Research  Global 
Resources  Fund. 

The  well  shoots  a  bright  orange 


Black  gold 


flame  40  feet  into  the  humid  Texas 
sky.  The  back  of  Rice's  shirt  is 
drenched  with  sweat,  but  he's  smil- 
ing. Beginning  in  1991  his  fund  sank 
a  net  $3.4  million  into  Nuevo 
Energy,  a  stake  that  is  now  worth 
$6.9  million.  Rice  bought  because  he 
thought  Nuevo  was  a  good  wildcat- 
ter. Hits  like  this  one  prove  it. 

Nuevo,  through  a  partnership, 
spent  $800,000  sinking  this  gas  well 
over  2  miles  into  the  ground.  The 
pressure  and  the  amount  of  gas  flow- 


Company 

Recent 

-Cash  flow  1997— 

1998-2000 

Finding 

price 

per 

multiple 

projected  annual 

cost1 

share 

volume  growth 

Abacan  Resource 

8M 

$1.00 

8.5 

40% 

$1.60 

Arakis  Energy 

3K 

100 

1.40 

KCS  Energy 

36'/ 

8.00 

4.6 

15 

4.50 

Nuevo  Energy 

45K 

8.50 

5.4 

15 

3.50 

Oil  Search2 

Hi 

0.15 

10.0 

30 

2.20 

Ranger  Oil 

9 

1.60 

5.6 

20 

4.20 

Seagull  Energy 

2W 

4.50 

4.5 

15 

7.00 

TransTexas  Gas 

16% 

3.40 

4.8 

25 

4.00 

All  figures  in  U.S.  dollars.  'Three-year  average,  1994-96  (1996  estimated),  in  dollars  per  barrel-of-oil  equivalent. 
•Figures  converted  from  Australian  dollars. 
Sources:  State  Street  Research:  Forbes. 

Global  Resources'  small  energy  stocks  average  six  times  cash  flow. 
Compare  Exxon  and  Mobil  at  more  like  ten  and  eight  times  cash  flow. 


ing  through  the  flare  pipe  indicate 
the  well  will  produce  6  billion  cubic 
feet  of  natural  gas  over  a  seven-year 
life.  At  today's  gas  prices,  Nuevo's 
share  is  $4  million  in  revenue  after 
royalties  and  extraction  taxes. 

Investments  like  Nuevo  have 
helped  Rice  steer  the  $160. million 
retail  Global  Resources  Fund  to  a 
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23%  compound  annual  return  over 
the  past  five  years.  (He  also  runs 
$900  million  in  pension  funds.)  That 
puts  the  fund  eight  points  a  year 
ahead  of  the  s&P  500  index — and 
nine  points  ahead  of  his  natural 
resource  sector  fund  peers. 

Rice  couldn't  have  made  this  kind 
of  money  investing  in  Exxon  and 


Royal  Dutch/Shell.  "Most  people 
buy  a  natural  resource  fund  to  balance 
out  risk — so  it'll  zig  when  the  rest  of 
the  market  zags,"  the  fund  manager 
explains.  "What  they  don't  realize  is 
that  large-cap  oils,  like  Exxon  and 
Mobil,  more  follow  the  s&P  than 
counter  it.  And  many  resource  funds 
only  buy  large  caps." 


Money  manager  Dan  Rice 

If  you  can't  stand  the  heat, 

you  don't  belong  in  gas  exploration. 

Rice,  45,  with  17  years  in  the 
energy  business,  doesn't.  He  loads 
Global  with  small  energy  producers — 
now  80%  of  his  portfolio — names  like 
Abacan  Resource,  Atwood  Oceanics 
and  Seagull  Energy.  The  rest  of  the 
portfolio  goes  into  gold  (7%)  and 
other  precious  metals.  Rice  likes  fast- 
growing  firms  with  market  capitaliza- 
tion under  $1  billion.  He  also  wants 
them  to  trade  at  below-market  ratios 
of  price  to  cash  flow  (in  the  sense  of 
net  income  plus  depreciation  and 
deferred  taxes). 

Nuevo,  for  example,  which  Rice 
bought  at  an  average  cost  of  22%  and 
which  is  now  at  45%,  trades  at  5.4 
times  estimated  1997  cash  flow. 
Exxon  trades  at  1 0  times  coming  cash 
flow.  Says  Rice:  "You  ask  yourself: 
Why  is  the  market  penalizing  the 
small  caps?  The  answer  is  that  there 
must  be  a  huge  fear  factor.  And  that 
fear  is  the  price  of  oil  collapsing." 

Sure,  Nuevo  would  get  killed  in  a 
commodity  price  collapse.  It  cannot, 
like  Exxon  and  Mobil,  make  up  in 
gasoline  retailing  what  it  loses  at  the 
wellhead.  But  the  other  side  of  the 
coin  is  that  if  oil  prices  rise,  Nuevo 
will  get  more  of  a  kick.  Rice  is  a  bull 
on  energy  prices.  "World  demand  for 
petroleum  will  only  increase  as  devel- 
oping countries  become  mass  con- 
sumers," he  predicts. 

Another  way  to  make  money  on 
small  oil  and  gas  exploration  compa- 
nies is  to  get  ones  that  know  how  to 
find  oil.  Abacan  Resource,  which 
Rice  began  buying  a  year  and  a  half 
ago  at  3,  reported  an  oil-finding  cost 
of  $1  per  barrel  for  1995.  Exxon's 
finding  cost  that  year:  $4.  (See  table.) 
Abacan  is  now  trading  around  8!4. 

The  last  way  that  small  companies 
can  beat  out  Exxon:  by  being  taken 
over.  Last  year  8  of  Rice's  80  hold- 
ings were  bought  at  premiums. 

If  you  share  Rice's  thoughts  about 
world  energy  demands,  consider 
Global  Resources  Fund.  But  be  ready 
for  a  wild  ride.  This  fund  is  volatile, 
has  a  4.5%  front-end  sales  load  and 
has  moderately  high  annual  expenses 

of  1.75%.  mm 
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MINIS 


eath  of 
a  dream 

It  sounded  like  a  good  idea:  Buy  overlooked  stocks 

and  sell  when  the  institutions  move  in. 

So  why  is  the  Shadow  Stock  Fund  such  a  bomb? 


By  Thomas  Easton 

It's  almost  a  cliche  on  Wall  Street: 
We  buy  unloved,  underfollowed, 
undervalued  companies.  Eventually 
the  big  institutions  discover  these 
little  gems.  When  they  do,  we  sell 
into  the  rally. 

Sounds  like  a  great  way  to  make 
money.  But  it's  easier  said  than 
done.  Witness  the  Shadow  Stock 
Fund,  which  opened  not  quite  ten 
years  ago  with  just  this  strategy  and 
has  badly  underperformed  the  mar- 
ket averages. 

The  impetus  behind  the  Shadow 
Stock  Fund  was  academic  research 
popularized  by  the  American 
Association  of  Individual  Investors, 
a  Chicago- based  outfit  that  pro- 
vides information  to  do-it-yourself 
money  managers.  The  AAII  Journal 
publishes  lists  of  what  it 
calls  "shadow  stocks" — 
stocks  of  small  companies 
(market  capitalization 
below  $200  million)  that 
have  less  than  15%  institu- 
tional ownership  and  are 
covered  by  fewer  than 
three  analysts. 

It  would  have  been 
impractical,  however,  for 
individual  investors  to 
hold  these  huge  portfolios, 
which  ran  to  as  many  as 
400  stocks.  In  1987  James 
Cloonan,  then  president 
and  now  chairman  of  the 
association,  got  together 
with  Jones  &  Babson,  a 
Kansas  City,  Mo.  money 
manager,  to  set  up  a  fund 
to  hold  stocks  meeting  the 
aaii  criteria.  Cloonan 
receives  an  annual  advisory 


fee  of  0.2%  of  the  fund's  assets. 

The  fund  set  about  buying  shares 
of  such  outfits  as  Celebrity  Inc.,  a 
wholesaler  of  artificial  flowers,  Earl 
Scheib  Inc.,  which  paints  used  cars, 
and  Dixie  Yarns,  a  textile  manufac- 
turer. Sure  enough,  these  were  not 
institutional  favorites.  They  still 
aren't — and  for  good  reason.  Since 
then,  earnings  per  share  at  these 
three  companies  have  gone 
nowhere,  while  earnings  of  the  s&r 
500  have  grown  close  to  50%.  The 
Dow  has  more  than  doubled  since 
Shadow  Stock  bought  the  shares; 
Celebrity,  Earl  Scheib  and  Dixie 
Yarns  have  fallen  to  less  than  half 
Shadow's  purchase  price. 

Total  return  on  the  Shadow  Stock 
Fund  has  averaged  9%  a  year  during 


its  existence,  to  13%  for  the  s&P 
500.  The  fund  was  never  a  winner 
at  getting  customers,  either;  assets 
reached  a  modest  $30  million  to 
$40  million  in  1993  and  have 
stayed  in  that  range  ever  since. 

Blame  poor  management?  The 
portfolio  manager  is  no  dummy.  He 
is  60-year-old  Roland  (Nick) 
Whitridge,  whose  other  fund, 
Babson  Value  Fund,  is  a  Forbes  Best 
Buy,  with  an  18.6%  return  since 
1991.  "As  a  shareholder  myself,  I'm 
disappointed,  too,"  says  Whitridge. 

But  his  hands  are  tied.  By  charter, 
Shadow  Stock  has  to  confine  itself 
to  stocks  that  meet  the  aaii  criteria, 
a  buy  list  that  has  only  300  to  400 
of  more  than  7,000  publicly  traded 
companies.  Shadow  Stock  owns  236 
of  these. 

Drawing  from  academic  studies, 
Cloonan  concluded  that  the  fund 
should  have  broad  diversification 
across  industries  and  should  empha- 
size companies  trading  at  low  multi- 
ples of  book  value.  But  to  satisfy  the 
diversification  requirement,  the 
fund  decided  not  to  invest  in  the 
segment  that  most  comprehensively 
meets  its  book  value  criterion:  bank 
stocks. 

"Too  many  would  have  quali- 
fied," says  Whitridge.  "In  hind- 
sight, that  would  have  been  a  smart 
thing  to  do."  An  era  of  bank  con- 
solidation ensued  over  the 
I  past    decade,    with  one 
S  small  bank  after  another 
%  being  scooped  up  at  a  nice 
premium. 

Shadow's  rules  also 
require  that  the  fund  hold 
only  companies  that  have 
produced  three  consecu- 
tive years  of  profits  in 
excess  of  $1  million.  That 
eliminates  some  new  tech- 
nology companies,  even 
very  promising  ones,  and  it 
can  eliminate  cyclical  com- 
panies, even  those  trading 
at  bargain  multiples  of 
their  book  value. 

So  much  for  owning 
unloved  stocks.  Don't 
knock  those  institutions. 
Maybe  they  know  a  thing 
or  two  about  finding  the 
next  Wal-Mart.  H 
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Discover  Your  Own  Reasons.. 


More  and  More  People 
Are  Switching  Their  IRAs 
to  Prudential  Securities 

(And  for  some  very  good  reasons) 


Another  Good 
Reason:  Personal 
Financial  ArchitectSM 


Now,  using  Personal  Financial 
Architect  software,  you  and  your 
Financial  Advisor  can  get  instant 
answers  to  your  most  important 
retirement  questions. 


Here's  how  it  works: 

•  During  a  free  consultation,  you 
and  your  Advisor  will  take 
inventory  of  your 

current  situation  ond  your 
anticipated  needs. 

•  Personal  Financial  Architect 
uses  this  information  to 
project  your  potential 
path  to  retirement. 

•  Finally,  you'll  get  on-the-spot 
answers  to  o  variety  of  "what 
if"  scenarios.  And  you'll  leave 
your  consultation  with  a 

free  written  analysis  of  your 
retirement  savings  situation. 


At  Prudential  Securities,  you'll  find  personalized  investment  guidance,  a  wide 
variety  of  popular  investment  choices,  even  a  no-annual  fee  IRA  for  life — just 
a  few  reasons  so  many  are  making  the  switch. 


The  power  of  one-to-one  guidance. 

At  Prudential  Securities,  we  take  a  personal 
approach  to  retirement  planning.  A  knowledge- 
able Financial  Advisor  will  sit  down  with  you  to 
learn  your  retirement  objectives,  risk  tolerance 
and  other  special 
needs.  Then  you'll 
work  together  so  you 
can  choose  invest- 
ments that  are  right 
for  you  and  make 
adjustments  as  your 
needs  change. 

A  world  of  investment  possibilities. 

Prudential  offers  you  smart  ways  to  put  your 
retirement  dollars  to  work.  Like  our  new 
PruChoiceSM  program,  which  offers  over  200 
load  and  no-load 
mutual  funds  from 
well-known  fund 
families — plus 
the  help  of  a 
Financial  Advisor, 
all  for  one  low 
annual  program  fee 
of  1.25%  of  assets. 


iese 


Use  the  PruChoice  " 
program  to  choose  these 

and  other  popular 
mutual  funds  for  your  IRA' 

Jonus  Worldwide  •  MFS  Emerging  Growth 
Montgomery  Growth  •  PBHG  Growth 
Prudential  Equity  •  Robertson  Stephens 
Value  +  Growth  •  Strong  Opportunity 
Twentieth  Century  Ultra 


No-Fee  IRA  programs.  Tired  of 
paying  IRA  fees  year  after  year?  Simply  make 
a  contribution  of  just  $250  and  you'll  pay  no 
annual  IRA  custodial  fee  for  that  year.  Or,  through 
April  15,  transfer  $25,000  or  more  in  IRA  assets 
to  your  new  Prudential  Securities  IRA  and  we'll 
waive  the  custodial  fee  for  life! 


Timely  info  to  keep  you 
up  to  date.  Prudential 
Securities  is  committed  to 
providing  you  with  the 
resources  you  need  to  make 
smart  investment  decisions. 
Like  our  new  free  brochure, 
A  Smart  Move  for  a 
Sound  Retirement, 
which  includes  important 
information  on  the 
new  Spousal  IRA  rules. 


Call  today  for  your 
free  brochure! 


Find  out  how 
the  new  Spousal  IRA 
rules  can  benefit  you! 


1  -800-654-5454  ext.  88 


www.prusec.com 


(®  Prudential 


Securities 


'For  more  complete  information  about  any  funds  available  through  PruChoice,''  including  charges  and  expenses,  obtain  a  prospectus  by  calling  the  number  above.  Please  read  the  fund's 
prospectus  carefully  before  you  invest  or  send  money.  1 2b- 1  fees  may  apply.  ©  1/97  Prudential  Securities  Incorporated,  One  Seaport  Plaza,  NY,  NY  10292.  Member  SIPC. 


STATISTICAL  SPOTLIGHT 


Tm  little  engine 
that  could 

In  the  computer  age,  railroads  sound  pretty  musty. 
But,  hey,  take  a  look  at  these  short-liners. 


By  Eric  S.  Hardy 

At  the  big  auto  companies,  such  as 
GM,  union  labor  costs  $27  an  hour, 
not  including  benefits.  So  the  auto 
companies  are  arranging  to  have 
parts  like  seats  and  axles  made  by 
other  firms.  Otherwise  how 
can  they  compete? 

Railroads  are  outsourcing 
for  the  same  reason.  They  are 
selling  off  low-volume  spur 
lines  where  the  volume  won't 
support  union  wage  rates  to 
newly  formed,  usually 
nonunion,  railroads. 

So-called  Class  II  and  Class 
III  railroads — those  with 
annual  revenue  below  $256 
million — are  exempt  from 
some  of  the  government  reg- 
ulation to  which  the  largest 
railroads  are  subject.  Wage 
costs  at  the  smallest  railroads 
can  be  as  low  as  $10  an  hour. 
So  the  short  lines  can  absorb 
lower  shipping  rates  and  still 
turn  a  profit. 


The  $204  million  (sales)  Florida 
East  Coast  railroad  owns  seven  sub- 
sidiaries which  serve  the  East  coast  of 
Florida.  The  company  enjoys  a 
monopoly  between  Jacksonville  and 


Chadwicks,  N.Y.  station,  on  a  Delaware  Otsego  line 
Farm  team  for  Conrail. 


West  Palm  Beach.  Economies  of 
scaler  Not  in  this  business.  Compare 
operating  margins  (net  before  inter- 
est and  taxes,  divided  by  revenues). 
Florida  East  Coast's  is  17%.  At  CSX 
Transportation,  a  big  competitor, 
the  number  is  11%. 

There's  plenty  of  room  for  expan- 
sion in  small  railroads,  says  Morgan 
Keegan  analyst  Arthur  Hatfield.  He 
estimates  that  big  railroads  will  sell 
30,000  miles  of  track  over  the  next 
three  to  five  years.  An  important 
legal  point:  Holding  companies  that 
own  a  collection  of  small  lines  do  not 
have  to  aggregate  revenue  in  deter- 
mining their  size  class. 

Most  of  the  500  small  railroads  in 
the  U.S.  are  tiny,  may  not  even  have  a 
regular  schedule  and  would  have  a 
hard  time  raising  capital  to 
expand.  As  the  excess  track- 
age of  the  giants  gets 
dumped,  publicly  traded 
companies  will  get  the  choic- 
est pieces. 

Some  of  the  publicly  trad- 
ed Class  II  and  Class  III  rail- 
roads, like  Wisconsin  Central 
Transportation,  are  close  to 
pure  plays  in  railroading; 
others  are  more  diversified. 
RailAmerica  owns  12  rail- 
roads comprising  1,000 
miles  of  track  in  eight  states, 
but  it  got  two-thirds  of  its 
estimated  $34  million  in 
1996  revenue  from  manu- 
facturing truck  trailers  and 
operating  a  trucking  service 
in  the  Midwest.  ■ 


On  the  right  track 


Company/primary  region 

Recent 
price 

Railroad 
revenue1 

earnings 

Price  divided  by- 
sales  book 
value 

cash 
flow 

Sales 
($mil) 

Market 
value 
($mil) 

Average 

daily 
volume2 

Delaware  Otsego/Mid-Atlantic 

10'/2 

94% 

NM 

0.6 

0.5 

6.7 

$32 

$18 

1 

Florida  East  Coast/Florida 

94'/s 

80 

29.7 

4.2 

1.4 

16.5 

204 

852 

13 

Genesee  &  Wyoming/diversified3 

34 

100 

17.6 

2.1 

3.4 

9.7 

88 

187 

17 

Providence  &  Worcester/New  England 

8!/2 

100 

33.0 

1.0 

0.5 

9.6 

19 

'  19 

2 

RailAmerica/Michigan 

53/4 

33 

66.0 

1.1 

2.5 

23.7 

344 

35 

10 

RailTex/nationwide5 

18 

100 

17.1 

1.4 

1.4 

8.4 

117 

164 

45 

St  JoeVFIorida 

733/s 

56 

12.2 

5.3 

1.9 

10.6 

425 

2,238 

4 

Wisconsin  Central/Wisconsin 

373/4 

100 

41.0 

7.4 

2.4 

33.0 

259 

1,915 

19 

'Percentage  of  operating  revenue  from  short-line  railroads.  'Thousands  of  shares.  'Operates  in  Illinois,  Louisiana.  New  York,  Oregon  and  Pennsylvania.  'Estimated. 
'Operates  in  20  states  plus  Canada  and  Mexico.  k0wns  54%  of  Florida  East  Coast  plus  other  railroads.  NM:  Not  meaningful. 

Source:  Market  Guide  via  OneSource  Information  Services. 


Short-line 
railroads  can 
thrive  on  routes 
where  the  giants 
lose  money. 
These  eight  will 
be  looking  for 
opportunities  in 
30,000  miles 
of  track  that 
the  big  railroads 
may  want 
to  dispose 
of  by  2002. 
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O  "  n 


ce  19  00,  Medical 


science  has  extended 
the  average  life  span 

3  1  yea  rs . 


We  assume  you'll  want  to  spend  every 
extra   second   talking   about  insurance. 


If  you're  like  us,  insurance  is  your  life.  But  in  case 
m're  one  of  those  rare  few  who  has  interests  besides  property 
id  liability  insurance,  we'll  make  this  brief.  Having  been  in 
le  medical  liability  insurance  business  for  more  than  60  years, 
;'re  able  to  draw  on  a  comprehensive,  comparative  database  of 
formation.  We're  backed  by  more  than  $10  billion  in  assets 


and  consistently  receive  high  ratings  from  A.M.  Best,  Standard 
&  Poor's  and  Moody's.  All  of  which  means  you  can  spend  less 
time  wotrying  about  insurance.  After  all,  medical  science  has 
given  us  more  time.  We're  just  returning  the  favor. 


(pan  Jir  i  from  199$  U.S.  Census  "Statistical  Bulletin."  averaging  all  U.S.  races  provided. 

St.  Paul  Companies.  Ine„  headquartered  in  Saint  Paul,  Minnesota,  is  a  group  of  companies  providing  property  and  liability  insurance  products  and  services  throughout  the  world. 

ical  liabiiity  insurance  is  ofTered  through  St.  Paul  Medical  Services,  a  division  of  St.  Paul  Fire  &  Marine  Insurance  Company,  a  member  of  The  St.  Paul  Companies.  Inc.  www.Mpaul.com 


taxing  matters 


Doing  well  by 
doing  good 

Are  you  stuck  with  an  IRA  that  will 
go  into  meltdown  when  you  die? 
A  charitable  remainder  trust  will 
cut  your  heirs'  income  tax  bill. 


By  Carolyn  T.  Geer 


are 


Untold  numbers  of  people 
blissfully  unaware  that  their  iRAs  are 
poised  to  die  when  they  do.  In  cer- 
tain unpleasant  combinations  of  cir- 
cumstances, tax  laws  dictate  that  an 
IRA  goes  into  liquidation  within  a 
year  of  the  owner's  death.  Between 
estate  taxes  and  income  taxes,  there 
probably  won't  be  much  left  over  for 
the  heirs. 

There  is  an  out,  however,  that  a  lot 
of  smart  estate  planners  are  recom- 
mending these  days  for  people  with 
$1  million-plus  IRAs.  You  set  up  a 
charitable  remainder  trust  to  receive 
the  IRA.  Heirs  get  income  from  the 
trust  during  their  lifetime.  When  they 
die,  the  principal  goes  to  a  tax- 
exempt  organization  like  a  hospital, 
church  or  college. 

There  are  two  objectives  to  this 
strategy.  One,  of  course,  is  to  benefit 
a  charity.  The  other  is  to  postpone  or 
eliminate  the  income  tax  bill  on  the 
IRA  assets,  thus  benefiting  the  chil- 
dren or  grandchildren.  These  heirs, 
moreover,  can  get  the  lion's  share  of 
the  benefits.  In  some  cases,  says 
Natalie  B.  Choate,  an  estate-planning 
lawyer  in  Boston,  they  can  be  left 
better  off  financially  than  if  you  had 
made  no  charitable  bequest  at  all. 

How  do  you  get  in  this  fix,  where 
you  need  an  exotic  solution?  It  starts 
with  an  all-important  deadline  in  the 
law  on  IRAs,  the  Apr.  1  after  you  turn 
70]A.  By  then  you  must  make  an  irre- 
vocable choice  about  how  to  take 
required  minimum  distributions  from 
your  IRA.  The  problem  usually  arises 
when  IRA  owners  with  spouse-benefi- 


\    -  - 


ciaries  choose  payouts  based  on  an 
annually  recalculated  life  expectancy 
for  both  themselves  and  their  spous- 
es. Over  the  past  ten  years  most 
people  have  chosen  this  so-called 
joint  recalculation  method  because  it 
results  in  the  smallest  possible  distri- 
butions, and  because  it  is  pushed  by 
IRA  custodians  and  even  Uncle  Sam. 

If  the  IRA  owner  dies  before  the 
spouse,  all  will  be  well.  At  that  point 
the  spouse  can  roll  over  the  IRA  into 
his  or  her  name,  appointing  children, 
grandchildren  or  whomever  as  bene- 
ficiaries. Payouts  can  then  be  recom- 
menced over  the  joint  life  expectan- 
cies of  the  spouse  and  the  young 
heirs,  setting  the  stage  for  decades  of 
tax-deferred  compounding.  We  call 
these  long-lived  IRAs  "stretchout 
IRAs"  and  have  explained  them  in  sev- 
eral Taxing  Matters  articles  (see  our 
Web  site,  www.forbes.com/taxes) . 

The  problem  comes  when  the 
spouse  dies  first  and  the  owner  is  past 
the  Apr.  1  deadline.  In  that  case,  the 
IRA  must  be  distributed  to  heirs  in  a 
lump  sum  within  a  year  of  the 
owner's  death.  For  older  couples 
where  the  husband  is  the  IRA  owner, 
there's  as  much  as  a  40%  chance  that 
the  wife  will  die  first,  warns  Bruce  J. 


Temkin,  an  actuary  and  IRA  expert  in 
Encino,  Calif. 

The  way  out  of  this  predicament 
involves  naming  a  charitable  remain- 
der trust  as  beneficiary.  An  annual 
payout  goes  from  this  trust  to  your 
taxable  heirs — say,  your  children.  The 
payout  can  be  quite  large,  enough  to 
consume  all  the  income — or  even,  if 
you  want  to  push  the  envelope  a 
little,  bite  a  bit  into  the  principal. 
When  the  children  die,  whatever  is 
left  in  the  trust  goes  to  the  charity. 

This  maneuver  has  scant  effect  on 
estate  taxes.  There  is  a  modest  estate - 
tax  deduction,  calculated  as  the  dis- 
counted present  value  of  the  future 
payout  going  to  the  charity.  In  most 
cases,  this  is  going  to  be  a  small 
number. 

Nor  does  the  trust  get  any  income 
tax  exemption  on  its  new  earnings  if 
they  are  going  to  the  children.  The 
aim  of  the  game,  rather,  is  simply  to 
prevent  an  immediate  income  tax  bill 
on  the  principal  in  the  ira. 

Consider  this  example  from  attor- 
ney Choate,  author  of  Life  and 
Death  Planning  for  Retirement  Ben- 
efits, who  recently  set  up  an  estate 
plan  using  this  technique:  A  husband 
and  wife  are  73  and  71,  respectively. 
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The  wife  is  the  prime  heir  of  the  hus- 
band's $3  million  IRA,  but  if  she  dies 
first,  then  a  charitable  remainder  trust 
kicks  in  as  contingent  heir.  Beneficia- 
ries of  the  trust,  besides  the  charity, 
will  be  their  two  children,  ages  46 
and  44. 

Let's  say  the  wife  dies  tomorrow 
and  the  husband  the  day  after  that. 
Without  the  remainder  trust,  this  is 
what  would  happen:  The  IRA  would 
be  liquidated,  creating,  after  a  deduc- 
tion for  estate  taxes,  $1.8  million  of 
taxable  income.  (We're  assuming  a 
separate  fund  was  set  up  to  pay  the 
estate  taxes.)  Assuming  a  39.6% 
income  tax  bracket,  the  children 
would  be  left  with  $2.3  million 
between  them,  in  round  numbers. 
Invested  in  bonds  yielding  7%,  this 
sum  would  generate  a  pretax  income 
of  $159,000  a  year. 

Now  try  the  same  estate  with  the 
benefit  of  the  trust.  The  full  $3  mil- 
lion of  IRA  principal  escapes  income 
tax.  At  that  7%  the  trust  generates 
$210,000  a  year  of  income  for  the 
children,  a  $51,000  improvement. 
They'd  also  get  a  modest  saving  on 
the  estate  taxes  they  are  paying  from 
other  assets.  And  don't  forget  that 
the  charity  is  a  winner,  too.  It  will  get 
the  $3  million  someday. 

Sounds  almost  too  good  to  be 
true.  What's  the  catch?  Just  a  politi- 
cal one.  There's  always  a  chance  that 
Congress  will  close  the  loophole  that 
makes  this  sort  of  deal  possible:  the 
tax  rule  that  says  a  charitable  remain- 
der trust  is  100%  exempt  from  tax  on 
the  IRA  principal,  even  if  the  charity  in 
question  is  getting  far  less  than  1 00% 
of  the  trust's  payouts. 

A  few  caveats:  The  children  (and 
their  heirs)  don't  do  very  well  with 
the  remainder  trust  if  they  die  young. 
Also,  if  they  were  planning  to  put 
their  inheritance  into  property  that 
generates  more  capital  gains  than  cur- 
rent income,  the  charitable  remainder 
trust  doesn't  look  so  terrific. 

Finally,  in  addition  to,  or  in  lieu  of, 
the  charitable  trust,  you  as  IRA  owner 
could  start  withdrawing  more  than 
the  minimum  required  IRA  distribu- 
tions now.  For  the  next  three  years 
this  option  can  get  you  out  of  a  15% 
IRA  surcharge  (Forbes,  Aug.  26, 
1996),  while  a  charitable  remainder 
trust  cannot.  !■ 
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"Deep  discounts. 
Experienced  investors. 
No  dress  code/* 


George  A.  Brown  . 

Chairman  &  CEO  <sj 


19 


PER  TRANSACTION 
UP  TO  5000  SHARES 


MARGIN  RATES  UP  TO 


BELOW 

BROKERS'  CALL 


Market  <£  Limit  •  Voice  &  Electronic  •  Listed  & 
Nasdaq  •  Assignments  &  Exercises 


I  offer  a  flat  rate  of 
just  $19  on  trans- 
actions up  to  • 
5,000  shares  and 
what  I  think  is  the 
best  deep  discount  pack- 
age in  the  business.  If  you  have  at  least  five  years 
experience  and  $15,000  in  stock  or  cash  to  open 
an  account,  call  1-800-822-2829. 

Operator  #  756 

BROWN^COMPANY 

Deep  Discounts  For  The  Experienced  Investor 

Offices  Nationwide  •  One  Beacon  Street,  Boston.  MA  02108-3 102 
Fax:  6 1 7-624-65 1 0  •  http://www.brownco.com 


Member  NYSE  and  other  principal  stock  and  option  exchanges.  Established  I960. 
An  affiliate  of  Chase  Manhattan  Bank.  Member  SIPC.  ©  1997  Brown  &  Company 


Laucala  Island. 


Vacation  in  a  private  paradise,  as  tropical  and  secluded 
as  any  undiscovered  island.  Visit  Laucala,  a  Forbes 
Magazine  South  Pacific  Property  in  the  Fiji  Isles. 

This  pristine  paradise  offers  the  world's  finest 
scuba  diving  and  snorkeling.  Windsurf.  Sail. 
Play  tennis.  Waterski.  Go  deep-sea  fishing  on 
board  the  island's  private  fishing  boat.  Relax  by 
the  pool.  Do  it  all.  Or  do  nothing  at  all. 

Laucala  is  the  ultimate  vacation  experience  — 
the  finest  amenities  without  the  formalities.  All 
this  for  just  $2,495  pp  for  8  days  and  7  nights 
(plus  Fiji  tax).  And  that  includes  every  thing.  With 
its  own  private  runway  and  daily  scheduled  com- 
mercial flight,  Laucala  is  the  perfect  getaway. 

For  more  information, 
call  1-800-FORBES-5. 
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THE  MUHLENKAMP  FUND 


"My  money  is  in  it. 
My  name  is  on  it." 

Ron  Muhknkamp, 
Fund  Manager 


AVERAGE  ANNUAL  RETURNS  THROUGH 
DECEMBER  31, 1996 


ONE  YEAR 

30.0% 

THREE  YEAR 

17.1% 

FIVE  YEAR 

17.0% 

SINCE  INCEPTION 

38)  14.9% 

>•  100%  No  load  >  IRA's  Available 
>  $200  min.  investment 

CALL  1-800-860-3863 

FOR  A  FREE  PROSPECTUS  AND 
MORE  INFORMATION. 


A 


Muhlenkamp  &  Company,  Inc. 

12301)  Perry  Highway  •  Wexford,  PA  15090 
Internet  Address:  http://rauhlenkamp.com 

Please  read  the  prospectus  carefully  before  you  invest. 
This  offer  is  made  to  persons  residing  in  jurisdictions 
where  such  otter  can  legall)  be  made  ftlSt  performance 
does  not  guarantee  future  results  Fund  shares  when 
redeemed  ma\  be  worth  more  or  less  than  original  cost. 


Fide  lity    Is    Discount  Brokerage 


Switch  to  the  account  that  puts  you 
on  top  of  all  your  investments. 


Save  over  $2,000  a  year  with  the  Fidelity  Ultra  Service  Account® 


Full-Cost  Brokers 

Fidelity 

Savings 

Annual  Fee 

(for  active  accounts ') 

$83 

$0 

$83 

Commissions2 

$3,070 

$1,265 

$1,805 

Margin  Interest3 

(on  $25,000  balance) 

$2,508 

$2,075 

$433 

Total  Savings: 

$2,321 

And  brings  down  your  costs. 


The  Fidelity  Ultra  Service  Account®  can  help  lower  your  costs. 
Without  sacrificing  the  services  you  may  need. 

Access  to  cash.  7  days  a  week,  24  hours  a  day. 

You  can  make  ATM  withdrawals.  Write  checks.  Use  a  free  Visa® 
Gold  Check  Card.  Even  go  online  to  place  orders. 

Unlimited  investment  opportunities. 

Buy  domestic  and  international  stocks.  Options.  Fixed-income 
securities.  Precious  metals.  UITs.  CDs.  T-bills.  You  name  it. 

Largest  selection  of  mutual  funds  in  the  nation. 

Fidelity  FundsNetwork®  offers  over  3,300  mutual  funds,  from 
over  300  fund  families.  Hundreds  come  with  no  load  and  are 
available  without  paying  a  transaction  fee  to  Fidelity.4 

llp-to-the  minute,  third-party  research. 

Our  Real-Time  ResearchSM  package  gives  you  reports  from 


Momingstar.  Standard  &  Poor's.  Investor's  Monthly.  FundsNetwork 
FundScreens.  Even  Argus.  First  Call.  And  Vickers. 

Total  control  over  your  portfolio. 

Your  monthly  statement  tells  you  the  net  value  of  your  portfolio. 
The  transactions  you've  made.  The  cost  basis  on  all  your  mutual 
funds.  And  your  monthly  and  year-to-date  earnings. 

Substantial  savings  over  your  full-cost  broker. 

You  save  on  annual  fees.  On  margin  rates  and  on  commissions. 
As  shown  above,  we  could  save  you  as  much  as  $2,321  annually. 

So  switch  to  the  Fidelity  Ultra  Service  Account.  Questions?  Our  reps 
are  always  ready  to  talk  with  you.  24  hours  a  day.  7  days  a  week. 

Request  your  Fidelity  Ultra  Service  Account  kit. 
Call  us  today. 


Fidelity 
Investments® 


1-800-544-2898 


www.fidelity.com 


TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.-9  p.m.  ET. 

For  more  complete  information  on  any  fund  available  through  Fidelity  including  charges  and  expenses,  call  for  a  free  prospectus. 
Please  read  it  carefully  hefore  you  invest  or  send  money. 

'Active  accounts  arc  those  with  at  least  one  commissionable  trade  per  year.    jBased  on  an  October  1996  survey  of  certain  full-cost  brokers  for  10  equity 
trades  of  500  shares  at  $30/share.  Minimum  commissions  are  subject  to  change.  Savings  will  vary  based  on  the  size  and  nature  of  trades.  The  commissions 
in  the  above  chart  i  epresent  an  average  taken  from  the  survey.    'Margin  Interest  represents  annual  interest  charges  for  an  average  of  three  full-cost  brokers' 
margin  rates  of  <)..•»'•...  1  ■    and  10"...  based  mi  a  1/l-tAr  survey.  Fidelity's  margin  interest  is  based  on  an  8%  rate.  All  margin  rates  compounded  monthly. 
'All  fees  as  described  in  the  fund's  prospectus  applv.  For  more  information  on  the  FundsNetwork  program,  call  for  a  FundsSelwork  Performance  Directory 
Fidelity  Ultra  Service  is  a  service  of  Fidelity  Brokerage  Services,  Inc.  Member  NTSE,  SIPC.  2b/24888.001 


THE  FORBES /BARRA  WALL  STREET  REVIEW 


BY  ERIC  S.  HARDY 


For  investors  worried  about  volatility 
on  Wall  Street,  consider  this  observa- 
tion: Since  the  start  of  1988  the 
market  has  had  about  380  trading 
sessions  in  which  the  s&P  500  index 
moved  up  or  down  by  1%  or  more, 
but  only  16%  of  those  swings 
occurred  since  the  most  recent  leg  of 
the  bull  market  started  in  1995.  Still 
worried?  T.  Rowe  Price  New  Era 
Fund  Comanager  Charles  Ober  rec- 
ommends some  companies  that  he 
believes  will  appreciate  due  to  their 
own  fundamentals,  not  because  the 
overall  market  is  rising.  He  mentions 
natural  resource-based  companies 
(excluding  gold  shares),  singling  out 
two  forest  products  companies — 
Kimberly-Clark  and  Georgia-Pacif- 
ic— for  praise.  Both,  says  Ober,  can 
easily  raise  prices  for  finished  prod- 
ucts if  raw  material  prices  increase. 


Special  focus 


The  proposed  linkup  of  Morgan  Stanley 
and  Dean  Witter,  Discover  will  probably 
give  other  brokerage  firms  ideas — partic- 
ularly smaller  regional  outlets.  Below: 
eight  regional  brokerage  firms,  of  which 
the  most  expensive,  Interstate/Johnson 
Lane,  sells  for  11  times  latest  12-month 
earnings,  a  bargain  if  the  market  stays  hot. 


Regional  brokerages 


Company 
Advest  Group 
Atalanta/Sosnoff  Capital 
BHC  Financial 
First  Albany  Cos 
Hoenig  Group 
Interstate/Johnson  Lane 
Kinnard  Investments 
Sherwood  Group 


Source:  Market  Guide  via  OneSource  Information 
Services. 
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12-mo 
P/E 
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The  overall  market 
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The  Barra  All-US  price  index  as  of  2/14/97 

Market  value:  $9,102.3  billion 

P/E:  21.0 

P/E  minus  negative  EPS:  19.2 
Price/book:  3.1 
Yield:  1.7% 


12-month  closeup 
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Closeup  on  the  markets 


%  change  from 


Index  or  investment 

  2-week  change   

  1  year  ago 

5-year  high 

Barra  All-US  index 

2.0  % 

21.1  % 

-0.2% 

S&P/Barra  Growth  index1 

3.0 

HR  27.5 

-0.6 

S&P/Barra  Value  index 

2.7 

MB  22.0 

-0.2 

Dow  Jones  industrials 

2.6 

■1  270 

-0.5 

S&P  500 

2.8 

■B.  24.8 

-0.4 

NYSE 

2.8 

HI 

-0.2 

Nasdaq 

-0.9 

25.3 

-1.5 

PSE  Tech  100' 

-0.5 

■ 

25.1 

-0.5 

EAFE" 

0.8 

-0.5 

-5.1 

CRB  futures  index' 6 

0.2 

J 

-4.3 

-8.5 

Gold'  (Comex  spot) 

-0.7 

-15.5 

-17.5 

Yen  (per  $US) 

2.5 

■  18.1 

0.0 

Oil-  (W  Texas  Intermediate) 

22.1 

-16.7 

The  best  and  worst  performing  stocks 


2-week 

1997 

2-week 

1997 

Best 

Price 

change 

EPS' 

Worst 

Price 

change 

EPS' 

Converse 

22  >/2 

58% 

$0.59 

Sigma  Designs 

57/8 

-42% 

$0.84 

Ames  Department  Stores 

87/s 

40 

1.15 

3Com 

413/4 

-38 

2.68 

Electromagnetic  Sciences 

243/4 

37 

0.96 

Nu-kote  Holding 

5  1/2 

-37 

0.92 

Dendrite  International 

11 

35 

0.36 

Premisys  Communications 

167/8 

-37 

0.94 

Playboy  Enterprises 

153/s 

35 

0.36 

Fuisz  Technologies 

6!/8 

-34 

0.00 

The  best  and  worst  performing  industry  factors8 


Best 

2-week 
change 

Change 
since 
12/31/96 

Worst 

2-week 
change 

Change 
since 
12/31/96 

Life  insurance 

9.1% 

17.3% 

Pollution  control 

-8.4% 

8.8% 

Financial  services 

8.7 

17.9 

Oilfield  services 

-6.5 

2.5 

Photographic,  optical 

8.0 

16.6 

Water  transport 

-5.9 

4.1 

Savings  &  loans 

7.7 

19.8 

Business  equip 

-4.3 

0.8 

Banks 

7.6 

13.8 

Electronics 

-2.1 

11.2 

Note:  Data  for  period  ending  2/14/97.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on 
U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings 
growth.  '""Total  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  3A  price-weighted  index  of  100  widely  followed  U.S. 
technology  stocks.  Base  value  =  50  (adjusted),  12/31/82.  "A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  -Index  of  21 
commodity  futures.  'Source:  Knight-Ridder  Financial  Publishing.  'Estimate.  Source:  IBES  Express.  'Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics. 
Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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For*     ¥8.  U.S.  markets 

$180 


160 

140 


Value  of  $!00  invested  1/31/91 

S&P  500 


96  '97 


As  of  1/31/97 

S&P  500 

EAFE 

P/E 

21.8 

26.0 

Yield 

1.9% 

2.1% 

Price/book 

4.5 

2.3 

Developed  markets 

Emerging  markets 

Market 

Total  return' 
3  months  12  months 

P/E 

Total  return' 
3  months  12  months 

P/E 

Finland 

20% 

45% 

20' 

Morgan  Stanley  Capital  International  indexes 

Italy 

20 

19 

22 

Emerging  (EM)3 

8% 

8% 

18 

Norway 

20 

38 

12 

Emerging  (EMF)4 

9 

6 

17 

Spain 

17 

37 

18 

Market 

Denmark 

12 

23 

21 

Turkey 

59 

77 

15 

Japan 

-16 

-24 

101 

Hungary 

49 

NA 

30 

Australia 

0 

9 

18 

China4 

39 

38 

16 

Austria 

0 

-5 

19 

Thailand 

-15 

-45 

12 

New  Zealand 

1 

16 

17 

Korea 

-10 

-33 

15 

Switzerland 

2 

12 

22 

Chile 

-1 

0 

» 

BY  JOHN  H.  CHRISTY 


Last  year  stock  markets  in  Spain,  Sweden,  the  U.K.  and 
four  other  Western  European  countries  outperformed 
markets  in  the  U.S.  in  dollar  terms.  Arthur  Lerner,  a  vet- 
eran portfolio  manager  with  New  York- based  Arnhold  & 
S.  Bleichroeder,  thinks  Europe  is  still  a  buy.  He  especial- 
ly likes  small  and  midsize  companies  in  niche  industries. 

One  example:  KCI  Konecranes,  a  Finnish  crane  manu- 
facturer. "Not  the  most  exciting  business,"  says  Lerner, 
"but  they  have  excellent  fundamentals  and  strong  market 
share."  He  expects  kci's  pretax  profits  to  grow  this  year 


and  next,  thanks  to  a  large  backlog  of  orders.  Another: 
Industrie  Natuzzi  SpA,  an  Italian  maker  of  leather  sofas 
and  chairs.  Natuzzi's  New  York  Stock  Exchange-listed 
shares  sell  for  14  times  Lerner's  1997  earnings  estimate 
of  $1.50  per  share.  In  the  Netherlands,  Lerner  likes 
Koninklijke  Ahrend,  an  office-supply  distributor. 

Also  on  Lerner's  buy  list:  Christian  Dior,  the  French 
fashion  outfit.  Dior  has  a  12-month  trailing  p/e  of  22 — 
about  half  the  bourse's  average.  Lerner  bets  Dior's  earn- 
ings will  grow  at  a  20%  clip  over  the  next  few  years. 


Who's  hot 

Who's  not 

Company/country 

Business 

Price 

3-month 
price 
change 

P/E 

Company/country 

Business 

Price 

3-month 
price 
change 

P/E 

Cukurova  Elektrik/Turkey 

electric  utility 

$2.08 

158% 

34 

Jasmine  Intl/Thailand 

telecomm 

$1.42 

-48% 

12 

ASM  Lithography/Netherlands 

semicon  equip 

72.27 

101 

21 

Thorn/UK 

rental  centers 

3.03 

-46 

7 

MOL/Hungary 

energy 

20.01 

96 

135 

Giordano  Intl/Hong  Kong 

apparel 

0.56 

-44 

12 

Berjaya  Leisure/Malaysia 
Bank  Dagang  Nasional/lndonesia 

gaming 
bank 

2.29 
1.01 

85 
80 

78 
15 

Finance  One/Thailand 
Fujita/Japan 

financial  services 
construction 

1.32 
1.80 

-43 
-43 

8 
36 

Cheap  stocks  in  emerging  markets 

High-yielding  stocks  in  developed  markets 

Company/country 

Business 

Price 

Price/ 
book 

P/E 

Company/country 

Business 

Price 

Yield 

P/E 

Korea  Long  Term  Credit  Bank/Korea 

bank  ! 

515.61 

0.57 

S 

Harrisons  &  Crosfield/UK 

chemicals 

$2.07 

8.7% 

12 

Indian  Petrochemicals/India 

chemicals 

3.23 

1.16 

5 

British  Steel/UK 

steel 

2.40 

8.4 

5 

Hylsamex/Mexico 

steel 

4.09 

1.04 

5 

David  Jones/Australia 

department  stores 

1.14 

8.0 

8 

Cemex/Mexico 

Petrobras  Distribuidora/Brazil 

cement 
energy 

3.72 
18.94 

1.44 
0.72 

6 
6 

Caltex  Australia/Australia 
Cartiere  Burgo/ltaly 

energy 
paper 

3.18 
4.73 

7.9 
7.9 

12 

5 

Note:  Data  for  period  ending  1/31/97 

Selected  stocks  have  a  market  capitalization  of  at  least  $300  million.  All  prices  are 

in  U.S.  dollars.  'Shows  price  return  on  the  EAFE  index 

of  foreign  stocks  converted  into  U.S.  dollars.  Performance  numbers  reflect  both  local  price  change  and  currency  fluctuation.  For  developed  markets,  dividends  are  reinvested 
after  subtracting  foreign  withholding  tax.  For  emerging  markets,  gross  dividends  are  reinvested.  3lndex  of  stocks  available  to  foreign  and  domestic  investors.  4lndex  of  stocks 
available  to  foreign  investors.  NA:  Not  available.  Source:  Morgan  Stanley  Capital  International  via  OneSource  Information  Services. 
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As  The  Game  Progresses 
You  Need  More  Weapons 


Aficio200 

Expandable.  Digital.  A  Whole  New  Game. 

It  starts  as  a  digital  copier  with  the  finest  image  quality  and  advanced  copying 
features  -  like  electronic  sorting  -  standard.  Then  you  can  simply  add  major  digital 
functions    Like  a  digital  fax  with  auto-duplex.   Or  a  600  dpi  ■ 


laser  printer.  Modular.  Affordable.  Remarkable.  The  Aficio  200. 
By  Ricoh.  Call  1  800  63  RICOH  or  meet  us  at  www.ricoh.com 


C  1997  Rju>h  Corporation 
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Lig  1 

Investors  looking  for  a 
good  utility  stock  should 
consider  Siena  Pacific  Resources 
(SRP),  the  $627  million  (1996  rev- 
enues) electric,  gas  and  water  com- 
pany serving  parts  of  Nevada  and 
eastern  California.  William  Tilles, 
utility  analyst  at  Smith  Barney, 
thinks  die  stock  could  rise  five 
point  i,  or  16%. 

At  a  recent  28/<  Sierra  Pacific 
trades  at  11.6  times  the  $2.45  a 
share  Tilles  estimates  it  will  earn 
this  year.  That  compares  with  a 
multiple  for  all  utilities  of  12  times 
1997  estimates. 

Tilles  gives  three  reasons  nyse- 
listed  Sierra  Pacific  should  trade  at 
a  premium  to  its  rivals.  It  recently 
locked  in  a  favorable  rate  with  reg- 
ulators through  2000;  it  has  no 
nuclear  plants  and  it  has  long-term 

Aim  high 

If  you  like  turnaround 
bets,  check  out  Ames 
Department  Stores,  a  discount 
retailer  in  the  Northeast  whose 
stock  trades  on  Nasdaq.  At  a  recent 


8%,  Ames'  shares  have  more  than 
doubled  since  the  beginning  of  this 
year.  But  Walter  Schenker,  portfolio 
manager  at  Brook  Asset  Manage- 
ment, believes  the  stock  will  hit  14 
within  a  year.  It  now  trades  at 
around  seven  times  next  year's  earn- 
ings estimates. 

The  $2.16  billion  (estimated  fiscal 
1997  sales)  companv  emerged  from 
bankruptcy  almost  fi  e  years  ago 


power  contracts  with  many  of  its 
industrial  customers  like  Barrick 
Goldstrike  Mines,  North  America's 
largest  gold  producer. 

One  reason  the  stock  is  under- 
valued may  be  because  its  two-year- 
long attempt  to  merge  with 
Washington  Water  Power  Com- 
pany failed.  But  that  does  not  rule 
out  the  possibility  of  a  takeover  of 
SRP.  The  company's  gas  business 
makes  it  attractive.  Pacific  Gas  & 
Electric  and  PacifiCorp  are  possible 
acquirers. 

Growth  in  northern  Nevada's 
industrial,  commercial  and  retail 
businesses  should  push  Sierra 
Pacific's  revenues  up  5.4%  this  year; 
the  industry's  growth  averages  3%. 
Tilles  sees  the  stock  at  $33  over  the 
next  12  to  18  months;  with  a  4.3% 
yield,  that  gets  you  a  20%  return. 

-Caroline  Waxler 


and  is  now  on  sure  footing.  Mean- 
while, local  competitors  Bradlees 
and  Caldor,  both  in  Chapter  1 1 ,  are 
shutting  stores. 

Ames  should  benefit  from  the 
industry  upheaval:  It  picked  up 
some  cheap  leases  and  added  about 
$100  million  in  sales  buying  12 
Jamesway  stores  in  busy  locations 
last  year. 

Terrence  McCrary,  an  analyst 
with  Auerbach  Pollak  &  Richard- 
son, likes  Ames'  audience-specific 
stores.  If  the  neighborhood  is  Asian 
or  Hispanic,  for  example,  the  local 
Ames  can  stock  products  geared  to 
those  shoppers.  Ames  also  gives 
weekly  discounts  to  customers  55 
and  over.  Simple  ideas  that  move 
merchandise. 

McCrary  thinks  Ames  can  earn 
$1.30  a  share  in  fiscal  1998,  up  73% 
from  an  estimated  fiscal  1997  profit 
of  75  cents  a  share.  -C.W. 

Turboshort 

Restaurant-oven  seller  Tur- 
boChef,  Inc.  (trbo)  isn't 
much  of  a  company,  but  it's  one  hot 
stock.  In  the  first  three  quarters  of 
this  year  the  Dallas,  Tex.  company 
made  $2.3  million  in  sales;  it  lost 
$1.5  million.  The  stock  trades  at  1614 


on  Nasdaq,  about  78  times  sales. 

Why  so  overheated?  In  Turbo- 
Chef's  view,  it's  a  technology  com- 
pany, deserving  of  a  tech  multiple. 
Its  $1 1,000  oven,  basically  a  souped- 
up  microwave  with  high-velocity  hot 
air,  can  cook  a  16-inch  pizza  in  90 
seconds,  and  an  18-ouncc  tenderloin 
in  three  minutes,  with  taste  equal  to 
cooking  in  a  conventional  oven.  Not 
a  bad  concept,  but  worth  a  $225 
million  market  capitalization? 

Not  likely.  TurboChef  produces 
nothing  itself.  The  ovens  and  com- 
ponents come  from  a  supplier. 
Almost  all  the  company's  revenues 
come  from  Whitbread  Pic,  a  U.K. 
brewer  and  restaurant  operator  with 
6,500  outlets.  Shares  rose  25% — to 


22K— on  July  19,  1995,  after  the 
Whitbread  contract  was  announced. 
But  Whitbread  ordered  only  a  few 
hundred  ovens.  The  stock  rose  6% 
last  December  when  the  company 
announced  Southland  Corp.'s 
7-Eleven  subsidiary  had  ordered 
some  ovens. 

TurboChef's  chairman,  Jeffrey 
Bogatin,  wouldn't  say  how  many 
ovens  Southland  ordered.  "Confi- 
dential," he  says.  The  lone  "analyst" 
following  the  company  is  also  a  big 
investor.  Naturallv,  he  rates  it  a  buy. 

Its  1994  $2.50-a-share  ipo  (split- 
adjusted)  and  1996  secondary  offer- 
ing were  underwritten  by  Whale 
Securities.  These  folks  underwrote 
Presstek,  a  printing  company  whose 
stock  traded  at  1 ,000  times  earnings 
last  summer  before  it  fell  to  earth. 

That  fate  may  befall  TurboChef. 
One  money  manager  thinks  the 
stock  is  worth  $4.  The  shares  are 
borrowable,  but  may  be  squeezable. 
Short  carefullv.  -C.W.  wm 
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continued  from  p.  24 


Stearns  name  appears  on  their 
account  statements,  we  guarantee 
the  success  of  their  investments.  We 
give  the  clients  more  credit  for 
understanding  the  relationship  than 
you  do.  Each  client  is  explicitly 
informed  by  letter  and  certifies  in  his 
customer  agreement  his  understand- 
ing that  Bear,  Stearns  acts  only  as  the 
back  office  for  the  firm  who  provides 
him  with  investment  advice.  It  has 
been  our  experience  that  the  majori- 
ty of  investors  who  blur  this  distinc- 
tion do  so  only  in  their  attempt  to 
reach  Bear,  Stearns''  "deep  pockets." 

This  letter  is  hardly  the  place  for  a 
line  by  line  refutation  of  the  mis- 
takes, half  truths  and  distortions. 
Some  of  these  reflect  a  lack  of  under- 
standing of  how  the  clearing  busi- 
ness works  at  Bear,  Stearns.  Others 
appear  to  be  the  result  of  erroneous, 
slanted  and  unsubstantiated  rumor 
and  innuendo  from  an  alleged, 
unnamed  source. 

You  allege  Richard  Harriton  main- 
tained nominee  accounts  into  which 
introducing  brokers  placed  IPOs  to 
pay  him  off.  Mr.  Harriton  has  stated 
categorically  to  us  that  he  has  never 
been  given  any  IPO  by  any  firm  at  any 
time.  Our  own  investigation  has 
confirmed  that  there  is  absolutely  no 
basis  for  this  allegation. 

The  article  suggests  Mr.  Harriton 
runs  his  business  singlehandedly 
without  much  input  from  associates. 
In  fact  our  success  has  been  very 
much  a  Bear,  Stearns  team  effort. 

You  relied  heavily  on  the  "well- 
respected  securities  lawyer,"  a  biased 
litigant,  whose  client  is  pursuing  a 
claim  against  Bear,  Stearns.  We  vig- 
orously disagree  with  his  allegations. 

We  feel  certain  our  2,000-plus 
clearing  clients  are  too  sophisticat- 
ed to  give  any  weight  to  your  arti- 
cle. Bear,  Stearns  will  continue  to 
prove  its  case  by  providing  our 
clients  with  the  first-class  clearance 
services  to  which  they  have  grown 
accustomed. 

-The  Executive  Committee 
Bear,  Stearns  &  Co. 
New  York,  N.T. 

Far  from  depending  on  a  single 
source,  our  article  is  based  on  infor- 
mation from  numerous  reliable 
sources.-ED.  WU 
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Is  the 
new  SIMPLE  Plan 
right  for  you? 


Options  for 
small-business  owners 

Our  free  guide 
will  help  you 
compare  your 
retirement 
plan  options 
so  you  can 
choose  the 
one  that's 
best  for  you 
and  your 
business. 


T.  Rowe  Price  can 
help  you  find  out. 

If  you  own  a  business 
with  100  or  fewer 
employees  and  are  in 
the  market  for  a  retire- 
ment plan,  you  should 
carefully  consider  this 
new  option. 

The  SIMPLE  IRA  is  a 
new  retirement  plan 
designed  specifically  for 
small  businesses.  It's 
like  a  401  (k)  in  that 
both  you  and  your 

employees  contribute  to  the  plan.  The  difference  is  that 
the  SIMPLE  IRA  is  much  easier  to  set  up  and  less  expen- 
sive to  maintain.  Plus,  your  contributions  to  the  plan  are 
generally  tax-deductible  as  a  business  expense,  and  there 
are  no  IRS  filings  required. 

Get  all  the  answers  you  need.  For  additional  informa- 
tion about  the  new  SIMPLE  IRA,  call  T.  Rowe  Price  today. 
We'll  send  you  our  free  Retirement  Solutions  guide  along 
with  our  new  SIMPLE  IRA  kit. 


For  a  free  kit, 
call  our  retirement  representatives  today 

1-800-831-1455 

http://www.troweprice.com 


Invest  With  Confidence 

T.RoweRice 


'Ik 


T.  Rowe  Price  Investment  Smites,  Int.,  Distributor. 
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Advances  in  medicine  and  healthcare  are  helping  older  people  live  fuller,  more 
active  lives.  Ad  vane  e  d  th  inking  of  ano  th  er  kind  is  helping  affl  uent  seniors  preserve 
something  almost  as  important  as  their  hea  1th,  th  eir  wea  1th.  cl  ients  o  f  M  an  u  life 
Financial  were  the  fi  rst  to  hene  fit  f  rom  the  use  or  joint  -life  insurance  for  estate 
preservation.  And  our  expertise  on  the  suhject  continues  to  he  unmatched.  By 
changing  with  a  changing  world,  we're  providing  hetter  life  insurance,  annuities 
401(h)  plans,  and  mutual  fund  choices.  And  th  at's  what  makes  us  different.  Ask  vour 
i  n  a  n  c  i  a  1  advisor.  Call  1 -888- MA  N  U  LI  FE.  Or  visit  www.manulife.com.  Discover  the 
reasons  why  we're  smart  company  for  your  money/1   

Manulife  Financial 

MtawKf  |R|   i     d  tl,,  block i*B\&>  art  rttfiifeld  SCt  vice  mark?  of  The  Manufacturers  Life  insurance  Company  anil  are  used  hv  it  and  its  subsidiaries.  Products  not  available  in  New  YorL 

~082296BCIV0 1 N  -O  \  096 


THE  CONTRARIAN 

When  statistics  lie 


BY  DAVID  DREMAN 


David  Dreman  is  chair- 
man of  Dreman  Value 
Advisors,  Investment 
Counsel,  New  Jersey, 
and  author  of  The  New 
Contrarian  Investment 
Strategy. 


"Statistics,"  Thomas  Carlyle,  the  Scottish 
writer  and  philosopher  remarked,  "are  the 
greatest  liars  of  them  all."  Carlyle  was  writing 
in  the  first  half  of  the  19th  century,  but  his 
words  carry  weight  for  investors  today.  There 
are  lots  of  statistical  studies  out  there  that  can 
be  dangerous  to  your  investment  health.  Let's 
look  at  three  such. 

A  recent  National  Bureau  of  Economic 
Research  paper  by  professors  Judith  Chevalier 
and  Glenn  Ellison  was  entitled,  "Are  Some 
Mutual  Fund  Managers  Better  Than  Others?" 
It  concluded  that  young  mutual  fund  man- 
agers do  better  than  older  ones.  The  profs 
claim  a  26-year-old  manager  will  generate  a 
4.6%  higher  return  annually  than  an  80-year- 
old  manager. 

The  profs  forgot  to  mention  that  2  6 -year- 
olds  would  beat  120-year-olds  by  even  more. 
Why?  Because  the  120-year-old  managers  are 
all  dead.  And  while  not  all  the  80-year-olds 
are  deceased,  they  are  relatively  few  compared 
with  the  number  of  kids. 

The  time  period  the  professors  used,  1988 
to  1994,  was  a  roaring  bull  market.  The  kids, 
with  their  short  memories,  would  naturally 
tend  to  be  more  aggressive  than  the  gray- 
beards.  (Investment  genius,  as  they  say,  is  a 
short  memory  in  a  bull  market.) 

Yet  another  statistical  fantasy  is  being  trum- 
peted by  Joseph  Lakonishok  of  the  University 
of  Illinois,  and  his  academic  colleagues.  The 
good  professor  has  recently  been  touring  the 
lecture  circuit  with  his  latest  research,  which 
"proves"  that  investors  can  make  significant 
profits  by  following  his  momentum  strategies. 
In  a  recent  forum,  I  asked  him  if  he  had  cal- 
culated the  transaction  costs  in  his  momen- 
tum studies.  He  replied  no.  "It  was  only  a 
theoretical  academic  study."  In  short,  it  was 
meaningless. 

The  final  statistical  whopper  concerns  small 
stocks.  Some  researchers  claim  that  these 
stocks  have  outperformed  their  large-size 
brethren  since  the  1920s.  The  statistics  they 
cite  are  highly  flawed.  The  seminal  work  on 
the  subject  by  Rolf  Banz  shows  that  the 
exceptional  returns  did  not  come  from  pint- 
size  companies  at  all,  but  from  much  larger 
firms  listed  on  the  New  York  Stock  Exchange. 
Even  small-cap  stocks  on  the  Big  Board  were 
much  larger  throughout  the  study  than  their 


peers  on  the  Amex  or  over-the-counter. 

Too,  near  the  bottom  of  the  Great  Depres- 
sion many  of  these  companies  were  not  small 
companies  but  larger  companies  knocked  way 
down.  So  their  market  caps  pushed  them  to 
the  bottom  20%  of  stocks  on  the  NYSE. 
Moreover,  the  period  in  which  they  made 
their  largest  gains  was  when  the  market  was 
not  far  off  its  Depression  lows. 

In  many  cases  the  market  for  these  beaten- 
down  stocks  was  so  illiquid  at  the  bottom  you 
just  could  not  buy  this  group  in  substantial 
amounts.  The  market  was  so  thin  as  to  be  vir- 
tually nonexistent.  Take  the  second  quarter  of 
1933,  when  the  "small"  stocks  returned  an 
astonishing  319%,  against  91%  for  their  large- 
size  brethren.  The  average  price  of  the  lowest 
20%  was  $1.35  per  share,  and  the  average 
company  had  a  market  value  of  $263,000. 
These  companies  traded  an  average  of  94 
shares  a  day  at  the  beginning  of  this  period. 
Most  did  not  trade  at  all.  The  spread  between 
the  bid  and  offering  prices  of  the  stocks  that 
didn't  trade  was  120%. 

This  is  the  study  that  justifies  billions  of 
dollars  and  millions  of  investors  rushing  in  to 
buy  small-size  companies. 

In  criticizing  these  studies  I  am  not  dis- 
paraging all  academic  research  into  the  stock 
market.  I  am  just  reminding  you  not  to  accept 
any  of  them  at  face  value.  Carlyle  did  not  say 
that  all  statistics  were  a  lie.  He  just  reminded 

The  kids,  with  their  short 
memories,  would  naturally 
tend  to  be  more  aggressive 
than  the  graybeards. 


us  that  conclusions  based  on  them  are  no 
better  than  the  quality  of  the  numbers.  In  the 
more  modern  phrase:  garbage  in,  garbage  out. 

So  I'll  stay  with  my  1ow-p/e  contrarian 
strategy.  Again  and  again  it  has  been  put 
under  the  statistical  microscope  and  been 
found  valid.  To  be  specific,  here  are  some 
stocks  that  meet  my  criteria  right  now. 

AmSouth  (53,  ASo),  p/e  16,  yield  3.1%; 
Fannie  Mae  (43,  fnm),  p/e  17,  yield  1.8%; 
May  Department  Stores  (46,  may),  p/e  16, 
yield  2.6%;  National  City  (50,  ncc),  p/e  15, 
yield  3.2%;  Old  Republic  (26,  ORl),  p/e  10, 
yield  1.6%.  W 
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INVESTMENTS 


Be  lids  for  income 
and  appreciation 


BY  JUDY  RESNICK 


Judy  Resnick  is 
chairman  and  chief 
executive  officer  of 
Dabney  Resnick 
Imperial,  L.L.C.,  an 
investment  firm  that 
specializes  in  high-yield 
investments. 


If  you  are  nervous  about  a  stock  market 
that  has  risen  3,500  points  in  a  handful  of 
years,  as  measured  by  the  Dow  Jones  indus- 
trials, you  might  take  a  look  at  junk  bonds. 

For  years  there  have  been  two  types  of 
high-yield  bond  buyers:  those  looking  for 
safety  and  income,  who  buy  bonds  for  their 
coupons,  and  those  who  buy  distressed  bonds 
for  capital  appreciation  potential. 

The  hunt  for  appreciation  usually  brought 
investors  to  debt  of  companies  that  had  fallen 
on  hard  times  but  had  potential  for  a  turn- 
around. This  strategy  was  extremely  profitable 
from  1991  through  1993,  when  buyers  of  dis- 
tressed bonds  earned  annualized  returns  of 
better  than  30%,  compared  with  15.6%  in  the 
s&P  500.  Unfortunately,  when  interest  rates 
rose  in  1994,  the  strategy  stopped  working. 

Today's  high-yield  market  rewards  investors 
who  take  a  third  approach,  total -return  large 
discounts  from  par  value.  If  their  fundamen- 
tals improve,  these  bonds  can  yield  between 
25%  and  30%  annually,  counting  both  interest 
and  appreciation. 

The  key  to  this  strategy  is  to  buy  bonds  of 
companies  that  have  improving  credit  charac- 
teristics or  that  seem  able  to  emerge  from  a 
restructuring  or  a  bankruptcy  with  their  busi- 
nesses intact.  In  some  cases,  it's  worth 
buying  such  bonds  even  if  they  aren't  cur- 
rently paying  interest.  For  example,  a  bond 
trading  at  60  cents  on  the  dollar  that  moves 
to  80  cents  in  a  year  gives  an  investor  a  33% 
return  without  coupon  payments;  if  a  bond 
has  a  10%  coupon  as  well,  the  total  return 
rises  to  46.5%. 

Here  are  three  high-yield  bonds  that  look 
good  to  me  on  a  total  return  basis: 

Valujet  Airlines  has  suffered  from  horrific 
publicity  after  one  of  its  planes  crashed  last 
May.  The  company  was  shut  down  but  has 
since  reopened,  with  21  planes  flying  to  19 
cities.  The  company  has  10.25%  senior  notes 
due  in  2000.  They  trade  at  around  88  for  a 
yield -to- maturity  of  14.1%. 

The  bonds  have  solid  asset  coverage.  The 
company's  planes,  cash,  airport  gate  leases  and 
airplane  parts  are  all  worth  $500  million, 
against  $250  million  in  total  debt.  And  the 


company  is  selling  surplus  planes  to  reduce 
debt  further.  Even  if  Valujet's  operations  con- 
tinue to  decline,  assets  still  will  cover  the 
bonds.  In  the  meantime,  bond  investors  get  a 
nice  coupon.  If  Valujet  were  to  return  to 
profitability  within  the  next  12  months  with 
the  bonds  trading  at  par,  an  investor's  overall 
return  would  be  24.5%. 

Farm  Fresh  is  a  Richmond,  Va. -based  super- 
market chain  serving  the  mid-Atlantic  states. 
The  company's  12.25%  senior  notes  due  in 
2000  are  trading  at  88,  a  yield-to-maturity  of 
16.9%.  The  bonds  have  fallen  on  fears  that 
Farm  Fresh's  holding  company  will  be  forced 
to  restructure  its  $113  million  in  debt  and 
preferred  stock.  That  may  be,  but  estimated 
earnings  before  interest,  taxes,  depreciation 
and  amortization  of  $38  million  covers  the 
interest  on  its  senior  notes  1.2  times.  So  given 
the  consolidation  in  the  supermarket  business, 

Three  high-yield  bonds 
that  look  good  on  a 
total-return  basis. 


Fresh  Farm  could  be  acquired  by  a  company 
with  a  better  credit  rating. 

jrs  Textiles  is  a  South  Carolina-based  man- 
ufacturer of  apparel  and  industrial  fabrics 
with  two  issues  of  senior  subordinated  debt; 
both  trade  at  around  64  cents  on  the  dollar 
and  are  paying  no  interest.  The  company's 
industrial  business,  which  makes  rooting 
membrane  and  platforms  for  printed  circuit 
boards,  is  flying  high.  But  its  apparel  textile 
business  drags  it  down. 

The  company  is  behind  on  refunding 
some  of  its  debt  and  is  currently  discussing  a 
restructuring  with  its  banks  and  bondhold- 
ers. The  ultimate  value  of  the  enterprise  is 
probably  between  $250  million  and  $320 
million;  this  would  give  the  senior  subordi- 
nated debt  a  recovery  value  of  80  to  105. 
We  envision  a  six-month  process,  and 
returns  of  25%  to  64%. 

High-yield  bonds  are  certainly  not  risk-free, 
but,  given  the  lofty  level  of  the  stock  market, 
potential  returns  on  these  three  issues  look 
pretty  darned  good.  ■■ 
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Market  Course 


If  you  have  any  interest  in  investing,  even  if  you  already  own  FORBES  Stock  Market 
Course,  you  will  want  to  own  this  new  thoroughly  updated  edition.  Find  out  about  the 
goals  of  today's  smart  investors  and  how  they  go  about  attaining  them. 

To  begin,  the  Course  deals  with  risk  as  a  prime  concern.  It  describes  the  level  of  risk  attached  to  various  investments  and  guides  you 
towards  your  own  "comfort  level"  of  risk  and  reward.  The  sample  portfolios  for  a  retirement  fund  or  to  fund  a  child's  education  show 
these  risk/ reward  factors  at  work. 

Then  there  is  the  issue  of  how  much  time  you  want  to  spend  on  your  investments.  The  Course  offers  a  choice.  The  active  investor 
attempts  to  beat  the  market  in  a  program  of  buying  low  and  selling  high.  Clearly,  this  requires  closer  attention  than  passive  investing 
where  stocks  are  bought  and  held  to  allow  dividends  and  appreciation  to  produce  a  return.  The  Course  will  give  you  an  understanding 
of  the  forces  that  drive  the  market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the  factors  affecting  the  prices  of 
individual  stocks.  It's  not  complicated  and  it  certainly  puts  you  in  better  control  of  your  investment  decisions. 

You  can  even  find  out  how  to  make  money  in  a  down  market.  The  Course  devotes  an  entire  section  to  bear  market  investing. 

You  can  enjoy  the  Course  as  a  straight  "read  through"  or  refer  to  individual  sections  as  you  need  them.  It  comes  in  a  handsome  sturdy 
binder  with  tabbed  pages  marking  each  of  its  16  sections.  The  text  is  generously  spaced  with  a  blank  page  facing  each  page  of  text  for 
making  notes. 

PARTIAL  LIST  OF  CONTENTS 

How  to  choose  a  broker  •  Broker  commissions  •  How  to  place  an  order  •  Sources  of  information  •  Market  patterns  (how  to  chart  stock 
market  movements)  •  Dollar-cost  averaging  •  Buying  on  margin  •  How  to  read  the  tape  •  The  Dow  theory  •  Indexes:  the  Dow,  the 
Russell  2000,  the  Wilshire  5000  •  Bonds  and  preferred  stocks  •  Derivatives  including  options  •  How  to  read  a  company's  financial 
statement  •  Mutual  funds 

ORDER  NOW 

The  new  FORBES  Stock  Market  Course  is  just  off  the  press.  Make  sure  you  are  among  the  first  to  own  it  by  sending  $89.50  (or  use 
your  credit  card)  with  the  form  below.  Priced  at  less  than  a  hundred  dollars,  the  Course  costs  far  less  than  investment  courses  at  local 
colleges  which  can  run  to  four  hundred  dollars  or  more.  Order  now.  Satisfaction  guaranteed  or  money  back. 
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FORBES  STOCK  MARKET  COURSE 
ORDER  FORM  AND  GUARANTEE 

Send  me  the  new  edition  of  FORBES  Stock  Market  Course  with  FORBES  80-year  Wall  Chart  of 
Business  and  Security  Trends  and  The  Glossary  of  Investment  Terms  as  a  bonus.  My  payment  of  $89.50 
(or  credit  card  details)  is  enclosed.  If  not  satisfied,  I  may  return  the  Course  within  ten  days  and  receive  a 
full  refund  or  credit. 

NAME   


I'l  I  V.I   I'KIN  I 


ADDRESS. 


CITY 


STATE 


ZIP 


FOR  FASTER  SERVICE,  CALL  1-800-888-4525  EXT  711 

□  Check  for  $89.50  enclosed*     □  Charge  my  credit  card  □  Amex  □  Mastercard  □  Visa 
Name:  


Number: 


Exp.  Date: 


'  Buyers  in  New  York  City  add  8  1/4%  sales  tax-  other  N.V.,  Ca.  and  III.  as  required  hy  law. 

FORBES,  INC. ,  60  Fifth  Avenue,  New  York  N.Y.  1001 1 


P  lit  I  hill  ;  |  i  k 

STOCK  TRENDS 


VtSIMtMS 


Tough  times  for  stock  pickers 


BY  R.S.  SALOMON  JR. 


R.S.  Salomon  Jr.  is 
principal  and  founder 
of  Stamford, 
Conn.-based 
STI  Management. 
Research  assistant: 
Deborah  H.  Tarasow. 


Bigger  is 
better 

These  56 
stocks  make  up 
half  of  the 
value  of  the 
S&P  500. 


Stocks,  not  bonds,  are  benefiting  from  the 
flood  of  cash  going  into  mutual  funds.  This 
obviously  helps  to  elevate  the  valuation  of 
stocks  and  depress  the  price  of  bonds.  And 
that's  good  for  the  economy.  Higher  interest 
rates  serve  as  a  governor  on  the  economy, 
producing  moderate  but  sustained  growth 
and  prolonging  the  business  recovery.  My 
expectation  is  that  rates  this  year  will  move 
lower  to,  and,  most  probably,  through  6%. 

As  the  market  breasted  7000  on  the  Dow 
industrials,  stocks  of  big  well-known  compa- 
nies were  very  much  in  the  lead.  These  are  the 
companies  that  get  the  biggest  chunk  of  index 
fund  money.  Index  funds  for  both  individuals 
and  institutions  are  getting  a  lot  of  the  new 
money.  This  is  not  surprising,  since  85%  of  the 
actively  managed  equity  funds  produced 
poorer  returns  than  the  broad-based  market 
averages.  As  a  result,  more  mutual  fund  com- 
plexes are  offering  index  funds,  and  pension 
funds  are  allocating  a  larger  share  of  their 
assets  to  them. 

By  definition,  indexing  favors  big  stocks.  I 
illustrate  this  concentration  in  the  accompany- 
ing table.  A  full  one-half  of  the  value  of  the 
S&P  500  is  in  the  56  largest  stocks.  In  other 
words,  an  index  manager  must  put  half  his 
money  in  these  56  stocks.  Thus,  if  you  invest 
$1  million  in  an  s&P  500  index  fund,  you  will 
buy  $28,900  of  GE,  the  largest  stock,  and  just 
$100  of  Shoney's,  the  smallest.  By  contrast,  a 


stock  picker  could  ignore  GE  altogether  and 
put  5%  or  more  of  his  money  in  Shoney's. 

That  so  much  money  is  going  into  index 
funds  explains  a  lot  of  what  happened  in 
1996:  The  average  total  return  for  each  of  the 
stocks  in  the  S&P  500  was  18.7%,  while  the 
return  for  the  index  itself  was  23%.  This  shows 
that  the  biggest  gains  were  scored  by  the 
bigger  stocks. 

In  the  short  run  this  is  a  self-fulfilling 
prophecy.  The  more  active  managers  under- 
perform,  the  more  money  flows  into  index 
funds  and  thus  into  larger  stocks,  to  the  detri- 
ment of  the  smaller  ones. 

Inevitably  there  will  come  a  time  when 
these  flows  will  exaggerate  the  valuation  dif- 
ferential between  large  and  small  stocks.  Then 
it  will  pay  to  go  the  other  way.  That  turn  has 
not  yet  come,  because  the  price  differential  is 
still  reasonable  and  the  trend  toward  indexing 
appears  to  be  gathering  steam. 

There  is  a  fundamental  argument  favoring 
big  stocks  over  smaller  ones.  This  year  growth 
in  Europe  and  most  of  the  rest  of  the  world, 
save  lapan,  will  likely  be  faster  than  in  the 
U.S.  The  focus  for  most  small  companies 
tends  to  be  domestic,  while  large  companies 
tend  to  be  multinational.  Therefore,  from 
both  a  money  flow  and  a  fundamental  point 
of  view,  bigger  is  still  better.  The  stocks  in  the 
table  are  the  ones  most  likely  to  benefit  from 
the  present  trend  toward  indexing.  I  have 
indicated  with  an  asterisk  the  ones  I  currently 
think  represent  the  best  values.  HH 


Company 

S&P  500 
weighting 

Company 

S&P  500 
weighting 

Company 

S&P  500 
weighting 

Company 

S&P  500 
weighting 

General  Electric* 

2.89% 

Du  Pont* 

0.94% 

Abbott  Labs 

0.72% 

Lucent  Technologies 

0.52% 

Coca-Cola 

2.33 

Wal-Mart  Stores 

0.93 

BellSouth 

0.71 

Travelers 

0.52 

Exxon* 

2.16 

Hewlett-Packard 

0.91 

Amoco 

0.71 

Bell  Atlantic 

0.50 

Intel 

1.91 

American  Intl  Group 

0.90 

Chase  Manhattan 

0.70 

NationsBank 

0.50 

Microsoft 

1.76 

Citicorp 

0.86 

Boeing* 

0.68 

Unilever 

0.50 

Merck 

1.70 

Mobil* 

0.86 

Ford  Motor 

0  67 

Oracle 

0.49 

Philip  Morris 

1.63 

Walt  Disney* 

0.84 

American  Home  Prods 

0.67 

Columbia/HCA 

0.49 

Royai  Dutch  Petroleum*  1.63 

PepsiCo* 

081 

Motorola 

0.65 

Kimberly-Clark* 

0.48 

IBM 

1.39 

GTE* 

0.81 

BankAmerica 

0.64  . 

American  Express* 

0.48 

Procter  &  Gamble 

1.30 

Federal  Natl  Mortgage 

0.76 

Gillette 

0.62 

Eastman  Kodak* 

0.48 

AT&T 

1.23 

Chevron 

0.75 

3M 

0.62 

Texaco 

0.46 

Johnson  &  Johnson* 

1.18 

General  Motors 

0.75 

Ameritech 

0.57 

Allstate* 

0.46 

Bristol-Myers  Squibb 

0.97 

Cisco  Systems 

0.73 

McDonald's 

0.56 

Wells  Fargo 

0.44 

Pfizer 

0.95 

Eli  Lilly 

0.72 

SBC  Commun 

0.56 

Schlumberger* 

0.44 

Total 

50.36% 

*These  companies  currently  represent  the  best  values.  Source:  Slocks  in  the  Standard  &  Poor's  Official  Series. 
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WALL  STREET  IRREGULAR 


The  small-cap  myth 


BY  MARK  HULBERT 


Mark  Hulbert 
is  editor  of  the 
Alexandria,  Va. -based 
Hulbert  Financial 
Digest,  a  monthly 
service  that  monitors 
the  performance 
of  investment 
advisory  letters. 
hfd@delphi.com 


'"A  Spline  Analysis  of 
the  Small-Firm  Effect: 
Does  Size  Really 
Matter?"  A  University 
of  Iowa  working  paper 
by  Joel  Horowitz, 
Tim  Lough  ran  and 
N.E.  Savin. 


The  market's  breakthrough  to  7000  on 
the  Dow  was  led  by  the  big  stocks.  Small - 
company  stocks  have  been  lagging  the  market 
for  a  decade.  But  that  just  makes  true  believ- 
ers in  this  sector  all  the  more  determined  to 
hang  on.  My  guess  is  that  the  true  believers 
will  end  up  waiting  an  awfully  long  time.  The 
renaissance  may  come  very  late — or  never. 

Yes,  I  know:  Many  people  fervendy  believe 
that  stocks  with  market  capitalizations  no 
larger  than  several  hundred  million  dollars 
beat  big  ones.  The  most  often  cited  data  are 
from  Professor  Roger  Ibbotson  of  the  Yale 
School  of  Management.  Data  from  his 
Ibbotson  Associates  consulting  firm  show 
that  the  smallest  companies  would  have 
turned  a  1925  dollar  into  $4,496  by  1996,  to 
a  mere  $1,371  for  a  large-company  portfolio. 

Forbes  first  challenged  this  theory  15  years 
ago,  in  a  cover  story  entitled  "Where  random 
walkers  went  wrong"  (Feb.  1,  1982).  Guess 
what?  Some  of  the  professors  are  starting  to 
come  around  to  the  Forbes  view. 

The  small-stock  theory  was  based  on 
research  that  was  seriously  flawed.  The  worst 
hole  is  that  transaction  costs  weren't  includ- 
ed. This  would  be  a  serious  oversight  in  any 
study,  but  particularly  so  for  small-cap  stocks 
since  their  transaction  costs  are  much  higher 
than  for  large-cap  stocks. 

Once  this  flaw  is  corrected,  according  to  a 
new  study  by  three  University  of  Iowa  profes- 
sors, there  is  no  so-called  small-cap  effect.1 

Can  transaction  costs  have  such  a  huge 
impact?  You  bet.  Consider  the  Hulbert 
Financial  Digests  rating  of  the  smaller-cap 
version  of  the  Value  Line  Investment  Survey 
(referred  to  as  its  Expanded  Edition).  The 
larger-cap  version  covers  1 ,700  of  the  mar- 
ket's largest  and  most  liquid  stocks  (General 
Electric,  Microsoft,  etc.),  while  the  latter 
focuses  on  several  thousand  smaller  stocks 
(such  as  Glacier  Water  Services,  with  an  $85 
million  market  capitalization;  and  High  Plains 
Corp.,  with  a  $71  million  market  cap). 

Without  transaction  costs,  according  to 
Value  Line,  Inc.,  the  top-ranked  small  stocks 
made  over  20%  last  year.  However,  once 
transaction  costs  are  included,  according  to 
the  hfd,  the  small -stock  survey  over  the  same 
period  made  just  12.1%. 

But  overlooking  transaction  costs  isn't  the 


only  flaw  of  the  many  previous  academic 
studies  of  small-cap  stocks.  Another  is  that 
they  assumed  the  market  for  the  smallest 
companies  is  just  as  liquid  as  the  market  for 
the  largest  ones.  Such  an  assumption  could 
persist  only  in  an  ivory  tower.  As  any  small- 
cap  investor  can  attest,  it's  often  impossible 
to  trade  more  than  a  few  hundred  shares 
of  the  tiniest  companies  without  causing 
their  already  huge  bid/ask  spreads  to  widen 
even  further. 

To  measure  what  impact  this  crucial 
assumption  has  had,  the  University  of  Iowa 
study  contrasted  small-  and  large-cap  stocks — 
excluding  companies  with  less  than  a  $10 
million  market  cap.  These  are  the  very  tiniest 
and  most  illiquid  of  companies.  The  result: 
Large-cap  stocks  came  out  slightiy  ahead  over 
the  period  1980-94. 

So  should  you  avoid  small-capitalization 
companies  altogether?  No,  but  pick  stocks, 
not  size  categories. 

One  of  the  best  ways  of  being  choosy  is  to 
follow  the  lead  of  one  or  more  of  the  top- 

Correct  a  flaw  relating  to 
transaction  costs  and— poof! — 
the  small-cap  effect  vanishes. 


performing  investment  letters  that  focus  on 
smaller  companies.  Of  those  that  the  hfd  has 
followed  for  more  than  five  years,  just  two 
have  been  able  to  beat  the  market  after 
adjusting  for  the  additional  volatility  associat- 
ed with  smaller  stocks.  They  are  MPT  Review 
(edited  by  Louis  Navellier)  and  ore  Insight 
(edited  by  James  Collins). 

Since  the  beginning  of  1985,  when  the 
hfd's  data  for  Navellier  commences,  MPT 
Review  has  beaten  the  market  by  a  margin  of 
28.4%  to  16.2%,  annualized.  And  since  July 
1987,  OTC  Insight  has  beaten  the  market 
23.5%  to  12.4%. 

Here  are  four  small  companies  that  both 
letters  currently  own  in  their  model  portfo- 
lios: Cliffs  Drilling  (recent  price  54;  drills 
wells  for  oil  and  gas  exploration  companies); 
Encad  (33,  makes  color  inkjet  printers); 
Forcenergy  (32,  explores  for  oil  and  gas); 
and  Q  Logic  (23,  makes  chips  that  manage 
communications  between  computers  and 
peripherals).  H 
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market  roans 


Coca-Cola: 
niftiest  of  the  nifty 


BY  MARTIUJOSNOFF 


Martin  Sosnoff  is  chief 
investment  officer  of 
Atalanta/Sosnoff  Capital 
in  New  York  and  author 
of  Silent  Investor, 
Silent  Loser. 


Nobody  packages  itself  better  than  Coca- 
Cola.  It  has  taken  a  6%  to  8%  unit  growth  busi- 
ness and  made  this  modest  but  steady  incre- 
ment into  an  investor's  dream.  Coke  gets  to  the 
darkest,  hottest  continents  first,  and  nobody 
kicks  it  out. 

Coca-Cola  has  added  $60  billion  to  its 
market  capitalization  over  the  past  two  years, 
with  little  help  from  savvy  money  managers. 
Indeed,  in  October  S.C.  Bernstein,  my 
favorite  research  house,  pegged  Coke's  valua- 
tion at  38,  20  points  south  of  where  it  now 
trades.  Very  few  growth  funds  are  market 
weighted  in  ko,  which  is  now  2.4%  of  the  s&P 
500  index,  snapping  at  the  heels  of  GE  at  2.9% 
and  ahead  of  Intel  at  2.2%.  The  sociology  of 
KO's  ownership  is  instructive.  Institutions  own 
only  38%  of  the  shares,  about  half  what  they 
own  in  other  big  stocks. 

This  makes  me  want  to  cry.  I  think  of  all 
the  analytical  hours  my  firm  expends  staying 
on  top  of  Intel,  IBM,  Citicorp  and  General 
Motors.  If  Buffett  spent  more  than  30  min- 
utes analyzing  KO,  I  would  be  surprised.  So  far 
he  has  made  $  1 0  billion  on  the  stock. 

Management  has  bought  back  30%  of  the 
shares  since  1984.  ko's  buybacks  will  range 
between  1%  and  2%  per  annum,  depending  on 
how  fast  the  stock  levitates  and  whether  $3 
billion  in  free  cash  flow  is  used  elsewhere.  Bar- 
ring a  worldwide  depression,  when  refrigera- 
tors will  be  stocked  with  ice  water  rather  than 
cans  of  Coke,  the  company  seems  to  be 
putting  away  its  competition.  Coke's  case  sales 
compound  at  8%,  and  financial  engineering 
adds  1%  or  2%  to  the  growth  rate.  What  else 
can  you  buy  in  the  marketplace  with  compara- 
bly high  predictability? 

So  why  did  so  many  of  the  pros — me 
included — miss  it?  I'll  answer  the  question 
with  a  question:  Why  should  anyone  want  to 
pay  35  times  earnings  for  a  company  whose 
operating  earnings  compound  at  15%? 

There  are  much  better  values.  Take  the  eth- 
ical drug  houses,  j&j,  Pfizer  and  Merck,  all  at 
ko's  growth  rate,  plow  back  rising  percentages 
of  revenues  into  R&D.  Coke's  R&D  is  advertis- 
ing. The  cost  of  goods  sold  for  ko  runs  about 
30%.  For  drug  houses  with  billion-dollar 


blockbuster  medications  you  can  peg  the  cost 
of  goods  even  lower. 

Even  Coke's  not  infallible.  This  magnificent 
huckster  of  fizz  once  was  seduced  by  Holly- 
wood, orange  juice  and  wine.  It  slept  while 
Snapple  built  a  franchise  in  iced  tea  before  it 
introduced  Nestea,  not  exactly  a  home  run. 
There  are  weaknesses  in  Coke's  earnings 
stream  that  often  go  unmentioned:  Japan 
probably  earns  more  than  the  U.S.  Ninety 
percent  of  earnings  growth  comes  from 
venues  outside  this  country — someday,  China. 

In  short,  there  are  lots  of  better  values 
among  the  big  caps.  I  no  longer  believe  that 
IBM,  with  a  market  cap  of  $81  billion,  will  soon 
catch  KO  at  $142  billion,  but  IBM  is  a  comfort- 
ing investment  with  a  price  to  cash  flow  valua- 
tion of  half  that  of  the  S&p's.  My  candidates  for 
passing  KO  in  market  cap — maybe  even  passing 
GE — are  Intel  and  Microsoft. 

GE  woke  up  in  the  Eighties  and  demonstrat- 
ed how  to  leverage  a  credit  rating,  with  a 
department  store  of  finance — its  biggest  profit 
center.  Intel  builds  plants  that  pay  for  them- 
selves in  two  years.  Philip  Morris  markets  as 
well  as  KO,  with  a  comparable  growth  rate. 
Alas,  one  purveys  caffeine  and  the  other  nico- 
tine. MO  sells  at  one-third  ko's  valuation. 

When  I  look  at  the  top  15  market  caps — 
25%  of  the  S&P — I  see  that  my  firm  owns  10 
of  the  15.  (Exceptions  are  KO,  Exxon,  Royal 
Dutch,  Du  Pont  and  Bristol-Myers.) 

Philip  Moms  markets  as  well  as 
Coke.  Alas,  one  purveys  caffeine  and 
the  other  nicotine.  MO  sells  at  one- 
third  KO's  valuation. 


So  am  I  bearish  on  Coke?  Nope.  Last  year 
five  stocks — Intel,  GE,  Microsoft,  KO  and 
IBM — accounted  for  24%  of  the  s&P  500's 
market  appreciation.  Which  means  the  market 
cannot  continue  to  rise  without  all  of  them — 
such  is  the  power  of  indexation.  With  most  of 
the  shares  in  public  hands  and  acquired  at 
very  low  cost,  there  are  few  sellers  without  an 
unlikely  big  cut  in  the  capital  gains  tax. 

You  can  make  a  strong  case  for  KO,  but  I'll 
stick  with  the  better  values.  ■* 
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NEW  FUNDS 


Insightful  ways  to  diversify  beyond  your  core  holdings 


JANUS  SPECIAL  SITUATIONS  FUND 

JANUS  As  a  fund  family.  Janus  has  built  its  reputation  on  skillful  stock  picking.  This  unique  Fund, 
managed  by  David  Decker,  invests  in  stocks  of  all  types  and  sizes,  but  with  a  special  twist.  Decker 
concentrates  on  companies  whose  special  situations  have  been  overlooked  by  Wall  Street. 


BERGER/BIAM   INTERNATIONAL  FUND 

A  joint  venture  of  Berger  Associates,  Inc.,  and  Bank  of  Ireland  Asset  Management,  (U.S.)  Ltd.,  (BIAM). 
This  Fund's  investment  team,  BIAM,  brings  investors  over  30  years  of  international  investing  expertise* 
and  the  same  type  of  solid,  bottom-up  stock  selection  people  have  come  to  expect  from  the  Berger  Funds. 


Q  INVESCO  FUNDS 


INVESCO   REALTY  FUND 

INVESCO,  which  manages  a  number  of  historically  high-performing  sector  funds,  is  focusing  on  an 
asset  category  that  may  or  may  not  rise  or  fall  in  tandem  with  the  rest  of  the  market  —  real  estate 
equities.  The  Fund  invests  primarily  in  REITs,  builders,  developers,  brokers  and  mortgage  lenders. 


THERE  MAY  BE  NO  BETTER  PLACE  TO  BUILD  A  PORTFOLIO  OF  MUTUAL  FUNDS. 


We  believe  a  diversified  portfolio  of  mutual  funds  consists  of  both  core  holdings  and  supplemen- 
tal funds  that  can  bring  an  added  dimension  to  the  portfolio.  Both  are  available  through  Mutual  Fund 
OneSource*'  —  a  service  that  gives  you  access  to  over  600  funds  free  of  loads  and  transaction  fees.** 
Stop  by  a  Schwab  branch  and  have   c  w  ,  „  ^  c  e    „  c  M  w  ^  , 


One  Source  | 

i  •  h  "  s  •  h  wa  b  | 

a  representative  help  you  develop  a  FREE  SUBSCRIPTION     |    3cIcCt  LlSt 

comprehensive  strategy  for  mutual  fund  investing.  (Remember:  For  two  free  issues  of  Schwab's     J  :.^^itzl.:°:::':r1"}; 

there  are  no  guarantees  in  investing.)  To  analyze  and  compare  Mutual  Fund  Select  Lut"  visit  one 

thousands  of  mutual  funds  online,  visit  our  Web  site.  of  our  240  branches  or  call: 


1-800-5-NO-LOAD 


Free  prospectuses  containing  more  complete  information,  including  management  fees  and  other  expenses,  are  available  through  Schwab.  Please  read  them  carefully  before  investing, 
international  investing  involves  additional  risk  to  principal,  including  currency  fluctuations,  political  instability  and  foreign  regulation. 

Charles  Schwab  provides  recordkeeping  and  shareholder  services  lor,  and  receives  remuneration  from,  Mutual  Fund  OneSource  companies.  **Schwab's  standard  transaction  fee  will  be  charged  on 
each  redemption  of  fund  shares  bought  with  no  transaction  fee  and  held  lor  90  days  or  less.  Schwab  reserves  the  right  to  assess  Schwab's  standard  transaction  fees  in  the  future,  should  short-term 
I   trading  become  excessive,  as  well  as  the  right  to  change  the  funds  we  make  available  without  transaction  fees.  ©1997  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (3/97) 
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M  G.  FLANAGAN 


A  promised  land 
for  naturalists 

You  can  be  the  first  on  your  block  to  visit  the  wondrous  island  of  Madagascar. 
On  the  other  hand,  maybe  just  reading  about  it  will  suffice. 

By  Richard  C.  Morais 


My  guide  was  sizzling 
leeches  with  a  cigarette, 
and  I  was  catching  my 
breath  on  a  mountain 
ledge,  when  suddenly 
there  was  a  blur  in  the 
high  trees. 

A  family  of  four  black 
and  white  lemurs,  their 
red  eyes  wide  in  perpet- 
ual amazement,  swung 
through  the  montane 
jungle,  eating  fruit  and 
leaves  and  twitchy  insects. 
I  followed  the  pack.  I  rec- 
ognized them  as  Milne- 
Edwards'  sifaka,  a  rare 
subspecies.  For  a  half  hour 
we  followed,  spellbound, 
under  the  canopy  of  para- 
sitic vines  and  bamboo 
and  guava.  A  male,  just 
feet  away,  scratched  his 
crotch  and  checked  me 
out.  Tree  frogs  throbbed. 

"Madagascar  is  truly 
the  naturalist's  promised 
land,"  wrote  a  French 
explorer  in  1771.  "Here 
nature  seems  to  have  with- 
drawn into  a  private  sanc- 
tuary in  order  to  work  on 
designs  which  are  different 
from  those  she  created 
elsewhere.  At  every  step 
you  are  met  by  the  most 
bizarre  and  wonderful 
forms." 

That's  equally  true  today.  A  250- 
mile  stretch  of  the  Indian  Ocean 
called  the  Mozambique  Channel  sep- 
arates it  from  the  continent  of  Africa, 
and  India  is  2,500  miles  away.  Thus 
isolated,  Madagascar,  the  fourth- 
largest  island  on  earth,  has  generally 


Coquerel's  sifaka  lemur 

Rare  lemurs  like  these  exist  nowhere  else. 


gone  its  own  way.  Almost  85%  of 
Madagascar's  wildlife  is  unique  to  the 
island,  weird  evolutionary  offshoots 
like  the  bat-eared  aye-aye  and  panther 
chameleons,  much  of  which  can  be 
seen  in  a  trove  of  some  15  little-fre- 
quented national  parks  and  preserves. 
That's  the  good  news.  The  bad 


news  is  that  Madagascar  is 
one  of  the  poorest  nations 
on  earth.  It  is  a  reminder 
that  colonialism  wasn't  all 
bad.  The  French  took  the 
place  over  in  1896.  Until 
1861 ,  it  was  ruled  by  a  sadis- 
tic devil,  Queen  Ranavalona 
I.  After  she  came  to  power  in 
1828,  she  martyred  200, 
including  many  Scottish  and 
English  missionaries.  That 
annoyed  the  Europeans. 
That  she  massacred  thou- 
sands of  her  own  people  and 
subjected  them  to  unspeak- 
able cruelties  didn't  much 
bother  the  Europeans. 
There  was  a  period  of  rela- 
tive peace  under  French 
rule.  After  the  French 
pulled  out  in  1960,  the 
place  sank  into  its  current 
state  of  wretchedness.  The 
poverty  is  heart-wrenching. 

Madagascar  was  consid- 
ered the  "pearl"  of  the 
French  colonies  and  was  a 
rice  exporter;  today,  after 
socialism  and  corruption 
have  ravaged  the  land,  the 
country  has  a  per  capita 
income  of  $200,  ranking  it 
the  tenth-poorest  nation  on 
earth,  and  falling. 

The  misery  showed  the 
moment  I  cracked  my 
Lonely  Planet  guide  to  Madagascar. 
The  place  is  noted  for  typhus,  dysen- 
tery, bilharzia  (gut  flukes).  You  name 
it.  Red  flags  particularly  about  malar- 
ia. Given  the  desperate  poverty  and 
lack  of  decent  government,  money 
has  to  be  hidden  in  money  belts. 
So  why  go  there?  Well,  my  editor 
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told  me  to.  Beyond  that,  the  place  is 
an  ecologist's  dream,  a  place  to  dine 
out  on  for  years.  So  off  I  went.  Life  is 
a  risk,  right?  I  loaded  my  backpack 
with  pharmaceuticals,  got  shots  and 
took  Larium,  antimalarial  pills.  Pros 
advised  me  to  bring  my  own  syringes 
and  needles  because  hospital  supplies 
might  not  be  up  to  scratch. 

After  a  12-hour  Air  France  flight 
from  Paris,  I  staggered  into  the  four- 
star  Hotel  Colbert  in  Aitananarivo. 
It's  a  comfortable  colonial-era  hotel, 
a  reminder  of  the  departed  French.  I 
could  see  a  golden  sunset  slathering 
buttery  light  across  the  slums;  great 
white  herons  clacked  in  the  trees. 

The  first  sight  I  wanted  to  take  in 
was  the  wooden  palace  of  the  mon- 
strous Queen  Ranavalona.  But  her 
palace  was  recently  torched  by 
arsonists. 

How  about  a  dusk-time  stroll 
instead?  I  was  told  I  would  certainly 
be  mugged.  I  settled  for  the  local 
Three  Horses  beer  and  some  grilled 
zebu,  the  hump-backed  Madagascar 
ox  that  eats  cactus.  Tough  as  canvas, 
but  flavorful. 

The  next  morning  my  gold- 
toothed  guide,  Arthur,  fired  up  the 
Turkish-made  Renault  station  wagon, 
and  we  were  off  south  down  the 
sacred  RN7  road.  From  the  street 
came  the  mingled  smells  of  what  shall 
ever  after  remind  me  of  Madagascar: 
charcoal  fires  and  raw  sewage.  Moth- 
ers picked  nits  out  of  children's  hair; 
at  the  edge  of  smoky  shantytowns 


A  baobab  tree  in  Isalo  National  Park. 

The  terrain  varies  from  semi-arid  to  dense  rain  forest. 


legless  people  sold  rusty  nails  and 
other  garbage  pickings. 

One  of  the  first  sights  out  of  the 
capital  makes  you  want  to  puke:  a 
monstrous  North  Korean-built  pres- 


A  Parson's  chameleon 

I  had  more  trouble  adapting. 


idential  palace  for  the  last  Marxist- 
Leninist  dictator.  He's  gone,  right? 
Nope.  He  was  recently  reelected  in  a 
pretty  fair  vote.  Go  figure. 

But  I  didn't  come  for  politics. 
Madagascar  is  the  "red  island,"  and 
the  interior  plains  are  red-baked-clay 
hills  flooded  by  rice  paddies,  a  weird 
mix  of  Arizona  and  Vietnam.  Bice  is 
the  staple  food  because  many  of  the 
18  tribes  of  Madagascar  are  of  Asian, 
not  African,  descent.  We  stopped  for 
some  grilled  corn  at  a  roadside  stall. 
Tasted  like  cattle  feed. 

That  night  I  stayed  in  Aitsirabe.  At 
Lac  Tritriva,  a  mysterious  bottle- 
green  volcanic  lake,  a  friendly  old 
man  took  me  through  mimosa  and 
massive  nephila  spider  webs.  In  his 
pidgin  French  he  told  me  the  story  of 
how  young  lovers  committed  suicide 
in  the  lake  in  1650,  the  reason  the 
lake  now  has  several  fady — taboos. 
No  one,  for  example,  is  allowed  to 
eat  pork  on  its  shores.  We  passed  a 
rock  dabbed  with  weird  symbols,  and 
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I  later  learned  the  old  man  secretly 
prayeci  there  to  animist  gods.  Spooky 
place  As  my  new  friend  washed  his 
feet  in  the  lake,  a  dead  black  and 
white  rat  floated  by. 

I  bought  a  dozen  semiprecious 
stones  for  my  daughter  from  a  boy 
who  wore  two  straw  hats  and  an 
umbrella  hooked  to  his  neck.  The 
$i2  worth  of  cut  stones  included  cit- 
rine, amethyst,  beryl  and  a  white 
topaz  the  size  of  my  thumbnail. 

Another  happy  reminder  of  French 
rule:  the  local  cuisine.  At 
my  hotel  a  chunky  duck 
stew  with  white  leeks  went 
down  well  with  the  pucker- 
dry  Grand  cru  d'Antsirabe. 
(Superb  three-course  meals 
rarely  cost  more  than  $5.) 
I  paid,  however,  in  other 
ways.  Mosquitoes  bit  me  in 
the  evening  breeze,  and  my 
nose  ran. 

But  outside,  in  the  mys- 
terious, chirping  dark 
night,  villagers  sat  under 
eucalyptus  trees  and 
watched  the  community 
television:  French  soaps 
from  the  1970s. 

The  next  day  the  car 
roared  over  rice  kernels 
drying  on  die  baking  tarmac, 
past  joyous  Catholics  on  a  ■■■■ 
wedding  march.  Women 
hawked  honey  and  plums;  young  men 
set  traps  for  die  berry-red  fody  bird. 
We  hit  a  village  as  die  weekly  market 
closed.  Farmers,  having  sold  some 
cabbage  or  mango  or  a  turkey,  stum- 
bled through  the  dusty  streets 
bleary-eyed  with  rum.  Handsome 
children  excitedly  screamed  vazaha — 
foreigner.  Some  had  never  seen  a 
white  person. 

A  day's  drive  later,  Fianarantsoa,  a 
provincial  capital.  The  Chinese  mayor 
owned  the  best  inn,  and  the  halls  in 
the  pagoda-style  hotel  twisted  at  odd 
angles  to  ward  off  evil  spirits.  I  went 
for  a  walk  in  the  town,  past  saggy- 
porched  slums  and  butcher  shops 
where  flies  blackened  the  pork  and 
tripe.  I  turned  into  an  alley,  and  a 
half-crazy  leper  leaped  out  at  me, 
shrieking.  I  gave  him  some  coins  and 
turned  around,  shaken.  Madagascar  is 
like  that.  Pure  pleasure  in  some 
things,  sheer  horror  in  others. 


My  room  was  maybe  6  by  10  feet. 
No  air  circulated;  must  have  been  90 
degrees.  Cockroaches  crawled  across 
the  floor.  I  got  rid  of  the  filthy  pillow 
and  spent  the  night  sweating  and 
slapping  bugs.  I  think  I  slept  20  min- 
utes. The  next  morning  I  had  a  nasty 
headache  and. infected  sinuses.  I  rum- 
maged through  my  backpack.  I  was 
carrying  half  of  Sandoz's  product 
line,  but  no  antibiotics.  (Always  take 
antibiotics  into  the  tropics,  an 
embassy  doctor  later  scolded.  For 


Malagasy  children  scrounging  in  a  dump 
Per  capita  income  is  only  $200  per  year. 


stomach  bugs.) 

Arthur  drove  me  to  the  100,000- 
acre  Ranomafana  rain  forest,  and  for 
a  few  hours  I  again  forgot  my  trou- 
bles. Waterfalls  cascaded  through  the 
jungle;  locals  caught  crayfish  in  the 
clear  mountain  creeks  and  hawked 
them  in  reed  baskets  at  the  roadside. 
The  jungle  was  made  a  park  just  five 
years  ago,  when  a  Duke  University 
researcher  discovered  the  unclassified 
golden  bamboo  lemur.  I  paid  a  $5 
entrance  fee;  another  $5  got  me  a 
teenage  guide. 

Up  the  montane  rain  forest  we 
trudged,  my  guide  pointing  out  the 
leaves  and  bark  that,  if  cooked, 
soothed  stomach  troubles  and 
headaches.  Red-fronted  brown  and 
red-bellied  lemurs  thrashed  trees, 
while  a  nocturnal  sportive  lemur 
stuck  its  doe -like  eyes  out  of  a  tree 
hole,  then  retreated.  Orchids  opened 
their  fleshy  skirts;  bright  red  mush- 


rooms warned  of  poison. 

For  a  few  hours  I  was  glad  I  came. 
I  gave  some  cheerful  locals  a  ride 
down  the  mountain  in  our  car,  and 
they  showed  me  a  Parson's  cha- 
meleon, the  length  of  my  forearm, 
with  its  horned  head  and  fused  toes, 
delicately  walking  down  a  branch.  We 
couldn't  find  a  recently  spotted 
Madagascar  tree  boa;  a  hungry  family, 
we  later  learned,  had  filled  their  bel- 
lies with  snake  steaks. 

I  parted  with  my  new  friends  in  the 
village  of  Ranomafana. 
~~ ~ ~  |  Lunch  at  the  Hotel  Station 
Thermale.  The  hotel  was 
seedy,  but  fresh  local  cray- 
fish and  banana  flambe 
made  up  for  it.  I  tried  not 
to  pay  attention  to  the 
young  waiter  clad  in  rags, 
crusty  with  grime. 

Back  at  my  weird  Chi- 
nese hotel  I  demanded  a 
better  room.  I  closed  the 
curtains  and  shivered  all 
night  with  fever. 

The  plan  was  to  drive 
eight  hours  a  day  for  three 
days  so  I  could  experience 
the  Isalo  National  Park,  a 
Grand  Canyon-like  park 
where  ring-tailed  lemurs 
lurked  in  the  sandstone 
gorges.  But  Madagascar 
was  closing  in  on  me.  The 
guide  warned  me  that  the  next  hotel 
"wasn't  as  good."  That  did  it.  I 
needed  antibiotics  and  rest,  and 
ordered  Arthur  back  to  the  capitol, 
Antananarivo. 

When  my  fever  broke  three  days 
later,  I  flew  home.  But  the  adventure 
never  stopped.  Arthur  was  robbed 
when  he  stopped  his  car  at  a  corner; 
three  competing  porters  at  the  air- 
port had  a  fistfight  over  my  luggage. 
We  had  to  tear  them  apart.  Cyclones 
hit  in  February  and  March. 

Do  I  recommend  visiting  this 
strange  island?  Only  if  you  are 
really  .tough. 

Am  I  sorry  I  went?  No,  but  there 
sure  were  moments.  .  .  . 

If  you  are  tempted,  call  Cortez 
Travel,  Inc.  in  California:  619-755- 
5136.  I  used  and  liked  one  of  the 
local  companies  in  Antananarivo, 
TropicTours  &  Travel.  Fax:  261- 
2258-93.  wm 
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The  Principal®  family  of  retirement  accounts  has 
a  truly  brilliant  track  record. 

An  independent  rating  company,  Lipper 
Analytical  Services,  recently  analyzed  mutual  fund 
families  and  ranked  their  performance. 

Applying  Upper's  criteria,  our  accounts  out- 
performed fund  families  like  Vanguard,  Fidelity, 
T.  Rowe  Price,  Franklin/Templeton,  Merrill  Lynch. . 
and  on  down  the  line. 

One  reason  we  out-perform  them 
is  that  generally  our  expenses  are  only 
a  fraction  of  theirs. 

At  The  Principal,  our  focus  is  solely 
on  long-term  returns  for  retirement 


the; 


and  401  (k)  plans.  As  a  result,  we  manage  nearly 
$40  billion  in  retirement  assets  for  33,000  companies 
and  millions  of  employees. 

In  fact,  we  provide  administrative  services  for 
more  401(k)  plans  than  any  bank,  mutual  fund  or 
insurance  company. 

For  over  100  years.  The  Principal  has  been 
helping  people  get  the  most  out  of  their  money. 

That's  The  Principal  Edge® 
To  learn  more  about  us,  visit  us  at 
http://www.principal.com  on  the 
Internet.  And  if  you'd  like  to  compare 
the  results  of  the  study  for  yourself, 
please  call  1-800-255-6613. 


Financial 
Group 


401(k)  •  HMO/PPO  •  Mutual  Funds  •  Securities  •Annuities  •  Home  Mortgages 
Life,  Health,  Dental  and  Disability  Insurance 

©1996  Principal  Mutual  Life  Insurance  Company,  Des  Moines,  IA  50392. 
'  Ranking  for  mutual  fund  families  stated  is  based  on  five-year  performance  and  measurement  information  provided  by  Lipper  Analytical  Services.  We  applied  like  criteria  to  our  accounts  for  comparison 
The  Principal  separate  accounts  referenced  are  used  with  our  group  annuity  contracts  and  sold  to  qualified  retirement  plans. '  'CFO  magazine,  April/May  1996,  Senior  Financial  Executive  Ranking. 
Products  and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Principal)  and  its  subsidiaries.  Mutual  funds  distributed  through  Princor  Financial  Services  Corporation  (member  SIPC). 

Securities  through  Principal  Financial  Securities,  Inc .  Securities  and  health  care  products  not  available  in  all  states. 


PERSONAL  AFFAIRS 


OOLLECiOkS 


Douglas  Esposit 
picketing  Sotheby's 
in  New  York 
With  the  Jackie  0 
sale  approaching, 
the  auction  house 
broke  precedent 
and  gave  Esposit 
his  $10,000  back. 
Other  buyers 
aren't  so  lucky. 
Art  created 
before  1870  is 
not  guaranteed 
by  the  top 
auction  houses. 


Buyers  beware 

Even  the  fanciest  galleries  and  auction  houses 
will  sell  you  fakes  and  stolen  art. 
Here's  how  to  protect  yourself. 


By  Doris  Athineos 

Douglas  Esposit,  46,  paid  $9,900 
for  a  George  Inness  landscape  at  a 
Sotheby's  auction  in  1987.  It  came 
with  a  provenance  and  had  been  au- 
thenticated by  Michael  Quick,  an 
Inness  scholar.  Besides,  this  was  Soth- 
eby's, which  guarantees  sales,  right? 

Wrong,  as  Esposit  discovered  eight 
years  later.  Quick,  who  was  research- 
ing a  catalogue  raisonne  of  Inness' 
works,  came  to  Esposit's  apartment 
and  saw  the  painting  close-up.  He 
said  it  was  phony.  Turns  out  his  earli- 
er "authentication"  had  been  made 
from  a  photograph.  Up  close  he  saw 
that  Inness'  characteristic  brush- 
strokes were  missing. 

Esposit  demanded  a  refund.  The 
auction  house  told  him  to  take  a  hike. 
He  discovered  that  Sotheby's,  like 
Christie's,  will  not  guarantee  the 


authenticity  of  any  paintings  that  are 
dated  before  1870.  Esposit  eventual- 
ly collected  $10,000  from  the  auction 
house,  but  only  after  he  made  a  nui- 
sance of  himself  by  picketing  the 
place  on  the  eve  of  the  much-hyped 
Jackie  O  auction. 
Caveat  emptor. 

Ask  Gregory  Erisoty,  who  thought 
he  had  made  a  rare  find  in  1989.  He 
and  his  brother  paid  $29,050  for  a 
250-year-old  painting  at  the  Slosberg 
auction  house  in  Philadelphia.  The 
painting  was  in  bad  shape,  but  the 
tool  product  manager  had  a  strong 
hunch  it  was  worth  a  lot  more.  Over 
the  next  four  years  his  brother 
Steven,  a  professional  paintings  con- 
servator, restored  the  work  with  an 
eye  toward  reselling  it.  But  in  1993, 
before  it  could  hit  the  auction  block, 


Erisoty  got  a  visit  from  the  FBI. 

The  agent  had  good  news  and  bad 
news  for  Erisoty.  The  work,  a  land- 
scape called  "Winter,"  was  indeed 
valuable,  having  been  painted  by  Ital- 
ian old  master  Corrado  Giaquinto.  It 
was  worth  $200,000.  The  bad  news 
was  that  it  had  been  stolen  in  1960. 
The  FBI  seized  the  painting.  Though 
the  owners  had  collected  insurance, 
the  court  allowed  them  to  regain  tide 
if  they  reimbursed  the  insurance  com- 
pany. The  owners'  heirs  repaid  the 
$5,000,  and  the  painting  was 
returned  to  them. 

The  Erisoty  brothers  got  nothing. 
The  Slosberg  auction  house  wasn't 
named  in  the  suit.  Selling  stolen 
goods  unintentionally  is  not  a  crime. 
The  Erisotys  went  to  court  but  got 
nothing  from  the  heirs  of  the 
owner — despite  all  their  restoration 
work.  "The  [Erisotys]  had  shoul- 
dered the  risk  that,  since  the  prove- 
nance of  the  original  painting  was 
unknown,  an  original  owner  could 
appear  at  any  time  to  reclaim  the 
painting,"  ruled  a  judge. 

How  do  you  protect  yourself  from 
such  hazards?  Research.  Fortunately 
there  are  art  advisers  and  graduate  art 
students  who  will  do  your  legwork 
for  a  fee. 

Thanks  to  the  daffy  legal  times  we 
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"Winter,"  by  Corrado  Giaquinto,  was  stolen  in  1960.  Estimated  value:  $200,000 

The  FBI  seized  the  painting  from  the  innocent  buyer,  who  was  out  what  he  paid  for  it. 


live  in,  art  authenticators  are  not 
likely  to  tell  your  adviser  in  so  many 
words  if  the  painting  is  bogus.  When 
experts  queer  sales,  would-be  sellers 
have  sued  them — and  won.  Experts 


will  simply  say  they  cannot  authenti- 
cate the  work.  That  should  put  you 
on  your  guard.  This  whole  exercise 
should  cost  a  few  hundred  dollars. 
Even  before  you  hire  the  consul- 


tant, a  good  search  begins  with 
checking  the  Art  Loss  Register  (212- 
391-8791).  For  $20  per  entry  you 
submit  a  photo  of  the  work  in  ques- 
tion, and  it's  checked  against  a  digi- 
tized image  bank  of  about  80,000 
stolen  pieces,  dating  back  20  years. 

Check  catalogues  raisonnes  and 
other  art  books.  Consult  a  competing 
gallery  or  auction  house.  If  there  is 
any  dish  on  a  painting,  the  competi- 
tor will  happily  share  it.  Talk  is  only 
talk,  but  forewarned  is  forearmed. 

Provenance  should  also  be  checked 
(Forbes,  Aug.  12,  1996).  "Dealers 
often  don't  tell  you  who  the  last 
owner  was,"  notes  art  adviser  Barbara 
Guggenheim.  "They're  afraid  you 
may  go  directly  to  the  source  and  cut 
them  out  of  the  deal."  Insist  on  it. 
Then  inspect  the  documentation  and, 
when  possible,  call  former  owners  or 
their  heirs. 

Other  things  to  check  out:  the 
exhibition  history,  the  value  of  com- 
parable artwork  and  the  condition  of 
the  piece. 

Too  much  trouble?  It's  your  money. 
It's  you  who  could  get  stuck.  W 


Too  hot 
to  handle 


Tempted  to  buy  art 
when  you  know  it  has 
been  stolen?  Be  careful. 
In  1978  a  New  York  City 
tax-shelter  promoter, 
Barry  Trupin,  paid 
$100,000  for  a  Marc 
Chagall  painting,  "Le 
Petit  Concert,"  which  he 
knew  was  hot.  By  1990  it 
was  worth  $1.5  million, 
and  Trupin  got  greedy. 
He  offered  to  sell  it 
privately  for  a  paltry 
$300,000.  The  potential 
buyer,  suspicious  about 
the  low  price,  checked 


Chagall's  "Le  Petit  Concert"  was  swiped  in  1970.  Value:  $1.5  million 
The  owner  was  nailed  trying  to  sell  it  for  $300,000. 


with  the  International 
Foundation  for  Art 
Research  in  Manhattan 
and  found  that  the 
painting  had  been 
snatched  in  1970  from 
a  Baltimore,  Md.  home. 
Two  years  ago  a  federal 
jury  convicted  Trupin 
of  buying  a  stolen 
painting  and  later  trying 
to  sell  it.  He  was  sen- 
tenced to  five  months 
in  prison.  He  hasn't 
served  it.  The  case  is 
presently  under  appeal. 
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FINANCIAL  SERVICES 
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EDUCATIONAL  SERVICES 


Receive  Value  Line 
for  only  $^  $55 

An  introductory  subscription  to  The  Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors  Reference  Library— Value  Line's  most  recent 
Ratings  and  Reports  on  1700  stocks  and  the  practical  guide  How  to  Invest  in  Common 
Stocks.  You  will  also  receive  analyses  of  about  130  stocks  each  week  for  10  weeks  for 
^PS^$55.  Available  only  once  every  three  years  to  any  household   SPECIAL  BONUS: 
With  your  subscription  you  will  receive  as  an  extra  bonus  J.K.  LASSER'S  YOUR 
INCOME  TAX  1997  with  •  expanded  personal  recordkeeper  •  tax  organizer  • 
worksheets  •  sample  forms  PLUS  •  free  update  supplement  with  forms  for  filing  • 
telephone  hotline  •  lax  tips  on  the  Internet.  The  winner  among  tax  guides."  -  Smart 
Money.  (Retail  price  $14.95;  available  while  supplies  last  )  Special  Extra  Bonus— Our 
New  Video       INVESTING  THE  VALUE  LINE  WAY:  How  To  Make  The  Stock 
Market  Work  For  You.  Fret*  with  your  trial  subscription.  Your  subscription  may  be 
tax-deductible.  Consult  your  tax  advisor.  Send  check  or  money  order 
along  with  name,  address  and  zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

Eit  2903  Dept.  91 6110  American  Express,  MasterCard  or  Visa.  24  hours  a  day.  7  days 
a  week.  If  you  are  not  completely  satisfied  return  all  materials  in  good  condition  within  30 
days  from  'he  start  of  your  trial  subscription  lor  a  full  refund  of  your  fee.  Allow  4  weeks 
for  delivery  NY  residents  add  sales  tax.  Foreign  rates  upon  request. 

,The  Value  Line  Investment  Survey®, 

PO  Box  3988  New  York. 
NY  10008-3988 


BUSINESS  OPPORTUNITIES 
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EXECUTIVE 
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CONSULTING 

/  Substantial  Income 
/  Prestigious  Business 
/  Low  Risk 

/  Moderate  Investment 
/  Financing  available 
/  Work  part  or  full-time 
✓  No  royalties 
/  No  employees 
/  No  inventory 
/  High  ROI 

800-660-0330 
Mon-Fri,  9am  -  5:30  pm.  CST 


BUSINESS  OPPORTUNITIES 


INCORPORATE  IN  DELAWARE 


Spedafists  in  setting  up  Delaware  Crxpoajhons.  General,  Aircraft. 
Boat  &  Shelf  Caporations.  Col  a  write  for  our  fflff  HIT' 

fje  promt  CMmjMTW 
avoMryserrke  for  a 
rtd._  reasonable  role. 

351 1  SHversde  Rd,  /105-fB  •  Wilmington,  DE  USA  19810 
302-477-9800  •  80O-32KORP  •  FAX  302-477-981 1 
E-aof :  corp@delreg.com  •  litenet:  http://delreg.com 


Confidential  Banking 


for  your  wealth  Management  we  offer: 
•Protection  from  Lawsuits 
•Brokerage  Services 
•Reduce  Income  Taxes 
•Asset  Protection  &  Privacy  "Estate  Planning 
Call  today  1-800-266-8211 
Merrill,  Scott  &  Associates 


$350,000++  Potential 
Annually  FROM  HOME 

$350K  and  more  possible  annually  from  one-time 
siart  up  ot  less  than  SI  OK.  $75  K  potential  1st  lev, 
months.  One  year  old,  global  company, 
break-through  product  and  profit  structure  Work 
from  wherever  you  have  phone,  fax.  No  inventory 
or  selling  experience  required.  No  meetings,  not 
MLM.  Call  now— 1-800-4324)01 X  x2776  for  24 
hour  2  minute  message. 


Franchise 

your  business! 

For  the  expert  help  you  need  call: 
1-800-FRANCHISE 
(1-800-372-6244) 

Francorp* 

Specialists  In  Franchise  Development 


CAPITAL  AVAILABLE 


FA$T  EA$Y  FINANCING 


or  equity  capital  for  your  business  New 
database  profiles  10,000  active  lenders 
willing  to  take  risks  your  bank  won't. 
75  financing  types  give  you  countless 
options  for  every  deal 

FREE  INFO  800-580-1188 


Hi 

HIRE  AN  ITALIAN  TEACHER 

Choose  when  to  begin  and  when  to 
stop,  timetable  and  frequency.  A  one 
-to-one  Italian  language  lesson  for 
your  job  or  a  language-learning 
vacation  for  your  family.  Contact: 
Koine  Center  Via  de'  Pandolfini,  27- 
50122  Firenze  (Italy)-Tel.  01 139-55- 
213881  fax  01139-55  216949 


OFFSHORE 


TAKE  YOUR  BUSINESS  OFPSHORE  FOR  THE 
BEST  ASSET  PROTECTION  AND  PRIVACY 
Companies  -  Bahamas,  BVt.  Cayman 

~ '*""««, 

$87S' 


Trusts.  Bank  &  Securities  Accn 
Crrdir  Cards 


Vtsa/MC/Amcx 

(80C)  551-9105 

h  np  .//www  5  kysi  i  rf  com/ucs 


Universal! 


Send  for  a 


FREE 
CATALOG 

of  business  books  for  sole 


Write  to: 

Free  Business  Catalog 
U.S.  Government  Printing  Office 
Office  of  Marketing — Stop  SM 
Washington,  DC  20401 


by  the  U.S.  Government! 


University  Deqrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in  Business  Admin.  Public  Admin 

Health  Care  Admin.  Human  Resources, 
Finance.  International  Business.  Tech  Mgmt 
Law.  Paralegal,  Psychology  Call  for  brochure 
(800)  477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E  17  St-F,  Santa  Ana,  CA  92705 
http://www.scups.edu 
Email:  enroll@scups.edu 


MBA  by  Distance  Learning 

Major  British  university  offers  accredited  MBA:  no 
Bachelor's  or  GMAT  needed  Chosen  Oy  Economist 
Intelligence  Unit  as  one  of  wond's  Best  MBA  programs 

HERI0T -WATT  UNIVERSITY     (800)  MBA-0707 
North  American  Distnbutor  I    «•  Ask  for  ext  6 
6921  Stockton  Ave.  Suite  C.  El  Cernto.  CA  94530 
For  immediate  FaxBack  liteiature:  from  your 
fax  machine's  phone,  call  (510)  486-8900. 


COLLEGE  DEGREE 

BACHELOR'S  -  MASTERS  •  DOCTORATE 

For  Work,  Lite  and  Academic  Experience 

Earn  your  degree  through 
convenient  home  study 

(800)  423-3244  ex.  185 
Fax:  (310)  471-6456 

send  detailed  resume  lor  net  ivumuioh 

Pacific  Western  University 

1210  Auahi  Street.  Dept.249,  Honolulu,  HI  96814-4922 


It  keeps 
more  than 
memories 
alive 


THE  AMERICAN  HEART 

ASSOCIATION 
MEMORIAL  PRCERAM 


1-800-242-8721 
American  Heart  Association 

This  space  provided  as  a  public  service 


Forbes  -reach  the  affluent- 

CAPITALIST  TOOL® 


homes 


Make  it  "Thunder  in  the  Southwest" 
when  you  explore  New  Mexico 
jn  a  Harley-Davidson  with 
American  Frontier  Motorcycle 
rours,  !nc.™The  ultimate  all — 
ncl u si ve  luxury  motorcycle  tour. 
30  Box  9242  Santa  Fe  NM  87504 
3hone/Fax:1-888-TOURSHD 

>-mail:  thunder@americanfrontiermc.com 
fhe  web:  www.americanfrontiermc.com 


GEMSTDNES 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 
and  all  Precious  Gemstones. 
Free  wholesale  catalog  since  1967! 

Member:  Jewelers  Board  of 
Trade  &  Chamber  of  Commerce. 

HOUSE  OK  ONYX 
1  Main  St..  Greenville,  K  Y  42345 
1-800-844-3100  or  FAX  502-338-9605 


EXECUTIVE  GIFTS 


ack  pain? 


Based  on  the  Alexander 
echnique.  PosturEvolution  is  not 
simply  a  seating  device,  it's 

l  long-term  approach 
to  back  care. 

Our  seat  support  guides  you 

into  sitting  properly. 
And  good  posture  can  lead 
to  immediate  comfort  and  to 

lasting  relief. 


Classified 


TREATMENT  CENTERS 


You're  Successful! 
So  why  aren't  you 
happy? 

Compulsions  and  Addictions: 
alcohol,  drugs,  sexuality,  eating 
disorders,  co-dependency. 
Pavilion  International  is  not 
Not  just  another  rehab,  this 
beautiful  new  $5  million 
treatment  center,  perched  on 
160  mountainous  acres  in 
North  Carolina  offers  a  unique 
approach  that  has  been  proven 
successful.  Let  us  show  you 
how  to  find  and  nurture  your 
true  identity.  We  work  when 
others  have  failed. 

Pavilion  International 
Call  1-800-392-4808 


BDOKS/AUTHORS/PUBLISHERS 


NEW  AUTHORS 

PUBLISH  YOUR  WORK 

All  subjects  considered: 
Fiction.  Biography,  Poetry,  Religion,  Childrens 

AUTHORS  WORLDWIDE  INVITED 

write  or  send  your  manuscript  to: 
MINERVA  PRESS 

2  OLD  BROMPTON  ROAD,  LONDON  SW7  3D0,  ENGLAND 


HUNT  TROPHY  ELK  in  BEAUTIFUL 
BADLANDS  OF  NORTH  DAKOTA 


•  Private  I  !mi  •  No  I  iu'ik-  Rti]iuiul  •  B(  w,  ( iim  or  BLid  Powder 

•  Bison/Fallow  Deer  or  -BBon/Elk  Combo's  -  Also  Hunt  for  Prairie 

Dog.  Turkey  Grouse.  Goose.  Coyote,  ho\  &  Pheasant 
•Guided  Aithm  Hunts  VfuleDo3"$  Anlelope 
•l^n(!-H.>meu»  iked  Mails 
NO  HIDDEN  CHARGES — GUARANTEE  KILL  OR  NO  PAY 

Cedar  Ridge  Elk  Ranch 
Rural  Route  1.  Box  4,  Rhame,  ND  58651 


Practical  Luxury 


The  "Elevette®" 

residence  eleva- 
tor adds  practical 
convenience  to 
your  home  and 
is  the  solution 
for  persons  who 
shouldn't  climb 
stairs.  Tax- 
deductible 
when  doctor 
recommended. 


for  free  literature,  contact: 


INCLINATOR 

7T 


COMPANY  OF 

Dept.  7,  PO  Box  1557 
Harrisburg,  PA  17105-1557 
Phone  717-234-8065 


AMERICA 


Here's  A  Business 
Jet  Solution  For  People 
Who  Never  Thought 
They  Could  Afford 
A  Business  Jet. 


M-inclusive  fractional  ownership  of 
Learjet''  and  Challenger"  aircraft 
with  costs  tailored  to 
your  exact  requirements. 
Call:  1-800-590-JETS 


1 


BUSINESS 

JetSolutions 

The  Executive  Aviation  Affiliate  of 

AmericanAirlines 


PINE  ART 


DALI 

Collect  Rare,  Authentic 
Limited  Editions 
from  S  2500 
CALL  FOR  CATALOG 

1-800-999-DALI 

or(310)  798-1360 


SILVERSTATE  FINE  ART 


HOUSEHOLD  STAFF 


STERLING 

SERVICES 

1-800-800-6757 


COUPLES 
BUTLERS/ HOUSEMEN 
CHEFS/COOKS 
LANDSCAPE  GARDENERS 
COMPANIONS 
ESTATE  MANAGERS 


Completely  Screened 
THE  HOUSEHOLD  PROFESSIONALS  I 


Richard  Petty  Driving  Experience 

is  available  year  round  at  Atlanta,  Charlotte,  Las  Vegas, 
and  Walt  Disney  World  Speedway.  5  courses  to 

choose  from  with  rides  starting  at  $99.99. 
For  more  information  and  a  free  brochure,  call: 

M0o*if  Pirn 


800  392  0363 
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To  spotlight  your  specialty  product  or  service  to  an  affluent  proven  responsive  executive  audience: 

CALL  OR  FAX  LINDA  LOREN  (212)  260-0620  or  FAX  (212)  260-8183 

e-mail:  lloren@forbes.com 


www.forbes.com 

Website  Directory 

FORBES  ADVERTISERS  on  the 
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American  Century  Investments 

www.americancentury.com 

American  Institute  of  CPA's 

www.aicpa.org 

ARAMARK 

www.aramark.com 

Archer  Daniels  Midland 

www.admworld.com 

Baume  &  Mercier 

www.baume-et-mercier.com 

Brown  6r  Co. 

www.brownco.com 

Cadillac  Motor  Division 

www.cadillac.com 

California  Trade  &  Commerce  Agency 

www.commerce.ca.gov 

Charles  Schwab  &  Co.,  Inc. 

www.schwab.com 

Chevrolet  Corvette 

www.chevrolet.com/c5 

Chrysler  Car 

www.chryslercar.com 

Chrysler  Corporation 

www.chryslercorp.com 

CNF  Transportation,  Inc. 

www.cnf.com 

Compaq  Computer  Corporation 

www.compaq.com 

Computer  Associates 

www.cai.com 

Coopers  &  Lybrand 

www.colybrand.com 

Dale  Carnegie  Training 

www.dale-carnegie.com 

Data  General  Corporation 

www.dg.com 


Dreyfus  Services  Corporation 

www.dreyfus.com/funds 

E*Trade  Securities 

www.etrade.com 

Enron  Corporation 

www.enron.com 

Exabyte 

http://exabyte.com 

Fireman's  Fund  Insurance  Company 

www.the-fund.com 

Hilton  Hotels  Corporation 

www.hilton.com 

Honda 

www.honda.com 

Hyundai  Croup 

www.hyundai.net 

Ikon  Office  Solutions 

www.IKON.com 

Kingston  Technology 

www.kingston.com 

Lincoln  Continental 

www.lincolnvehicles.com 

Massachusetts  Mutual  Life  Insurance 
Company 

www.massmutual.com 

Microsoft  Office 

www.microsoft.com/office/ 

Minolta  CS  PRO  Copiers 

www.minoltausa.com 

Muhlenkamp  &  Co.,  Inc. 

www.muhlenkamp.com 

Northwestern  Mutual  Life  Insurance 
Company 

www.northwesternmutual.com 

Parker  Hannifin 

www.parker.com 

Phillips  Petroleum  Company 

www.phillips66.com 


The  Principal  Financial  Croup 

www.theprincipal.com 

Prudential  Securities 

www.prudential.com 

Qualcomm 

www.qualcomm.com/cdma/ 

Republic  National  Bank  of  New  Yor 

www.rnb.com 

Saab  USA 

www.saabusa.com 

SAP  America,  Inc. 

www.sap.com 

The  Southern  Company 

www.southernco.com 

St.  Paul  Companies,  Inc. 

www.stpaul.com 

T.  Rowe  Price 

www.troweprice.com 

Toshiba 

http://copier.toshiba.com 
http://fax.toshiba.com 

Toshiba  America,  Inc. 

www.toshiba.com 

Toyota  in  America 

www.toyotausa.com 

Toyota  Motor  Sales 

www.toyota.com 

Unisys  Corporation 

www.unisys.com 

Visioneer 

www.visioneer.com 

Westin 

www.westin.com 

Zenger  Miller 

www.zengermillerlibrary.com 
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Typical  house  in 
Shaker  Heights, 
an  early  planned 
suburban 
development 
near  Cleveland. 


"The  more  things  change..." 
70  years  ago  in  Forbes 

(From  the  issue  of  Mar.  15,  1927) 
"Record  one  more  failure  of  gov- 
ernment in  business.  Kansas  passed  a 
law  guaranteeing  bank  deposits;  but 
thousands  of  depositors  are  clamor- 
ing in  vain  for  their  money.  Bank 
losses  have  exceeded  by  millions  the 
provision  made  by  the  state  for  their 
payment,  and  have  been  increased  by 
another  million  dollars  through  the 
failure  a  fortnight  ago  of  a  chain  of 
small  banks  in  southeastern  Kansas." 

"Everywhere  Will  Rogers  speaks  the 
rule  is  'Standing  Room  Only'  When 
I  told  him  that  I  had  had  great  diffi- 
culty in  getting  tickets  to  hear  him, 
he  shot  back,  'Ah,  you  had  to  pay  for 
them.'"  -B.C.  Forbes 


The  1927  Studebaker  Erskine,  an  early 
U.S.  experiment  in  a  compact  car. 


60  years  ago 

(From  the  issue  of  Mar.  15,  1937) 
"If  Franklin  Roosevelt  hadn't 
failed  to  live  up  to  so  many  previous 
promises,  his  ringing  repudiation  of 
a  third  term  would  have  been 
received  more  demonstratively.  Even 
so,  the  relief  felt  was  immediately 
and  emphatically  reflected  next  day 
on  the  security  exchanges." 

"After  their  first  shock  of  amaze- 
ment at  Carnegie-Illinois  Steel's 
recognition    of   the    Cio's  Steel 


Workers  Organizing  Committee, 
businessmen  settled  back  to  figure 
out  what  its  long-run  implications 
for  industrial  relations  might  be.  The 
man  in  the  street  and  the  average 
workingman  interpret  the  U.S.  Steel 
subsidiary's  consent  to  bargain  col- 
lectively with  union  representatives 
as  a  resounding  victory  for  the  CIO 
and  for  unionism." 

50  years  ago 

(From  the  issue  of  Mar.  15,  1947) 
"The  Veterans  Administration  is 
now  the  most  colossal  business  in  the 
world.  VA  operates  64  different  pro- 
grams, with  scores  of  others  projected 
by  vote-conscious  Congressmen. 
Operating  the  world's  largest  mutual 
insurance  business  (policies  totaling 
$35  billion  cover  lives  of  5  million 
individuals)  is  just  a  sideline." 

"The  Republican  promise  of  'curbs' 
on  labor  power  has  had  a  lot  of  steam 
taken  out  of  it  due  to  the  fact  that,  for 
the  time  being  anyway,  labor  and 
management  have  buried  the  hatchet. 
Both  sides  have  become  aware  that 
continued  warfare  would  kill  off  their 
one  chance  for  full  employment  and 
fair  profits."      -Montreal  Daily  Star 

25  years  ago 

(From  the  issue  of  Mar.  15,  1972) 
"The  past  ten  years  have  seen  a 
spectacular  50%  growth  in  one-per- 
son households  in  the  U.S.,  from 
7  million  in  1960  to  11  million  in 
1970.  Two- thirds  of  this  total  are 
females,  living  primarily  in  large  met- 
ropolitan areas." 

"As  of  early  this  month  the  interna- 
tional oil  stocks  were  selling  at  close 
to  their  lowest  price/earning  ratios 
in  nearly  20  years:  just  11,  versus  17 
for  the  Dow  Jones  industrials.  Mobil 
Oil,  which  a  few  years  back  sold  for 


16  times  earnings,  recently  sold  for 
10;  Texaco  10;  Standard  Oil  of  New 
Jersey  12;  Gulf  11  times  earnings. 
This  although  1971  brought  record 
or  near-record  earnings  for  many  of 
the  companies.  As  things  look  now, 
it's  only  a  matter  of  time  before  the 
oil-exporting  countries  nationalize 
the  wells." 


Forbes 

Oil 

Negotiating 


Forbes'  cover  for  Mar.  15, 1972 
reflected  the  grim  oil  supply  outlook. 


10  years  ago 

(From  the  issue  of  Mar.  9,  1987) 
"Unnoticed  in  the  surging  stock 
market,  the  flotation  of  new  equity 
issues  has  become  a  veritable  flood. 
Last  year  investment  bankers  took 
955  companies  public  and  raised 
$25.8  billion — doubling  the  old 
record  of  $12.6  billion  set  in  1983." 

"Why  does  overall  employment 
expand  in  this  country  while  big  com- 
pany payrolls  shrink?  Thriving  small 
businesses  are  one  reason.  'Flexible 
staffing'  is  the  other,  providing  60% 
of  all  new  jobs  since  1974." 

"So  a  budget  deficit  of  $173.2  bil- 
lion is  forecast  by  the  Administration 
for  fiscal  1987  (ending  Sept.  30). 
That  would  be  $47.5  billion  less 
than  the  awful  $220.7  billion  record 
budget  deficit  in  fiscal  1986.  Sounds 
good?  Like  hell.  Just  a  few  months 
ago  the  Administration  was  estimat- 
ing that  the  FY87  deficit  would  be 
$143.7  billion."  MM 


Forbes  ■  March  10,  1997 


215 


t£Mi 

J- 

TS  ON  THE  BUSINESS  OF  LIFE 

thoughts@forbes.com 

Gene  Tunney  is  a  philoso- 
pher as  well  as  boxer. 
I  heard  him  speak  at  the 
largest  dinner  I  ever  at- 
tended in  New  York,  that 
of  the  New  York  Railroad 
Club.  Tunney's  language 
astonished  me.  He  mastered 
such  words  as  "unique"  and 
"pedagogy"  as  easily  as 
he  masters  other  boxers.  His 
main  point  was  excellent: 
"I  recognize  that  such 
fame  as  has  come  to  me,  or 
Babe  Ruth,  or  any  other 
young  man  closely  followed 
by  the  youth  of  this  country, 
brings  with  it  a  serious 
responsibility.  I  hope 
I  have  been  able  so  far 
to  meet  it,  and  I  pledge 
my  best  to  continue." 

-B.C.  Forbes 


A  Text  .  .  . 

Wherefore  take  unto  you 
the  whole  armour  of 
God,  that  ye  may  be 
able  to  withstand  in  the 
evil  day,  and  having 
done  all,  to  stand. 
-Ephesians  6:13 


Sent  in  by  Howard  Freeman, 

New  York,  N.Y. 

What's  your  favorite  text? 

The  Forbes  Scrapbook 

of  Thoughts  on  the  Business 

of  Life  is  presented  to  senders 

of  texts  used. 


Laws  are  like  spiders'  webs, 

which,  if  anything  small 

falls  into  them  they  ensnare  it, 

but  large  things  break  through 

and  escape. 

-Solon 

Whereas  the  law  is  passionless, 
passion  must  ever  sway 
the  heart  of  man. 
-Aristotle 

A  just  cause  needs  no  inter- 
preting: It  carries  its  own 
case.  But  the  unjust  argument, 
since  it  is  sick,  needs  clever 
medicine. 
-Euripides 

Of  course  people  are  getting 
smarter;  they  are  letting 
lawyers  instead  of  their 
conscience  be  their  guides. 
-Will  Rogers 


I  am  not  so  afraid  of  lawyers 
as  I  used  to  be.  They 
are  lambs  in  wolves'  clothing. 
-Edna  St.  Vincent  Millay 

All  bad  precedents  begin 
with  justifiable  measures. 

-Julius  Caesar 

I  regret  that  I  have  but  one  law 
firm  to  give  for  my  country. 

-Adlai  Stevenson 

The  "Thoughts"  three-volume  boxed  set  and  indi- 
vidual volumes  are  now  out-of-print.  They  will  be 
replaced  by  a  new,  deluxe  one-volume  edition,  with 
more  than  12,000  quotes,  which  will  be  ready  this 
spring.  Details  on  price  and  availability  will  follow. 

NEW!  The  "Thoughts"  Screen  Saver  Collection  of 
over  2,000  quotes  is  now  available  for  only  $19.95,  for 
Windows  3/:"  disk.  Send  your  order  with  payment  to 
Forbes  Books,  P.  0.  Box  10934,  Des  Moines,  IA 
50340.  Please  add  $3.00  for  shipping  and  handling, 
plus  sales  tax  on  orders  in  New  York  State  and  other 
states  where  applicable.  For  faster  service  call 
1-800-876-6556  and  charge  to  your  credit  card. 


I  said  there  was  a  society 
of  men  among  us,  bred  up 
from  their  youth  in  the  art 
of  proving,  by  words  multi- 
plied for  the  purpose,  that 
white  is  black  and  black 
is  white,  according  as  they 
are  paid.  To  this  society 
all  the  rest  of  the  people 
are  as  slaves. 
-Jonathan  Swift 

The  acme  of  judicial  dis- 
tinction means  the  ability 
to  look  a  lawyer  straight 
in  the  eyes  for  two  hours 
and  not  hear  a  damned 
word  he  says. 
-Justice  John  Marshall 

The  man  for  whom  law  exists- 
the  man  of  forms,  the  con- 
servative^— is  a  tame  man. 
-Henry  David  Thoreau 

We  may  not  all  break  the 
Ten  Commandments,  but  we 
are  certainly  all  capable 
of  it.  Within  us  lurks  the 
breaker  of  all  laws,  ready 
to  spring  out  at  the  first 
real  opportunity. 
-Isadora  Duncan 

I  have  knowingly  defended  a 
number  of  guilty  men.  But 
the  guilty  never  escape  un- 
scathed. My  fees  are  sufficient 
punishment  for  anyone. 
-F.  Lee  Bailey 

The  people  should  fight 
for  their  law  as  for  their 
city  wall. 

-Heraclitus 

The  best  description  of  "utter 
waste"  would  be  a  busload  of 
lawyers  going  over  a  cliff 
with  three  empty  seats. 
-Lamar  Hunt 


March  10, 1997  •  \bhmie  159  •  Number  5  FORBES  (ISSN  0015  6914)  is  published  biweekly,  except  tor  two  issues  combined  periodicillv  into  one  and  occasional  extra  or  expanded 
issues,  by  Forbes  Inc.,  60  Fifth  Ave.,  New  \,  irk,  N.Y.  1001 1.  Periodicals  postage  paid  at  New  York,  N.Y.  and  at  additional  mailing  offices.  International  Publications  Mail  Agreement 
No.  451029.  GST  #  12576  9513  RT  POSTMASTER  Send  address  changes  to  Forbes  Subscriber  Service,  P.O.  Box  37162,  Boone,  IA  50037-0162.  Copyright  ©  1997  Forbes 
Inc.  Tide  is  protected  through  a  trademaik  registered  in  the  U.S.  Patent  Office.  Subscription  rate:  $57  a  year. 


216 


Forbes  ■  March  10,  1997 


HE      GOOD  LIFE 


Who  could  have  Donald  J.  Trump  as  their  developer 
Philip  Johnson  as  their  architect  and 
Jean-Georges  Vongerichten  as  their  chef? 

c/?t  Trump  International  Hotel  and  Tower,  you'll  enjoy  the  brilliance  of 
the  world's  most  visionary  Developer. . .  America's  foremost  Architect. . .  and 
New  York's  premier  Chef.  Combined  with  the  experience  of  the  Calbreath 
Company  and  the  financial  resources  of  General  Electric  Pension  Trust,  these 
formidable  talents  have  created  the  most  important  new  address  in  the  world. 

This  contemporary  landmark  offers  its  residents  a  spectacular  location; 
magnificent  views;  Jean-Georges,  the  new  signature  restaurant  of  New  York's 
most  celebrated  chef  Jean-Georges  Vongerichten;  and  world-class  services  and 
amenities  that  only  a  super  luxury  hotel  can  provide. 

Already  over  80%  sold,  the  condominiums  at  Trump  International  will  be 
ready  for  occupancy  in  March,  1997. 

Tower  Residences  from  $915,000.  Hotel  Suites  from  $825,000.* 

The  Sunshine  Group,  Ltd.,  Exclusive  Marketing  and  Sales  Agent. 
One  Central  Park  West,  New  York,  NY  10023 
(212)247-7000  Fax(212)664-1936  Broker  Participation  Invited. 

For  Hotel  reservations  call:  (212)  299-1000  or  (888)  44-TRUMP 


TRUMP 


H  O  T  E  I 


1  Q  N  A  L 

r  O  W  E  R 
ARK  WEST 


"The  Windsor  Collection  and  Excelsior  Collection  Suites. 

Developed  by  The  Trump  Organization,  The  Calbreath  Company  and 
Ceneral  Electric  Pension  trust. 


lQl'Al  HOUSING  .  „    .  .  „  . 

opportunity        I  he  complete  ottering  terms  are  in  an  Ottering  Plan  available  from  the  Sponsor. 
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The  Jflngle  Booking  Rain  forest  rendezvous  92 
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Want  To  Send 
A  Witty  E-Mail? 

By  Christopher  Buckley 


Pretend  it's  a  telegram — 
in  its  day,  the  soul  of  wit 

Scrolling  through  my  e-mail  the 
other  day,  I  saw  there  were  a  half-dozen 
'  messages  waiting  for  me,  none  of  them  par- 
;  ticularly  urgent,  and  none  less  than  a  hun- 
1  dred  words  long.  One,  from  someone  I  had 
just  met,  clocked  in  at  1,286  words;  Mark 
!  Twain  once  apologized  to  a  correspondent 
for  a  long  letter — he  just  hadn't  had  time  to 
I  write  a  short  one. 

Back  in  the  days  when  electronic  mes- 
sages were  truly  urgent,  every  letter  counted. 
I  Literally.  I  remember  going  over  the  word- 
ing of  a  telegram  with  the  Western  Union 
j  operator,  trying  to  figure  out  how  to  cut  it 
down  to  the  15-word  economy-rate  limit. 
!  They  were  great  editors,  those  operators; 
j  and  sticklers  who  wouldn't  let  you  get  away 
i  with,  say,  trying  to  turn  multiple  words  into 
one  merely  by  adding  a  hyphen.  '"Love- 
l  and-kisses'?  That's  three  words,  sir." 

It  occurred  to  me  that  it  had  been  a  long 
I  time  since  I  had  gotten  or  sent  a  telegram. 
Cheap  long-distance  telephone,  fax  and 
now  e-mail  have  made  it  possible  to  be  as 
wordy  as  we  want,  and  in  our  rush  to  com- 
imunicate  instantly  (and  incessantly),  we 
barely  paused  to  mourn  the  passing  of  the 
telegram  as  a  literary  genre.  As  those  dis- 
tinctive yellow  forms  pasted  with  teletype 
strips  of  tape  passed  from  our  lives,  so  did  a 
certain  poetry,  drama  and  wit. 

When  I  was  growing  up  in  the  '50s  and 
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i  knock  on  the  door  from  the 
Western  Union  messenger,  always 
smart  in  his  cap  and  uniform,  marked 
a  significant  moment — more  often 
than  not,  bad  news.  More  than  once 
a  telegram  reduced  me  to  tears.  The 
generation  before  mine  had  trembled 
at  the  approach  of  the  same  messen- 
gers, afraid  that  the  message  they  bore 
began  with  the  words,  THE  SECRE- 
TARY OF  WAR  DESIRES  ME  TO 
EXPRESS  HIS  DEEP  REGRET....  In 
my  own  day — the  Vietnam  era — we 
trembled  at  telegrams  from  Wash- 
ington that  began  with  that  madden- 
ingly upbeat  GREETINGS,  inviting  us 
to  go  get  killed. 

Telegrams  had  their  own  code 
words,  such  as  STOP,  SOONEST, 
PROCEEDING,  -WISE,  ADVISE,  rep- 
resenting freeze-dried  sentences.  The 
form  itself  was  built  for  concision. 
American  architect  and  engineer 
Buckminster  Fuller  once  sent  a  fa- 
mous cable  to  Japanese  artist  Isamu 
Noguchi  explaining  the  key  equation 
in  Einstein's  Theory  of  Relativity  in 
249  words.  It's  considered  a  master- 
piece of  compression.  What  makes 
Robert  Benchley's  classic  telegram 
from  Venice  to  his  travel  agent — 
STREETS  FULL  OF  WATER.  PLEASE 
ADVISE — so  perfect  is  that  su- 
perfluous PLEASE. 

In  his  introduction  to  Joyce 
Denebrink's  Barbed  Wires,  a 
wonderful  collection  published 
in  1965  of  funny  telegrams, 
Marvin  Kitman  wrote  that  as  an 
art  form  the  telegram  is  even 
more  demanding  than  Japanese 
haiku,  since  haiku  allows  17  syl- 
lables, and  the  former  only  15 
words.  With  wit  worthy  of  the 
form  he  was  illuminating,  Kit- 
man  wrote  that  the  inventor 
of  the  telegraph,  Samuel  Finley 
Breese  Morse,  had  been  seeking 
to  instill  a  new,  simple  literary 
torm  that  would  displace  "the 
flowery  New  England  tran- 
scendentalists  who  dominated 
the  literary  Establishment.  Un- 
like the  chatterboxes  Thoreau, 
Emerson  and  especially  Whit- 


man, Morse  loved  the  brief,  the  clear, 
the  bold,  a  style  epitomized  in  his 
code.  The  Morse  code  was  popular 
with  the  avant  garde  not  only  because 
it  pruned  the  deadwood  out  of  the  lan- 
guage, but  because  it  couldn't  be  un- 
derstood by  the  masses." 

The  very  first  telegraph  message 
ever  sent,-  on  May  24,  1844,  was  only 
four  words  long.  Morse  tapped  them 
out  in  the  old  Supreme  Court  Cham- 
ber (now  the  Law  Library)  in  the  U.S. 
Capitol,  in  the  presence  of  Dolly 
Madison  and  Henry  Clay.  It  was, 
as  you  know,  WHAT  HATH  GOD 
WROUGHT!  His  partner,  Alfred  Vail, 
sitting  in  a  railroad  station  40  miles 
away  in  Baltimore,  tapped  back, 
"YES,"  ushering  in  the 


age  of  miscommunication.  (Morse's 
somewhat  portentous  four-word  mes- 
sage was  not  of  his  own  choosing;  that 
honor  had — for  political  reasons — | 
gone  to  the  daughter  of  the  commis- 
sioner of  patents.)  Vail,  Morse's  fellowi 
Yale  student  who  had  persuaded  hisjj 
father  to  put  up  the  money  for  their 
prototype  telegraph  nine  years  earlier, 
had  asked  the  senior  Vail,  when  it 
came  time  to  test  their  new  invention, 
to  suggest  the  message.  So  the  actual 
first  words  ever  electrically  transmit- 
ted, in  1838,  across  three  miles  of  wire 
stretched  around  a  room  in  New 
Jersey,  were:  A  PATIENT  WAITER  IS 
NO  LOSER.  Try  quoting  that  next 
time  someone 


Received  at 


k  FRIEND 


YOlj  HkVE  ONE . 


MY  FIRST 
IF 


9.B.  3HM». 


phones  you  in  a  fury  from  Hong 
Kong  because  the  58-page  docu- 
ment you  e-mailed  to  him  four 
minutes  ago  still  hasn't  arrived! 

Between  the  first  taps  on  Morse's 
telegraph  keypad  and  the  playing 
of  taps  for  the  telegram  130-odd 
years  later,  the  wires  (and  wire- 
lesses) vibrated  with  precisely  cho- 
sen bon  mots.  If  you  wanted  to  tell 
someone  off,  there  was  no  med- 
ium as  perfect  to  the  task  as  a  well- 
chosen  telegram.  The  best  of  that 
genre  may  have  been  the  one  sent 
to  Lord  Home,  the  Foreign  Sec- 
retary: TO  HELL  WITH  YOU. 
.OFFENSIVE  LETTER  FOLLOWS. 
IRATE  CITIZEN.  Does  the  White 
House  Website  get  such  high 
quality  hits  these  days? 

It  was  especially  satisfying  when 
two  titans  of  repartee  got  going,  as 
in  the  exchange  between  George 
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Bernard  Shaw  and  Winston  Church- 
ill. Shaw's  invitation  to  the  opening  of 
his  new  play:  HAVE  RESERVED  TWO 
TICKETS  FOR  MY  FIRST  NIGHT. 
COME  AND  BRING  A  FRIEND  IF  YOU 
HAVE  ONE.  Churchill's  reply:  IM- 
POSSIBLE TO  COME  FIRST  NIGHT. 
WILL  COME  TO  SECOND  NIGHT, 
IF  YOU  HAVE  ONE. 

There  was  the  Tango  Telegram, 
with  one  partner  functioning  as  the 
unwitting  straight  man.  Jesse  Lasky, 
head  of  Paramount  Pictures,  wired 
playwright  George  S.  Kaufman:  OF- 
FER $40,000  FOR  SCREEN  RIGHTS 
TO  "ONCE  IN  A  LIFETIME."  Kauf- 
man wired  back:  OFFER  $40,000  FOR 
PARAMOUNT  COMPANY  When  Cary 
Grant,  notoriously  touchy  about  his 
age,  got  a  telegram  from  a  maga- 
zine editor  asking  HOW  OLD  CARY 
GRANT?,  he  replied,  OLD  CARY 
GRANT  FINE.  HOW  YOU? 

Telegrams  recorded  imperiousness, 
high  and  low.  When  Frederick  Rem- 
ington cabled  William  Randolph 
Hearst  from  Havana  in  1897 to  report, 
THERE  WILL  BE  NO  WAR.  I  WISH 
TO  RETURN,  Hearst  famously  cabled 
back,  PLEASE  REMAIN.  YOU  FUR- 
NISH THE  PICTURES  AND  I'LL  FUR- 
NISH THE  WAR.  Less  well-known  is 
the  telegram  Mrs.  Peter  Sellers  got 
one  afternoon  while  she  was  working 
in  the  kitchen  and  her  husband,  the 
actor,  was  upstairs  in  his  study:  BRING 
ME  A  CUP  OF  COFFEE.  PETER. 

The  telegram  traffic  between  war 
correspondents  and  their  editors  back 
home  provided  some  of  the  great  mo- 
ments. The  correspondent  for  the 
London  Express  got  this  from  his 
boss:  DAILY  MAIL  MAN  SHOT.  WHY 
YOU  UNSHOT?  The  same  prefix  al- 
lowed Evelyn  Waugh  to  trump  his 
editor  in  1935,  when  Waugh  was 
covering  the  Italian  invasion  of  Ethi- 
opia. (The  comic  novel  that  resulted 
from  that  experience,  Scoop,  teems 
with  feckless  cables  from  Boot  to  his 
paper,  The  Beast  NOTHING  MUCH 
HAS  HAPPENED  EXCEPT  TO  THE 
PRESIDENT  WHO  HAS  BEEN  IM- 
PRISONED IN  HIS  OWN  PALACE  BY 
REVOLUTIONARY  JUNTA  HEAD- 


BRINCJ  ME  A  CUP  OP 

ED  BY  SUPERIOR  BLACK  NAMED 
BENITO. ..LOVELY  WEATHER 
BUBONIC  PLAGUE  RAGING.) 
When  a  rumor  began  circulating  that 
an  English  nurse  had  been  killed  in 
an  air  raid,  Waugh's  editor  cabled, 
SEND  TWO  HUNDRED  WORDS 
UPBLOWN  NURSE.  After  checking  it 
out  and  ascertaining  there  was  no 
story,  Waugh  cabled  back,  NURSE 
UNUPBLOWN. 

Concision  sometimes  led  to  confu- 
sion. In  1933,  the  United  States  ambas- 
sador in  Sofia,  Bulgaria,  cabled  the 
Balkan  desk  of  the  State  Department 
as  follows:  QUEEN  HAS  GIVEN 
BIRTH  TO  A  DAUGHTER.  HAVE 
CONGRATULATED  PRIME  MINIS- 
TER. The  Maud  Committee,  which 
in  1940  advised  the  British  govern- 
ment that  a  fission  bomb  could  be 
made,  owed  its  name  to  a  somewhat 
garbled  understanding  of  a  telegram. 
After  the  German  army  occupied 
Denmark,  Danish  physicist  Niels 
Bohr  got  off  a  telegram  to  friends  in 
England  telling  them  he  was  safe.  It 
ended  with  the  sentence,  PLEASE 
INFORM  COCKCROFT  AND  MAUD 
RAY,  KENT.  British  intelligence 
thought  it  was  code,  and,  after  great 
beavering,  decrypted  the  sentence  to 
mean,  "Make  uranium  day  and  night." 
Subsequently  they  learned  that  Maud 
Ray  had  been  Bohr's  English  nanny. 

What  you  read  in  a  telegram  de- 
pended on  where  you  stood.  When  a 
lawyer  unexpectedly  won  a  difficult 
case  for  a  client,  he  wired,  JUSTICE 
HAS  TRIUMPHED!  The  client  im- 
mediately cabled  back,  APPEAL  THE 
CASE  AT  ONCE!  The  weak  link  could 
be  the  clerk  taking  down  the  message, 
as  in  the  case  of  the  farmer  in  England 
who  anxiously  awaited  the  delivery  of 
a  shipment  of  ewes,  only  to  receive  this 
alarming  news:  TWENTY  BLACK- 


COFFEE.  PETER. 

FACED  YOUTHS 
DESPATCHED  BY  RAIL  9:30  A.M. 

Sometimes,  of  course,  the  idea  was 
to  deceive,  and  telegrams  could  be 
artful  instruments  of  dodging.  The 
French  violinist  Jacques  Thibaud 
(1880-1953)  once  embarked  on  an  ex- 
tended liaison  amoureuse,  arranging  for 
his  wife  to  receive  a  series  of  telegrams: 
CONCERT  IN  BERLIN  FANTASTIC 
SUCCESS.  SEVEN  ENCORES,  LOVE 
JACQUES.  ROME  RECITAL  SOLD 
OUT.  IMMEDIATELY  RE-ENGAGED. 
JE  TEMBRASSE.  JACQUES.  WAR- 
SAW CONCERT  UNBELIEVABLE 
TRIUMPH.  MILLE  BAISERS.  Et  cet- 
era. When'  he  got  home,  he  and  his 
wife  were  in  the  middle  of  dinner 
when  the  maid  brought  a  telegram: 
BRUSSELS  APPEARANCE  SENSA- 
TIONAL. RAVE  REVIEWS.  I  MISS 
YOU.  JACQUES.  However  sensation- 
al Brussels  might  have  been,  the  scene 
at  the  Thibaud  dinner  table  must  have 
topped  it. 

In  a  medium  that  depended  on 
brevity,  the  smallest  error  could  be 
tantamount  to  a  Freudian  blip.  The 
wife  of  a  Hollywood  director  who  was 
on  location  with  a  foxy  leading  lady  re- 
ceived this  puzzler:  HAVING  A  FAN- 
TASTIC TIME.  WISH  YOU  WERE 
HER.  Usually,  Hollywood  was  more 
direct  than  that.  Producer  Walter 
Wanger  cabled  agent  Leland  Hay- 
ward  in  1936  after  Hayward  eloped 
with  his  client  Margaret  Sullavan: 
CONGRATULATIONS  ON  ACQUIR- 
ING THE  OTHER  90%. 

Brief  as  telegrams  were,  military 
cables  had  to  be  briefer  yet,  and  some- 
times they  were  witty  into  the  bargain. 
After  firing  a  string  of  torpedoes  at 
a  Japanese  convoy  in  the  Makassar 
Strait  in  1942,  Lt.  Commander  John 
Burnside,  commanding  officer  of  the 
U.S.  Submarine  Sturgeon,  memorably 
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d,  STURGEON  NO  LONGER 
VIRGIN.  When  the  commander  of  the 
U.S.  military  garrison  on  Wake  Island 
was  ahout  to  be  overwhelmed  by  the 
Japanese  on  December  23,  1941,  he 
flashed  the  poignant  message,  ENEMY 
ON  ISLAND— ISSUE  IN  DOUBT.  One 
of  the  most  famous  telegrams  of  the 
war  (SIGHTED  SUB,  SANK  SAME), 


Received  at 


„T         t?  a  CED  YOUTHS 
BY  RAIL  9:50  AM 


DESPATCHED 


attributed  to  the  crew  member  of  a 
Navy  patrol  boat,  turned  out  to  be  the 
invention  of  a  Navy  public  relations 
officer.  Spin-o-gram. 

The  military  doesn't,  as  a  rule,  try 
to  be  funny  in  its  cables,  of  course;  but 
sometimes  it  turns  out  that  way.  Back 
in  the  days  of  the  British  Grand  Fleet, 
the  commander  aboard  the  admiral's 
squadron  flagship,  wanting  to  make 
sure  the  admiral  had  fresh  clothing 
and  linens  after  a  tour  at  sea,  cabled 
to  shore:  HAVE  ADMIRAL'S  WO- 
MAN REPORT  TO  FLAGSHIP.  It  was 
quickly  followed  with  one  saying,  IN- 
SERT WASHER  BETWEEN  ADMI- 
RAL AND  WOMAN. 

At  a  critical  moment  of  the  Battle 
of  Leyte  Gulf  in  October  1944,  the 
greatest  modern  naval  battle  ever 
fought,  a  few  extra  words  tacked  on  to 
a  cable  had  enormous  consequence. 
Admiral  Nimitz  and  his  strategists 
knew  that  Admiral  "Bull"  Halsey  had 
a  battle  plan  to  send  his  Task  Force 
34  ships  to  attack  Japanese  warships 
under  the  command  of  Admiral  Oz- 
awa,  but  as  the  critical  hours  wore  on 
and  they  did  not  hear  from  Halsey, 
their  anxiety  increased.  Nimitz  re- 
sisted sending  any  cable  that  his  tac- 
tical commanders  might  misconstrue 
as  questioning  their  authority,  but  he 
finally  relented  to  the  considerable 
pressure  and  gave  permission  to  flash 
Halsey  asking  where  his  ships  were. 


It's  a  funny  story,  as  told  in  John 
Prados'  book,  Combined  Fleet  Decoded: 

...a  radioman  caught  the  emphasis  on 
the  question  by  repeating  its  operative 
phrase.  Finally  the  ensign  who  encoded 
it  added  "padding' — words  at  the  begin- 
ning and  end  that  were  designed  to 
frustrate  cryptanalysts.  In  this  case  the 
wording,  possibly  drawn  from  Alfred, 
Lord  Tennyson's  poem  "The  Charge  of 
the  Light  Brigade, "  set  during  the  1853- 
56  Crimean  War  (the  charge  had  also  oc- 
curred on  October  25),  sounded  too  much 
like  an  integral  part  of  the  message. 
When  the  dispatch  arrived  aboard  Third 
Fleet flagship  New  Jersey  it  was  handled 
just  that  way,  and  read  WHERE  IS  RE- 
PEAT WHERE  IS  TASK  FORCE  34.  THE 
WORLD  WONDERS. 

Admiral  William  Halsey  was  in- 
censed that  his  tactical judgment  should 
be  questioned  in  this  fashion.  The  Bull 
tore  the  baseball  cap  from  his  head  and 
threw  it  on  the  deck  with  a  few  choice 
words.  He  had  begun  activating  the  bat- 
tleship unit  to  pursue  Ozawa,  but  re- 
sponded to  the  implied  criticism  by 
ordering  [U.  S.  Vice  Admiral]  Lee  back  to 
Philippine  waters  with  carrier  groups  to 
follow.  That  move  permitted  the  escape  of 
Ozawa's  remaining  warships. 

It  seems  a  good  argument  for 
keeping  it  brief,  no  matter  what  the 
circumstances.  In  a  slightly  different 


context,  Eisenhower  displayed  his 
talent — genius,  even — for  simplicity. 
The  occasion  was  the  end  of  the 
Second  World  War.  He  had  gath- 
ered his  SHAEF  officers  around 
him  for  photographs  and  news- 
reels.  Then  it  was  time  to  sit  down 
and  write  the  cable  telling  the  Allied 
commanders  that  they  had  at  last  pre- 
vailed in  the  greatest  military  effort  in 
history.  One  by  one,  Ike's  officers  sat 
down  to  compose  the  message,  each 
more  flowery  and  self-consciously  his- 
torical than  the  last.  Finally  Eisen- 
hower thanked  them  all  and  wrote  it 
himself:  THE  MISSION  OF  THIS  AL- 
LIED FORCE  WAS  FULFILLED  AT 
0241,  LOCAL  TIME,  MAY  7TH,  1945. 

But  the  most  concise  military  dis- 
patch of  all  time  was  sent  in  1844 — the 
same  year  the  telegraph  was  invent- 
ed— by  General  Sir  Charles  Napier, 
after  he  had  successfully  captured  the 
Indian  province  of  Sind,  now  Pak- 
istan. It  was  all  of  one  word  long: 
PECCAVI.  In  Latin,  that  translates  as 
"I  have  sinned."  (Pronounce  "Sind" 
and  "sinned"  out  loud  and  there  you 
have  it.)  Latin  is  not  much  in  use  any- 
more among  battlefield  commanders, 
and  it  seems  a  while  since  there's  been 
a  neatly  worded  dispatch  from  the 
field.  Maybe  if  General  Schwarzkopf 
had  been  allowed  to  go  all  the  way, 
Operation  Desert  Storm  would  have 
ended  with  a  cabled  flourish:  BAGH- 
DAD IN  BAG.  (Better  yet:  STREETS 
FULL  OF  SAND.  PLEASE  ADVISE.) 
On  the  other  hand,  if  you  live  in  the 
age  of  machines  that  can  transmit 
the  entire  text  of  Moby  Dick  in  three 
seconds,  who's  got  time  to  be  brief? 
But  for  a  while  there,  the  sending  was 
awfully  good,  e 
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Bally. 
What  a 
feeling. 


Experience  the 
legendary  elegance 
of  Bally.  The  touch  of 
supple  leather,  the 
details  of  handcrafted 
workmanship,  the 
look  of  impeccable 
styling.  A  feeling 
of  luxury  that  could 
only  be  Bally. 


BALLY 


n  the  heat  of  battle 


just  say  the  only  difficult  part  aDo 


of  heroic.  Its  capabll-      getting  around  town  in  a  Hummer  i 


ities  off- road  ere  already  legendary, 


resisting  the  constant  temptation 


And  its  performance  on -road  ,  well,  let's  drive'. 


over  other  vehicles 


I  T    C  A  N    B  £    EQUIPPED   W  I  T  If 

ARMOR    PLATING    TO  WITHSfAlSB 

.    .  ,      ■        ;\;  '  ; 

ENEMY    FIRE,   A  MISSILE 

LAUNCHER    T  O    T  A  K  E   OUT   HOST  I  L  1 

: :.  :'  .        "  V:       r.  '.  .m  - 

E  T    FIQHTERS,  AND   A   JUMP  SEAT 


llIMiC  A  R  P  O  O  L    THE  MID 


The 

Will  Travel 


BIG  SHOES  FILLED 

You  know  what  they  say:  big  shoes,  big  headaches. 
We  can  count  on  our  toes  the  times  we've  dragged 
our  size  14s  to  the  local  shoe  store,  only  to  find  they 
don't  carry  "extreme"  sizes,  or  that  the  only  extralong  styles 
in  stock  bring  new  meaning  to  the  word  "dorky." 

At  10  million  pairs  sold  in  1995,  the  big  shoe  market  may 
be  small,  but  in  percentage  terms  it's  one  of  the  fastest 
growing  segments  of  the  industry.  Some  retailers  are  mak- 
ing strides:  Bostonian  stores  try  to  stock  pertinent  styles 
up  to  size  14  and  will  deliver  up  to  size  18s  to  you  in  five  to 
seven  days  at  no  extra  cost.  While  you're  waiting  for  oth- 
ers to  catch  on,  here  are  some  mail-order  alternatives. 

Note:  many  big-shoe  manufacturers  make  only  a  lim- 
ited number  of  styles.  For  instance,  of  the  32  men's  styles 
in  a  recent  Kenneth  Cole  catalogue,  only  five  come  in  size 
14  and  up.  Still,  that's  five  more  than  in  their  shop  on 
Manhattan's  Columbus  Avenue.  (Nice  shoes,  too.) 
Kenneth  Cole:  men's  to  16,  women's  to  It;  800-487-4589 
Johnston  &  Murphy:  men's  toiy,  800-424-2854 
Mason:  men's  to  16,  women's  to  12;  800-422-1000 
The  King  Size  catalogue:  men 's  to  16  by  L.B.  Evans,  Converse, 
New  Balance,  Hush  Puppies,  Florsheim,  Sebago;  800-846-1600. 


Nowadays  safari  outfitters 
tell  you  what  to  pack.  Or 
you  can  rely  on  the  State 
Department  to  tell  you 
that  bathtub  stoppers  are  needed 
^       in  Kazakhstan.  Earlier  travelers, 
iff   however,  had  to  improvise. 

"Remember  to  come  well  furnished 
S£M        tm    with  linnen,  woollen,  some  more 
Wsk    beddinge,  brasse.  peuter,  leather 
■L  bottels,  drinking  homes  etc .," 

m  wrote  John  Winthrop  to  his  wife 

in  England  in  1630.  "Short  walking-dress, 
with  Turkish  drawers  fastened  with  a 
band  tightly  at  the  ankle,"  suggested  William 
H.H.  Murray  in  Adventures  In  The  Wilderness 
(1869),  an  early  travel  guide  that  started  a 
stampede  for  the  Adirondacks. 

The  further  afield  one  went,  the  more  exotic 
the  requirements  became.  Preparing  to  visit 
the  Levant  region  of  the  Mediterranean  in  1832, 
Robert  Curzon  wrote  his  traveling  companion: 
"Unless  you  have  a  liking  for  lice  or  other 
varment  you  had  better  take  a  box  of  mercurial 
ointment... and  it  would  perhaps  be  well  to 
get  yourself  circumsized  in  England,  and  to 
have  your  head  shaved  smooth  before  you  go." 
Packing  for  a  trip  up  the  Nile  in  1842,  Richard 
Monckton  Milnes  (later  Lord  Houghton)  felt 
he  needed  "a  draught  board,  a  stuffed  pack  sad- 
dle, chisels  for  removing  hieroglyphics  from 
temple  walls  and  'a  small  camp  stool  for  a  boy 
to  carry  behind  you  when  you  go  out  walk- 
ing'..." Always  there  was  a  naive  faith  in  med- 
icines. Norman  Douglas  remembered  his  scanty 
stock  of  household  remedies  for  survival  in  Old 
Calabria  in  about  1915:  "There  was  court  plas- 
ter, and  boot  polish,  quinine,  corrosive  subli- 
mate, and  Worcester  sauce  (detestable  stuff  but 
indespensable  hereabouts)." — George  Herrick 
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Words 
To  Live 
By 


Introverted  lexicologists  will  pour  into  Stamford, 
Connecticut,  on  March  21-23  f°r  tne  2°tn  annual 
American  Crossword  Puzzle  Tournament. 

Hosted  by  The  New  York  Times  crossword  editor, 
Will  Shortz,  the  contest  features  eight  rounds  of 
puzzles  scored  on  time  and  accuracy,  and  21  prize 
categories.  The  $1,000  grand  prize  final  is  a  three-person  shoot-out 
on  giant  boards.  There 've  been  some  pencil-snapping  moments  over 
the  years,  including  the  time  a  finalist  misspelled  "SENSELESS- 
NESS." Anyone  with  the  $125  entry  fee  can  play,  though  be  advised 
most  finalists  can  hammer  out  a  Sunday  Times  puzzle  in  about  12 
minutes,  in  pen.  "It's  frightening,"  says  Shortz,  "really  frightening." 
You  can  also  play  by  mail  for  $20  after  the  fact.  For  info:  212-628-2087. 

Shortz  tells  us  Monday  Times  puzzles  are  the  easiest,  and  they 
get  progressively  more  difficult  through  the  week.  Here's  a  Tuesday 
to  practice  on  by  Jonathan  Schmalzbach.  (Answers  on  page  142.) 


ACROSS 

1  Junk — (risky  purchase) 
5  Indiana  Senator 
10  Mgmt.  degrees 

14  Writer  James 

15  Open-mouthed 

16  Small  bit 

17  1978  film  about  a 
crossword  solver's  aid? 

19  "... —  o'clock  scholar" 

20  Experience  again 

21  Perched 

23  Bad  day  for  Caesar 

26  — ,  amas,  amat 

27  1980  film  about  a 
crossword  jam? 

31  Family  nickname 

34  "What's  your  sign?" 
and  "Don't  I  know  you?" 

35  Instruments  for 


Orpheus  and  Hercules 

37  Iacocca  of  GM 

38  Thomas  —  Edison 

39  Marketing  or  economics 

40  One  of  the  Simpsons 

41  Mamie's  man 

42  Silver  or  gold 

43  —  noir  (red  wine) 

44  Lounged 

46  1995  film  about  a  befud- 
dled crossword  contestant? 

48  Song  syllable 

49  Burns  and  Howard 

50  Unions  make  them 
54  Roma's  nation 

59  Newspaper 
columnists'  page 

60  1983  film  about  what  a 
crossword  champion 
has,  with  "The"? 


63  Philosopher  Descartes 

64  Comics  orphan 

65  "What's  —  for  me?" 

66  New  York  nine 

67  Low-powered  transport 

68  Butter  servings 

DOWN 

1  1934  heavyweight  champ 

2  Monster 

3  Actress  Patricia 

4  Lucy's  foil 

5  City  on  the  Rio  Grande 

6  Cry  of  disgust 

7  Depart,  to  a  Scot 

8  On  —  with  (equal  to) 

9  Change  over 

10  Noxious  emanation 

11  Net  profit  or  loss 

12  To — (exactly) 


2 

3 

1 

6 

7 

8 

■ 

,0 

11 

12 

13 

14 

. 

17 

18 

I 

20 

21 

22 

23 

24 

r 

26 

27 

28 

29 

30 

- 

32 

33 

34 

36 

37 

38 

J 

^■39 

■ 

41 

42 

43 

44 

45 

47 

■  48 

m 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

■  60 

61 

62 

63 

t 

1 

65 

66 

■  67 

68 

13  Prep  before  painting 
18  Lesser  of  two  — 
22  Rowers'  needs 

24  Brilliant  display 

25  Commandeer,  in  a  way 

27  Egg  white 

28  Poet  Rainer  Maria  — 

29  Portfolio  component 

30  Anti-smuggling  agcy. 

31  Prussia,  today:  Abbr. 

32  Change  in  Chihuahua 

33  NYSE  memberships 
36  Esther  of  "Good  Times" 

39  Size  bigger  than  sm. 

40  Diminutive,  to  Capp 
42  Connote 


43  Nuisances 
45  Stock  exchanges 
47  —  Center  (Bulls' 
home  court) 

50  Campus  building 

51  Rapier 

52  60  grains 
53  Tibetan 

55  Standing  on  one's  toes 

56  Moon  goddess 

57  " —  please  the  court. 

58  Post  meridiem 
times:  Abbr. 

61  Economist's 
concern:  Abbr. 

62  Speed 


t  J  •         ry  "Decorative 

LOading  Z/Ona  arts" maybe 
too  stiff  a  description  for  the  nature- 
inspired  items  available  at  Zona  in 
New  York  City's  S0H0  section. 
Maybe  "cool  and  beautiful"  is 
more  apt.  Try  spherical  gran- 
ite table-top  fountains  ($525); 
miniature  potted  dried-flower 


hangings  (from  $150);  brown  chenille 
easy  chairs  ($1,100);  gaily  fresco-painted 
marble  tables  (from  $2,600);  and  Italian 
marble  peaches  ($18).  Antiques,  too:  five 
ukuleles  from  the  1920s  and  '30s  ($1,100 
for  the  set),  Adirondack  basket  backpacks 
(from  $285),  and  Taos,  Pennsylvania  Dutch 
and  Tuscan  cupboards.  Zona,  97  Greene 
Street,  New  York;  212-925-6750. 
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A  Gutterly 

Essential 

Task 

It's  spring-cleaning  time 
again!  We  asked  Steve 
Thomas,  host  of  the  long- 
running  PBS  series 
"This  Old  House,"  what 
chore  he'd  most  like  to 
trick  Norm  into  doing  for 
him.  "I  hate  cleaning  the 
gutters,  I  really  do,"  he 
spat,  adding  quickly,  "but 
it's  an  absolutely  essen- 
tial task.  Home  owners 
can  avoid  a  laundry  list 
of  problems  just  by  keep- 
ing their  gutters  clean." 

Topping  that  list  is 
damage  to  the  roof  and 
exterior  walls.  Water 
draining  over  clogged 
gutters  can  rot  out  the 
wooden  backing  and 
turn  painted  walls  into 
termite  motels.  Clogged 
downspouts  can  lead 
to  flooded  basements, 
especially  if  the  ground 
stays  frozen  into  spring. 
Damage  can  easily  run 
over  $10,000. 

Spring  is  prime  time 
for  cleaning,  as  budding 


i 


trees  dump  seeds,  which 
can  clog  as  badly  as 
leaves.  (Maples  are  par- 
ticularly problematic.) 
There  are  lots  of  gutter 
screens  on  the  market, 
but  no  substitute  for 
hauling  out  the  ladder 
and  doing  it  yourself. 

Thomas  recalls  the 
first  house  he  bought 
from  an  "off-balance" 


little  old  lady — a  fixer- 
upper  that  had  small 
trees  growing  out  of  the 
gutters.  "Whenever  we 
start  a  new  project  on 
the  show,  the  first  thing 
we  point  out  is  the  con- 
dition of  the  gutters," 
he  told  us.  "It's  a  good 
barometer  of  how  the 
rest  of  the  house  has 
been  taken  care  of." 


TROLLIN'  ON  THE  RIVER 

I  ly  fishers  get  all  the  press,  but  there  are  a  lot  more  trailers  out  there.  Millions 
of  them  huddled  in  their  clunky  little  boats,  dragging  the  Tillamook  for 
salmon,  the  Great  Lakes  for  walleye,  the  Chesapeake  for  bluefish  and  rock. 
After  monotony,  the  biggest  hassle  most  trailers  face  is  steering  the  outboard  while 
holding  onto  the  rod — not  so  easy  over  the  bounding  main.  Serious  practitioners 
should  check  out  the  TR-i  Outboard  Autopilot,  a  high-tech  guidance  system  that'll 
free  up  your  tiller  hand  for  more  important  things.  ("Cold  beer,  anyone?")  All 

souped  up  with  electrohydraulics  and  a  compass 
with  gyroscope,  the  TR-i  holds  the  boat  on  course 
through  wind,  waves  and  wakes. 
With  a  Loran  or  GPS,  it'll  steer 
between  way-points,  and  a  remote 
control  lets  you  stay  on  your  butt — 
where  you  belong,  $1,550,  Nautamatic 
Marine  Systems,  800-588-7655. 


AsThe  World 
Reshuffles... 


Anyone  intent 
upon  decorating 
their  office  with 
a  top-of-the-line 
globe  must  face 
the  practical  consideration 
of  shifting  borders.  Are  the 
Serbs  really  content?  The 
Liberians?  And  what  about 
Myanmar — didn't  that  used 
to  be  Burma? 

Such  considerations  really 
come  into  play  with  pricey 
balls  like  "The  Diplomat" 
from  Replogle  Globes.  This 
32-inch,  ten-colored,  hand- 
crafted, touch-on-illumi- 
nated, brass-and-mahogany- 
cradled  replica  retails  for 
around  $6,000.  Its  portly 
circumference  features  more 
than  20,000  place-names. 
President  Nixon  owned  one. 
So  did  Reagan  and  Ford. 

So  how  do  you  hedge 
against  geopolitics?  Luckily 
The  Dip  comes  with  a  sub- 
scription to  Replogle's 
"Updatable  Globe  Pro- 
gram." If  a  border  threatens 
to  rock  your  world,  they'll 
replace  it  with  a  new  one  at 
half  off  the  original  price. 

Dan  Dillon,  a  salesman  at 
Replogle,  remembers  how 
globe  sales  flattened  after 
the  collapse  of  the  Soviet 
Union.  "The  consumer  was 
very  skeptical,"  he  says,  be- 
cause anyone  holding  a  pre- 
1992  globe  suddenly  had 
a  seriously  out-of-date  item 
The  Updatable  Globe 
Program  was  developed  in 
response.  And  globe  sales 
are  back.  The  Diplomat, 
$6,000.  For  dealers,  708- 
343-0900— Jim  Gialamas 
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SO  MANY  PARKS, 
SO  LITTLE... 

Headed  for  a  National  Park 
this  season?  Alan  Hogen- 
auer,  a  55-year-old  mar 
keting  professor  at  Dowl- 
ing  College,  is  the  first  and 
only  person  to  have  visited 
all  374.  He  filed  this  report: 

•  Kalaupapa,  the  leper  colony 
in  Hawaii,  was  the  only  park 
Hogenauer  ever  visited  that  re- 
quired a  health  permit. 

•  Aniakchak  National  Monument,  a 
volcanic  crater  southwest  of  Anchor- 
age, is  Hogenauer's  favorite.  "The 
only  access  is  by  a  ten-mile  hike 
through  the  tundra.  I've  gone  in 
twice  by  float  plane.  It  costs  a  bloody 
fortune  to  get  there."  From  $800  to 
$1,500,  depending  on  the  plane. 

•  There  are  374  official  park  units, 
but  counting  various  "detached 
units" — separate  segments  within 
parks — there  are  over  1 ,000.  For  ex- 
ample, Fire  Island  National  Sea- 
shore includes  the  home  of  William 
Floyd,  a  signer  of  the  Declaration  of 
Independence.  "Now  who  the  hell 
would  ever  connect  Fire  Island  and 
William  Floyd?" 

•  Fort  Bowie,  a  stagecoach  stop  in 

southern  Arizona,  is  one   

of  Hogenauer's  most  mem- 
orable. "They  don't  allow 
you  to  drive  into  it,  you 
have  to  park  and  walk.  It 
really  required  you  to 
get  a  feel  for  the  place." 

•  The  only  place  Hogen- 
auer ever  felt  crowded  was 
at  Mt.  Rushmore.  "It's  just 
a  parking  lot  and  a  viewpoint.  You 
can  go  to  places  like  Glacier  and 
Yellowstone  and  just  disappear." 

•  Thanks  to  annual  passes, 
Hogenauer  has  toured  the  entire 
system  for  under  $200  in  access 
fees.  "I've  seen  the  Grand  Canyon 
several  times  for  free  because  no- 
body was  there  to  collect." 


Now  that  everybody  has  a  humidor  full  of  $25  Macanudos,  it  was 
only  a  matter  of  time  before  someon 
started  pushing  pipes.  The 
sharpies  at  Alfred  Dunhill  are 
leading  the  charge,  with  a  full  line  of  extraordinary,  and  expensive,  smok- 
ing utensils  for  every  occasion.  (The  amber  root  piece  here  costs  $820.) 

A  recent  promotional  "pipe  night"  at  New  York's  Beekman  Bar  And 
Books  was  filled  with  rumpled  gentlemen  in  comfortable  plaids,  stroking 
their  goatees,  swirling  Courvoisier  and,  of  course,  blowing  smoke.  "We  think 
the  time  is  right  for  pipes,"  said  Mark  Grossich,  the  owner.  Then  again, 
Grossich  claims  to  have  started  the  whole  cigar  bar  trend  in  the  first  place. 
Alfred  Dunhill,  800-860-8362;  Beekman  Bar  And  Books,  212-980-9314. 


PITY  THE  POOR  yacht  owner  who  has  ev- 
erything but  the  time  to  use  it.  Sailboat 
modeler  Robert  Eddy  does.  "Most  of  my 
customers  are  too  busy  to  get  out  on  the 
water  more  than  a  few  times  a  year,"  says 
Camden,  Maine-based  artist.  "For  them  a  boat 
model  is  something  they  can  fantasize  with — much 
better  than  thumbing  through  a  photo  album."  In- 
deed, busy  California  venture  capitalist  Tom  Perkins  was  so 
pleased  with  Eddy's  1995  rendition  of  his  154-foot  ketch  An- 
dromeda La  Dea,  he  contracted  for.  a  model  of  his  other  boat, 
the  110-foot  schooner  Mariette.  Begun  last  year,  the 
scale  version  should  take  about  4,500  hours  to  complete  at 
a  cost  of  around  $150,000.  You  can  watch  the  progress  on 
Eddy's  Website  at  http://www.  midcoast.com/~eddy.  Robert  H. 
Eddy  &  Associates,  Camden,  Maine;  207-236-6579.  • 
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Here  Kitty,  Kitty. . . 


By  Parnelli  Jones 


When  it  comes  to  English  cars,  I've 
always  had  mixed  emotions.  I  grew  up  a 
fan  of  the  American  design  tradition  that 
said,  If  you  want  speed,  pour  on  the  horsepower. 
The  English,  on  the  other  hand,  had  to 
be  more  clever  about  design.  Gasoline  was, 
and  still  is,  expensive  over  there,  and  what- 
ever speed  they  squeezed  out  came  from 
better  aerodynamics  and  lightening  the 
load.  I  admired  them  for  their  smarts,  but 
some  of  their  cars  seemed  to  lack  that 
extra...  umph. 

Well,  let  me  tell  you  something:  my  emo- 
tions are  no  longer  mixed.  For  1997,  Jag  has 
come  up  with  the  XK8,  a  hot  car  that's  all 
English  and  has  plenty  of  umph. 

Ironically,  the  week  that  the  company 
sent  me  the  XK8  began  with  classic  English 
weather  in  Los  Angeles — drizzly,  foggy  and 
chilly.  Untypical  for  around  here,  but  I  was 
determined  to  make  the  most  of  it.  I  headed 
right  up  to  the  hills  around  Palos  Verdes  to 
hotfoot  some  corners  and  was  immediately 
stunned  by  the  responsiveness,  handling 
and  comfort  of  the  XK8. 

This  is  the  first  sports  car  Jaguar  has 
built  in  21  years,  and  its  first  V-8  ever. 
Everyone  might  not  agree,  but  to  my  mind, 
this  dual  overhead  cam  4.0-liter  power 
plant  is  a  heck  of  a  lot  more  impressive  than 
the  six-cylinder,  and  even  the  big  12-cyl- 
inder,  that  came  out  with  the  E-Series 
Jaguars  in  the  1960s  and 
1970s.  (More  about 
those  old  classics  in 
a  minute.) 

The  power  was 
instantly  there, 
but  I  was  able  to 
tease  out  even  more 
performance  by  using  the 
XK8's  unique  transmis- 


sion. Basically  the  car  is  an  automatic  and 
you  can  drive  it  as  such.  But  you've  also  got 
a  manual  automatic  shift  option,  allowing 
you  to  downshift  or  climb  into  progressively 
higher  gear  at  speed.  Great  fun,  even  in  the 
rain.  (The  car  comes  with  ABS  and  four- 
wheel  disc  brakes,  naturally.) 

When  I  took  the  XK8  out  the  next 
morning,  the  London  weather  had  cleared 
off  and  we  were  back  to  Southern  Cal- 
ifornia blue  skies.  I  don't  know  if  it  was  the 
better  visibility,  but  I  started  noticing  some- 
thing else  about  the  car:  people  were  turn- 
ing their  heads  to  get  a  better  look  at  the 
thing.  Now,  when  a  pretty  girl  slows  down 
and  gives  a  guy  the  once  over,  any  red- 
blooded  American  boy  likes  to  think  it's 
him  she's  looking  at.  But  in  this  case  I  guess 
I  knew  better. 

You  can't  talk  about  the  XK8  without 
talking  about  the  history  of  Jaguar  styling 
that  goes  back  nearly  50  years  to  the  XK120 
(so  called  for  the  car's  top  speed  of  120  miles 
an  hour).  In  1957  came  the  XK150,  and  then 
a  whole  alphabet  soup  of  sleek  Jaguar  rac- 
ers: the  C-Type,  D-Type  and  finally  the  E- 
Type,  or  XKE  as  it  was  called  in  the  States. 
The  E-Type  is  considered  such  a  master- 
work  in  automo- 


The  new  Jaguar 
XK8  is  every 
inch  the  cat  her 
daddy  was 
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WORLD,  THERE'S 
A  PLACE  YOU  CAN 
CALL  HOME. 


1997  World  Voyages 

EUROPE/MEDITERRANEAN 
PANAMA  CANAL/CARIBBEAN 
MEXICAN  RIVIERA 

HAWAII 
ALASKA/CANADA 
NEW  ENGLAND/CANADA 
SOUTH  AMERICA 
SOUTH  PACIFIC 
ORIENT/AFRICA 
1997  &  1998  WORLD  CRUISES 

The  finest  destinations  in  the  world 
can  be  reached  on  the  newest 
large  luxury  ships  at  sea,  Crystal 
Harmony  and  Crystal  Symphony. 
Our  top-rated  ships,  Six-Star 
European  service  and  first-class 
amenities  make  the  journey  a 
destination  in  itself.  For  reservations, 
call  your  travel  agent.  Or  call 
1-800-820-6663  for  a  free  brochure. 


CRYSTAL  m  CRUISES 

The  most  glorious  ships  at  sea. 


bile  design  that  the  Museum  of 
Modern  Art  in  New  York  acquired 
one  for  its  collection. 

Well,  it's  from  that  Jaguar  design 
tradition  that  you  can  trace  a  direct 
link  from  the  XKE  to  the  XK8.  Low 
in  the  front,  high  in  the  rear,  it's 
doubtful  you'd  mistake  it  for  anything 
else.  And-  from  the  front  it's  a  dead 
giveaway:  oval  air  intake,  swept  back 
headlights.  (I  remember  those  distin- 
ctive Jaguar  characteristics  from  my 
racing  days,  though  I  like  to  think  they 


windows  might  be  a  touch  on  the 
small  side  and  that  visibility  could  be 
better.  Seemed  pretty  good  to  me, 
though,  as  did  the  trunk  space.  That's 
long  been  a  gripe  among  Jag  owners. 

One  warning:  people  should  know 
that  no  matter  what  the  salesmen  tell 
you  about  it  being  a  four-passenger, 
this  car  is  basically  a  two-seater, 
despite  the  car's  overall  large  size. 
There's  a  backseat  that  will  comfort- 
ably fit  a  child,  or  a  poodle  or  an 
adult — provided  the  adult  isn't  trav- 


were  in  my  rearview  mirror  back  then.) 

The  Jag  design  tradition  continues 
on  the  interior  as  well.  Some  Amer- 
icans used  to  complain  that  there 
wasn't  enough  legroom  in  the  old 
XKEs,  but  that's  been  taken  care  of 
nicely  in  this  new  model.  The  XK8's 
snug,  leather  power  seats  go  in  so 
many  directions  that  anybody  can  get 
comfortably  settled  in  and  still  have 
lots  of  headroom,  as  well  as  a  good, 
clear  view  of  the  instrumentation. 
The  shift  position  for  using  the  man- 
ual automatic  shift  is  perfect. 

You  expect  luxury  features  in  a  lux- 
ury car,  even  if  it's  also  a  performance 
car  like  this  one,  so  I  won't  waste  your 
time  talking  about  cup  holders  and 
floor  mats.  All  I  can  tell  you  is  that  you 
won't  be  disappointed.  Everything  is 
there  to  contribute  to  a  super-comfort- 
able, quiet  ride.  One  interior  feature 
worth  mentioning,  however,  also  goes 
back  to  early  Jag  history:  the  burl  wal- 
nut trim  along  the  dash.  Real  elegant. 

Complaints?  Just  minor  ones.  Some 
people  have  said  that  they  think  the 


Its  from  that  Jaguar  design  tradition  that  you  can  trace 
a  direct  link  from  the  XKE  to  theXKS.  Low  in  the front,  high  I 
in  the  rear,  it's  doubtful youd  mistake  it for  anything  else. . . 


eling  any  more  than  a  mile  or  two. 
Don't  be  fooled,  this  a  fantastic  car  for 
you  and  only  one  other  person. 

Funny  how  times  change.  Back  in 
1961  you  could  take  home  a  brand  new 
XKE — granddaddy  to  this  car — for 
just  about  $5,700  ($29,800  in  '96  dol- 
lars). The  XK8  I  drove  recently,  a 
beautiful  metallic-blue  coupe,  you  can 
have  for  around  $65,000.  (The  con- 
vertible is  closer  to  $70,000.)  Of  | 
course,  with  today's  improvements  in 
electronics,  engine  and  chassis  design, 
you're  getting  a  lot  more  value  and  re- 
liability than  you  would  have  in  a  Jag 
of  40  years  ago,  not  to  mention  umph. 

That  is,  if  you  can  get  an  XK8  at  all. 
About  60%  of  Jaguar's  XK8  production 
is  headed  for  the  U.S.  market  this  year, 
but  until  they're  in  general  circulation, 
you  may  find  one  hard  to  come  by. 

For  the  time  being  you're  going 
to  have  to  settle  for  eyeballing  the 
odd  XK8  stopped  at  a  traffic  light  next 
to  you.  It  won't  be  me  in  the  driver's 
seat  though.  I  had  to  give  mine  back. 
Dammit.  • 
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Six-Star  dining.  Celebrated  entertainment.  A  private  verandah  overlooking  the  world.  It 
isn't  every  day  you  experience  such  luxuries.  Unless  of  course,  you're  on  a  Crystal 
cruise.  You'll  find  our  ships  are  modern  and  spacious,  our  service  is  exceptional 
and  our  staff  is  the  most  delightful  at  sea.  Perhaps  that's  why  Crystal 
Cruises  has  been  honored  with  the  very  highest  awards.  Come  sail 
with  us  to  extraordinary  places.  The  most  glorious  ships  at  sea. 


CRYSTAL 


CRUISES 


"World's  Best  Cruise  Line" Travel  &  Leisure  Magazine  •  Fielding's  Six-Star  Rating 


"Basically  my  swing  hasn't  changed  since  I  was  a  kicL" 

Fred  Couples 


Since  joining  the  professional  tour  in  1980, 
Fred  Couples  has  dazzled  the  golfing  public 
with  his  immense  natural  talent  for  the  game. 
Employing  a  wonderfully  rhythmic  swing  that 
seems  to  involve  little  more  than  lifting  the  club 
and  dropping  it  on  the  ball,  Couples  produces  a 
startling  combination  of  power  and  finesse. 

When  he  is  at  his  best,  alternating  280-yard 
three-woods  and  pinpoint  wedges  that  leave  the 
ball  dancing  around  the  flag,  he  makes  the  most 
frustrating  of  games  look  almost  too  easy. 


But  beneath  Couples'  carefree  gait  and  relaxed 
demeanor  is  a  focused  athlete  whose  genuine 
modesty  has  charmed  galleries  all  over  the  globe. 
"Fred's  swing  mirrors  his  personality,  relaxed  anc 
effortless,"  says  sportscaster  Jim  Nantz. 

Couples  has  captured  the  imagination  of  the 
golfing  public  by  achieving  the  highest  level  oi 
performance  while  staying  faithful  to  a  style  thai 
is  all  his  own.  And  he  has  chosen  a  timepiece 
whose  performance  and  style  are 

every  bit  as  impressive.  Rolex. 
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Rolex  Oyster  Perpetual  Day-Date  in  18kt  gold  w\th  matching  President  bracelet. 
Write  for  brochure.  Rolex  Watch  U.S.A.,  Inc.,  Dept    463  ,  Rolex  Building,  665  Fifth  Avenue,  New  York,  N.Y.  10022-5383 
RolexM',  Oyster  Perpetual,  Day-Date  and  President  are  trademarks 
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Santa  Barbara  By 
The  Bottle 


By  Stephen  Tanzer 


The  sunny,  southern 
county  may  be  California's 
best-kept  wine  secret 

The  juicy,  food-friendly  wines  of 
Santa  Barbara  County  are  overshadowed  by 
those  of  California's  North  Coast,  appreci- 
ated more  by  the  locals  and  wine  insiders 
than  by  the  market  at  large.  But  while  the 
best  wines  of  Napa  Valley  are  undeniably 
impressive,  Santa  Barbara's  may  actually  be 
easier  to  drink.  It  is  the  region's  distinctive 
climate  that  gives  the  wines  their  snap. 

Santa  Barbara  County  is  cooler  than 
Napa  Valley  and  most  of  Sonoma.  To  be 
sure,  Santa  Barbara  lies  far  to  the  south,  and 
stays  sunny  and  dry  through  spring,  sum- 
mer and  fall.  But  here,  the  mountains 
sprang  up  cockeyed.  Unlike  other  West 
Coast  ranges,  the  Santa  Ynez  Mountains 
run  east-west,  creating  valleys  that  are  wide 
open  to  fog  and  cooling  breezes  from  the 
Pacific.  Ocean  temperature  is  frigid  in 
August,  and  fog  in  the  western  portion  of 
the  county  often  lingers  past  noon. 

Santa  Barbara  County  actually  comprises 
two  distinct  viticultural  areas:  the  cool  and 
fog-enshrouded  Santa  Maria  Valley,  and 
the  Santa  Ynez  Valley,  which  turns  dis- 
tinctly warmer  in  its  interior  reaches.  Close 
to  the  coast,  it's  literally  too  cold  for  grapes 
to  ripen  properly;  a  bit  farther  inland — and 
we're  talking  about  a  difference  here  of 
just  a  few  miles — the  climate  is  perfect  for 
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mouthwatering  chardonnay  and  pinot  noir. 
In  more  sheltered  inland  spots,  farther  from 
the  marine  influence,  the  climate  is  well- 
suited  to  growing  sauvignon  blanc,  the 
cabernets  and  merlot.  The  Mojave  Desert, 
America's  hot  spot,  is  not  too  many  miles  to 
the  east  as  the  vulture  flies. 

As  elsewhere  in  California,  vineyard 
ownership  and  winemaking  in  Santa  Barb- 
ara are  in  the  hands  of  your  usual  blend  of 
aging  hippies,  ex-actors,  career  farmers  and 
semiretired  millionaires.  But  here  the  his- 
tory of  serious  wine  dates  back  just  to  the 
1970s,  and  only  in  the  last  decade  has  the  re- 
gion produced  world-class  bottles. 
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ueyards  and  prices: 

■  i i toss  the  board,  1994  was 
an  outstanding  year  for  California's 
South  Central  Coast.  Although  1995 
was  also  good,  crop  levels  were  very 
low,  especially  for  pinot  noir.  Then 
1996  brought  a  healthy  load  of  high- 
quality  fruit,  which  should  serve  as  a 
brake  on  rising  prices.  Whereas  wine 
stalkers  have  pushed  the  prices  of 
Napa  Valley's  objects  of  desire  to 
ridiculous  levels,  tariffs  for  Santa 
Barbara's  bottles  remain  reasonable. 

Santa  Barbara  chardonnay  and  pin- 
ot are  dominated  by  a  holy  trinity  of 
huge,  superstar  vineyards  whose  fruit 
commands  top  dollar:  the  Sanford  & 
Benedict  in  Santa  Ynez 
and  the  Bien  Nacido  and 
Sierra  Madre  in  Santa 
Maria.  Vineyard-desig- 
nated or  "reserve"  re- 
leases command  prices 
in  the  $25-835  range, 
while  regular  bottlings 
of  chardonnay  and  pinot 
noir,  usually  simply  des- 
ignated Santa  Barbara 
County,  Santa  Ynez 
Valley  or  Santa  Maria 
Valley,  tend  to  sell  for  $18  to  $20.  Cab- 
ernets and  merlots  rarely  exceed  $20. 

WINES  TO  LOOK  FOR 

Au  Bon  Climat  Jim  Clendenen  is 
the  eminence  g'isc  of  Santa  Barbara 
County  winemaking  at  the  ripe  old  age 
of  44.  Clendenen  appears  to  have  mas- 
tered the  art  of  being  in  two  places  at 
once:  he's  on  the  road  much  of  the 
year,  tasting  and  showing  his  wines 
around  the  world,  yet  he  manages  to 
play  godfather  to  a  number  of  emerg- 
ing local  growers  as  well  as  craft  a  host 
of  splendid  wines,  all  from  purchased 
grapes.  The  best  of  these  bottles  are- 
issued  under  his  renowned  Au  Bon 
Climat  label.  Seek  out  the  ABC  char- 
donnays  and  pinot  noirs,  especially 
those  from  the  Bien  Nacido  and 
Sanford  &  Benedict  vineyards.  ABC's 
regular  bottlings — the  Chardonnay 
Santa  Barbara  County  and  the  Pinot 
Noir  Central  Coasr— offer  reliably  good 
value  in  the  $20  range,  are  widely  avail- 


able and  have  saved  me  from  vinous 
misadventures  in  numerous  restaurants 
with  otherwise  shabby  wine  lists. 

dupe  Like  his  longtime  buddy  Clen- 
denen, with  whom  he  shares  a  ware- 
houselike wine-making  facility  smack 
in  the  middle  of  the  Bien  Nacido 
vineyard,  Qupe's  Bob  Lindquist  offers 
an  excellent  basic  chardonnay  bot- 
tling, with  notes  of  grilled  nuts  and 
dried  fruits,  as  well  as  a  superb 
Reserve,  an  a 
impressive  sp 
quist  produc 
and  the  best  s 
Barbara  Coi 


duced  a  complex  game-  and  fram- 
boise-scented special  bottling  from 
young  Bien  Nacido  vines.  Here's  how 
Lindquist  and  Clendenen  have  man- 
aged to  get  along:  Clendenen  won't 
make  syrah,  and  Lindquist  leaves  the 
pinot  to  Clendenen. 

Sanford  Winery  The  Sanford  Win- 
ery controls  the  superb  Sanford  & 
Benedict  Vineyard  in  the  cooler 
western  part  of  Santa  Ynez  Valley — 
a  source  since  the  '70s  of  outstanding 
chardonnay  and  pinot  noir.  Sanford's 
spicy,  herbal  sauvignon  blanc,  bright 
chardonnays  and  intensely  fruity 
pinot  noirs  are  consistently  good,  with 
the  richer,  boldly  oaky  Barrel  Select 
bottlings  made  in  a  crowd-pleasing 
style.  I  also  enjoy  Sanford's  Pinot 
Noir  Vin  Gris,  a  delicious,  dry  rose 
that's  the  perfect  picnic  wine. 

Babcock  Winery  Bryan  Babcock's 
vineyards  are  in  the  very  cool,  ex- 


treme-western part  of  Santa  Ynez 
Valley,  but  he  also  buys  fruit  from 
warmer  sites  farther  inland.  Babcock 
offers  one  of  California's  great  sauvi- 
gnon blancs,  a  minerally,  smoky, 
Graves-like  wine  called  Eleven  Oaks. 
Babcock  has  made  his  best  set  of 
chardonnays  to  date  in  1995,  with  the 
Grand  Cuvee  and  the  Talley  Vine- 
yard release  offering  lemon-lime 
juiciness  and  seamless  textures. 


Foxen  Vineyard  Foxen  is  a  winery 
I've  never  actually  been  able  to  find, 
though  I  am  reasonably  sure  it  exists 
(the  owners  remove  the  sign  at  the 
gate  when  they  want  to  be  invisible). 
Foxen  makes  a  Bien  Nacido  Vineyard 
pinot  noir  with  the  quintessential 
Santa  Barbara  red  fruit  tang  and  dill 
component.  I  also  like  this  winery's 
velvety,  generous  merlot,  which  offers 
smoky  raspberry  complicated  by  an 
intriguing  gamey  vegetility,  and  I'm  a 
fan  of  its  rather  muscular,  sharply  de- 
lineated cabernet  sauvignon. 

OTHER  NOTEWORTHY  WINES 

Rhone  clones  from  Zaca  Mesa,  ini 
eluding  varietal  syrah  bottlings  with 
notes  of  raspberrv,  cocoa  and  spear- 
mint; a  supple,  easygoing  blend  of] 
mourvedre,  grenache,  syrah  and  cin- 
sault  called  Cuvee  Z;  and  a  fresh  licor- 
ice- and  grapefruit-scented  roussanne, 
one  of  the  better  examples  of  this 


lmost  chewy  wine  with 
lice  and  density.  Lind- 
es  excellent  roussanne 
yrahs  to  date  from  Santa 
inty;  in  1995  ne  intro- 


Byron  Vineyard  &  Winery  1  hanks 
to  the  financial  clout  of  parent  com- 
pany Robert  Mondavi,  Byron  is  a 
major  player  in  Santa  Barbara  Coun- 
ty. Byron  specializes  in  honeyed,  spicy 
pinot  gris  and  dense, 
smoky-oaky  chardonnay 
Estate  and  Reserve.  Its 
plum  and  cinnamon- 
scented  '95  Pinot  Noir 
Reserve  may  be  its  best 
wine  yet  from  this  diffi- 
cult grape  variety.  Mon- 
davi recently  purchased 
the  Sierra  Madre  Vine- 
yard, so  expect  even 
better  wines  to  come 
from  Byron. 
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if  you  believe  paradise  begins 
where  the  madding  crowd  ends, 
we've  the  perfect  destination. 
I  be  sanctity  (if  Lana'i,  where 
you  11  find  two  luxurious  tropical 
resorts.  Along  witb  pear]  wbite 
beaches,  championship  golf, 
snorkeling,  the  new  Lana'i  Pine 
Sporting  Clays  and,  of  course, 
unparalleled  cuisine,  [t's  the 
difference  between  baving  it  .ill, 
and  baving  it  all  to  yourself. 
Contact  your  travel  consultant 

or  call  L -800-32 1-4666. 

LANA'I 
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white  variety  made  in  California. 
From  Cambria,  the  southern  outpost 
of  the  Kendall -Jackson  empire,  con- 
sistently solid  chardonnay  and  pinot 
noir,  phis  increasingly  engaging  syrah 
and  sangiovese.  Delicate,  easy-on- 
the  body  pinot  noirs  from  Lane  Tan- 
ner. From  budding  superstar  Andrew 
Murray  Vineyards,  a  Rhone  specialist 
with  steep  hillside  vineyards,  limited 
quantities  of  very  promising  syrah,  rous- 
sanne  and  viognier,  and  a  Chateau- 
neuf  du  Pape  blend  called  Esperance. 
A  wide  range  of  ag- 
gressively priced  va- 
rietal bottlings  and 
blends  from  Vita  Nova. 
Sauvignon  blanc  and 
semillon  from  Rrand- 
er.  Reserve  chardon- 
nay from  Gainey. 


landmark  Spanish  Revival  block 
known  as  El  Pasco  is  home  to  the  best 
wineshop/restaurant  in  the  region, 
both  called  The  Wine  Cask.  The 
restaurant's  30-something-page  wine 
list  obligingly  offers  everything  in  the 
wineshop  next  door  at  a  mere  $10 
markup  over  retail.  Comfortable  ele- 
gance and  polished  service  reign  in 
the  wood-beamed  dining  room  and 
umbrella-sheltered  courtyard.  Among 
the  memorable  dishes  I  sampled: 
Alaskan  salmon  with  diced  vegetables 


ON  THE  ROAD  IN 
SANTA  BARBARA 

California  food  and 
wine  lovers,  take  heart. 
While  fellow  pilgrims 
are  sucking  smog  on  Napa  Valley's 
busy  Highway  29,  you  can  be  soaking 
up  the  unspoiled  wine  scene  in  Santa 
Barbara  County.  This  lovely  stretch 
along  California's  South  Central 
Coast  offers  all  the  advantages  of 
rugged  landscape,  glorious  mission 
architecture  and  a  growing  collection 
of  first-rate  wineries  and  eateries — 
without  the  steamy  summers  and 
tourist  pileups. 

Santa  Barbara  County  is  truffled 
with  charming  towns — Los  Olivos, 
for  example,  has  its  flower-bedecked 
art  galleries,  and  Santa  Ynez  has  its 
frontier  facades  and  splendid  Span- 
ish mission.  Then  there's  Solvang, 
which  bills  itself  as  the  "Authentic 
Danish  Village,"  complete  with  a 
replica  of  the  Little  Mermaid,  nu- 
merous windmills  and  rows  of  quaint 
outlet  stores. 

Ultimately,  all  wine  routes  lead  to 
the  town  of  Santa  Barbara,  an  historic 
hub  of  civility.  A  tram  scoots  along 
State  Street,  past  whitewashed  bou- 
tiques ami  lush  mountain  ridges, 
straight  to  the  edge  of  the  sea.  The 


in  a  tomato  vinaigrette,  followed  by 
rich  duck  bourguignon  with  lentil 
salad  and  a  vegetable  tian.  Dessertsi 
here  are  transcendent,  in  the  most  tat 
tening  sense  of  the  word.  Dinner  for 
two  with  wine:  $100;  on  Sunday  and 
Monday  evenings,  the  chef  offers  a 
five-course  tasting  menu  for  an  as- 
tonishing $19,  or  $34  with  wine  pair 
ings.  805-966-9463. 

The  Wine  Cask  retail  shop  is  the 
single  best  source  of  wines  from  the 
South  Central  Coast.  Just  a  few  years 
ago  the  shop  introduced  a  spring  fu- 
tures program  aimed  at  enabling  fans 
of  Santa  Barbara  wine  to  purchase 
their  favorite  bottles  at  discount  price* 
in  advance  of  their  release.  This  pro-j 
gram  has  steadily  expanded,  and  is 
now  the  best  way  for  enophiles  fai 
from  the  California  wine  scene  tc 
purchase  the  best,  and  scarcest,  bot- 
tles from  the  finest  producers  of  thd 
South  Central  Coast.  • 


Stephen  Tan/  e  r  publishes  the  in 
dependent  bimonthly  nezvs/etter  Inter 
national  Wine  Cellar. 


Water  resistant  to  30  meters 


150    YEARS    OF    HISTORY    AND  ROMANCE 


ATI  ANTA  BAL  HARBOUR  BEVERLY  HILLS  BOSTON  CHEVY  CHASF  CHICAGO  ■  FORT  LAUDERDAI  F   HONOIUI  U 
HOUSTON  LAS  VFGAS  ■  MONTRFAI    NFW  YORK  PALM  BFACH  SAN  Dll  GO  SAN  FRANCISCO  SOUTH  COAST  PLAZA  •  ST.  LOUIS 
TORONTO  VANCOUVER  ARUBA  FRFF  PORT  NASSAU  SAN  JUAN  ST.  BARTHFI  FMY  ST  MARTIN  ST.  THOMAS 
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Private  I 


By  Joseph  T.  Mullen 


How  to  be  your 

own  private  detective 

Let's  say  you've  got  a  daughter  in 
college.  Beautiful  girl,  heart  of  gold.  But  in- 
nocent— not  what  you'd  call  "street  smart." 
What  you  worry  about — if  you're  a  parent, 
you  always  find  something  to  worry  about— 
is  that  people  will  take  advantage  of  her. 

She  comes  home  for  Christmas  break  and 
tells  you  she  has  fallen  in  love.  You  smile 
and  you  fake  it.  "Wonderful,"  you  say.  "Can't 
wait  to  meet  him." 

When  the  guy  shows  up,  right  away  you 
know  there's  something  wrong.  First,  he's 
supposed  to  be  a  20-year-old  college  stu- 
dent, and  he  looks  35  years  old.  A  hard  35. 
When  you  ask  him  about  his  background, 
the  answers  aren't  quite  square  at  the  cor- 
ners. You  wonder,  "What  do  I  do  now?" 

Well,  you  could  call  me.  Which  is  what 
a  client  did  recently.  His  daughter  had  come 
home  from  Yale  with  the  love  of  her  life, 
who  was  supposed  to  be  a  29-year-old  Is- 
raeli, an  ex-soldier. 

"The  guy  looks  49,  not  29,"  the  father 
told  me  over  the  phone.  "He's  got  crow's- 
feet  around  his  eyes  deeper  than  mine." 

I  started  the  investigation  by  using  the 
license  number  on  the  boyfriend's  car.  The 
client  had  written  it  down.  Right  away,  he 
was  thinking  like  a  detective — and  this  is 
what  a  lot  of  people  can  do  before  things  get 
really  tough.  Sometimes,  you  need  to  be 
your  own  private  detective. 

Like  the  woman  who  ran  out  to  the  school 
bus  a  couple  of  years  ago  and  handed  the 
driver  the  lunch  box  her  son  had  forgotten. 
When  she  got  close  to  the  driver  she  could 
smell  that  he  had  been  drinking.  She  was 


alarmed, 
but  she  didn't 
know  what  to  do. 
These  days,  you  don't 
make  accusations  without 
proof.  But  the  woman  couldn't 
just  let  it  pass.  So  she  asked  her  ex- 
husband  what  to  do,  and  he  told  her  to 
talk  to  the  guy  who  had  caught  her  cheat- 
ing on  him — namely,  me. 

I  told  her  to  get  her  son  to  ask  the  driver 
what  his  birthday  was,  so  he  could  make  him 
a  card  with  his  correct  astrological  sign. 
With  the  name  and  birthday,  we  were  able 
to  do  a  Motor  Vehicle  search,  and  found 
that  he  had  a  speeding  ticket  and  a  "driver- 
impaired"  ticket.  I  lis  insurance  records  also 
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ochure  and  a  jeweler  nearest  you 
3440. 

iejigns  Copyrighted. 
SLto  show  detail. 


confirmed  that  he  had  some  accidents 
over  the  past  two  years.  With  the  re- 
cords as  proof,  the  woman  was  able  to 
get  the  driver  taken  off  the  joh. 

■  You  can  find  a  lot  of  what  you  need 
in  the  public  record.  You're  looking 
for  the  right  name  or  address,  and 
after  that,  things  start  opening  up. 

In  New  York,  where  I  do  most  of 
my  work,  61  of  the  state's  counties  make 
criminal  records  available  by  phone  or 
mail,  for  employment  screening  pur- 
poses. Eight  of  the  state  counties  will 
handle  requests  made  by  fax.  I  can  also 
tap  into  the  State  Information  Hot- 
line. (518-474-2121.) 

Driving  records  in  New  York  are 
readily  available,  but  you  need  to  pro- 
vide name,  date  of  birth  (the  tough 
one  to  get)  and  li- 
cense plates.  And,  of 
course,  a  check. 

Most  states  work 
the  same  way,  or  at 
least  pretty  close. 

When  is  the  in- 
formation helpful? 
Well,  say  you  want- 
ed to  hire  someone 
to  look  after  your 
aging  parents,  serve 
as  a  kind  of  handy- 
man, run  errands, 
drive  them  around. 
Would  you  want  a  guy  who  had  a 
pocketful  of  speeding  tickets  and  a 
conviction  for  causing  a  collision? 
You  could  hire  me  to  do  the  research, 
or  you  could  be  your  own  detective. 

Say  you  work  on  Wall  Street  and 
you've  done  well  this  year.  Got  the  big 
bonus,  and  you've  bought  a  place  in 
the  country  that  you  want  to  fix  up. 
You  hire  a  contractor.  You've  checked 
the  references,  and  you've  admired 
other  jobs  he's  done.  But  there's  still 
one  thing  to  consider.  Is  he  the  kind 
of  guy  who  has  accidents  and  sues? 
You  might  want  to  check  the  Civil 
Court  records  (Superior  Court  keeps 
them  for  awards  of  more  than  $25,000) 
and  the  Worker's  Comp  Records,  if 
you  can  dig  around  and  get  enough  in- 
formation to  get  into  them. 

If  you're  wondering  about  a  teach- 


er, you  can  check  to  see  if  he  or  she  is 
certified  by  writing  the  Department  of 
Teacher  Certification.  You  can  check 
out  your  doctor  with  the  Division  of 
Professional  Licenses.  Your  lawyer: 
with  the  New  York  State  Court  Ad- 
ministration. You  can  even  buv  a 
guide  that  will  tell  you  how  to  con- 
duct this  kind  of  search;  it's  called 
"Background  Investigations,"  and  is 
put  out  bv  National  Employment 
Screening  Services. 

These  searches  are  routine  busi- 
ness. They  just  take  time.  You  make 
calls,  you  write  letters,  you  fill  out 
forms.  The  glamorous  life  of  the  pri- 
vate detective. 

A  while  back,  a  businessman  called 
me  from  Chicago,  said  he'd  beerj 
sending  money  to 
a  New  York  stock- 
broker he'd  met  on 
vacation.  Some  o| 
his  friends  were  also 
sending  money  td 
this  man.  Business 
card  listed  him  as 
a  VP  of  Somebody 
and  Something, 
with  an  address  on 
West  57th  Street 
There  was  a  phone 
number  on  the  card. 
I  looked  it  up  in  s 
Coles  reverse  directory,  and  it  turned 
out  the  address  belonged  to  a  mailbo> 
company.  Cost  him  $15  a  month.  F01 
another  $50,  he  got  the  voice  mail.  He 
was  running  a  scam  that  cost  him  $6t 
a  month  for  an  "office."  We  discov- 
ered that  he  was  doing  the  same  thing 
out  of  a  mailbox  in  Chicago.  A  trip  tr 
the  library,  to  use  the  Coles,  woulc 
have  been  enough  to  keep  my  client 
from  sending  him  money. 

Now  all  this  doesn't  sound  very 
sexy,  I  know.  Still,  there  are  a  lot  ol 
people  who  want  to  do  it.  You  coulc 
fill. a  library  with  the  books  and  man- 
uals on  how  to  do  the  things  thai 
private  investigators  do.  The  P.  I.  Cat- 
alogue, in  fact,  is  full  of  them,  and  yoi 
can  order  a  copy  by  calling  512-719- 
3595.  The  catalogue  also  offers  al 
sorts  of  hot  technology — night-visior 
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Avian  Nation 


The  ten  best  places  to  go  to  the  birds 


By  Roger  F.  Pasquier 


fifou'VE  COMBED  TDK  WOODS  KOR  THE 

Black-throated  Blue  Warbler,  and  slogged 
through  swamps  for  the  Yellow-headed 
Blackbird.  Lugging  your  spotting  scope  and 
field  guides,  you've  tracked  the  elusive  Log- 
gerhead Shrike  and  glimpsed  the  brazen 
Parasitic  Jaeger. 

All  are  fine-feathered  additions  to  any 
birder's  "life  list,"  but  how  about  something 
a  little  more  daring?  Here's  a  ten-pack  of 
avian  excitement — high-flying  spectacles 
every  bird  watcher  must  see.  Not  just  a 
chirp  chirp  here,  a  tweet  tweet  there,  but  a 
veritable  bird  whirlwind  of  sight  and  sur- 
round sound. 

Don't  forget  your  binoculars. 

D  II  the  idea  of  rising  before  dawn  to 
glimpse  a  half-million  squawking  cranes 
doesn't  appeal  to  you,  avoid  the  Platte 
River.  Each  March,  80%  of  the  world's 
Sandhill  Cranes  use  the  shallows  of  the  /,  « 
Platte  near  Grand  Island,  Nebraska,  f  I 
as  a  staging  area  on  their  migration 
northward.  Protected  by  the  chilly  wa- 
ters, and  by  their  own  daunting  numbers, 
the  lanky  Sandhills  roost  overnight  in  the 
river.  At  dawn,  they  rise  like  steely  grey 
storm  clouds  and  head  out  over  nearby 
cornfields  to  feed.  The  bugling  calls  of 
cranes,  to  which  Homer  likened  the  hoarse 
shouts  of  pumped-up  Trojan  warriors,  can 
carry  tor  over  a  mile. 

Give  dawn  and  dusk  to  the  cranes,  then 
visit  the  nearby  Rainwater  Basin,  where 
hundreds  of  thousands  of  migrating  ducks 
and  geese  will  be  mobbing  the  wetlands. 
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You  might  even  see  eagles,  hawks  and 
prairie  falcons. 

□  For  a  tropical  version  of  the  Platte 
River  experience,  try  the  peaceful  wa- 
ters of  the  Coroni  Swamp  in  Trin- 
idad. Thousands  of  Scarlet  Ibis — 
large  red  wading  birds  with  black 
wing  tips  and  slender,  curving  bills — 
make  their  year-round  home  in  the 
swamp's  creepy  mangrove  forests.  You 
can  see  them  streaming  in  at  dusk  or, 
better,  watch  the  rising  sun  light  them 
up  like  giant  hibiscus  flowers.  (The 
light  is  much  sharper  in  the  morning 
for  photography,  too.)  ^££$0®- 
When  the  last  ibis  has 
left  for  the  daylong  feed, 
ask  your  boatman  to  take 
you  around  in  search  of 
other  waterbirds.  At  least 
seven  kinds  of  heron  make 
their  home  in  the  trees,  and 
in  winter  you'll  likely  catch 
those  skittish  little 
sandpipers  that  ^($k 
summer  on  Am- 
erican beaches. 

□  Grizzled  North  Atlantic  fish- 
ermen spend  long  hours  in  cold 
boats  dragging  nets  and  casting 
lines.  Seabirds,  however,  employ  a 
different  strategy.  Goose-sized  white 
Gannets  dive  like  torpedoes  into 
frigid  waters  from  as  high  as  50  feet. 
Murres,  Razorbills  and  beak-faced 
Puffins  "fly"  underwater,  using  their 
wings  for  propulsion.  Kittiwakes — 
small  gulls  named  for  their  call — skim 
over  waves,  plucking  fish  off  the  sur- 
face. It's  quite  a  show,  and  a  demo  in 
natural  selection,  with  diverse  fishing 
styles  holding  down  competition  and 
efficiently  partitioning  food. 

Bonaventure  Island,  a  rocky  out- 
crop off  the  coast  of  Quebec,  is  the 
1  most  accessible  seabird  colony  in 
North  America.  Cliffs  and  flat  sur- 
faces are  crowded  with  nests,  each  set 
j  apart  only  as  far  as  the  next  bird  can 
I  peck.  The  action  is  at  its  peak  in  June 
and  July,  with  parents  constantly  fly- 
ing out  to  haul  back  fish  for  their 
young.  Close-range  photography  is 


easy,  and  the  old  French  fishing  vil- 
lages of  the  Gaspe  Peninsula  give 
the  place  plenty  of  charm. 

□  As  if  the  Israeli  Air  Force  didn't 
have  enough  to  worry  about....  Each 
spring  the  skies  over  the  Holy  Land 
are  clogged  with  hundreds  of  thou- 
sands of  raptors  gliding  north  from 
Africa  to  nesting  areas  in  Europe, 
Central  Asia  and  Siberia.  A  decent 
pair  of  binoculars  will  get  you  Pallid 
Harriers,  Black  Kites,  Steppe  Buz- 
zards, Short-toed  Eagles  and  more. 
The  models  for  hang  gliders,  all  of 


B  The  Bald  Eagle  may  be  our  na- 
tion's symbol,  but  have  you  ever  actu- 
ally seen  one?  (The  quarters  in  your 
pocket  don't  count.)  For  the  ultimate 
Bald  Eagle  experience,  go  to  the 
Chilkat  Bald  Eagle  Preserve,  just 
north  of  Haines,  Alaska,  where 
hundreds  of  the  majestic  birds  gather 
along  riverbanks  throughout  the  fall 
and  winter  to  feast  off  spawning 
salmon.  In  the  sharp  northern  light, 
the  birds  seem  magnificent,  gliding 
down  to  the  shoreline,  "hooding" 
over  their  food  (posturing  aggressively 
to  repel  their  neighbors).  The  birds 
rarely  come  to  blows,  but  the 
show  will  make 
the  hairs  on  your 
neck  stand  up 
just  the  same.  If 
by  chance  you  have 
already  seen  a  Bald 
Eagle,  trust  us,  you 
can't  see  enough. 


these  huge,  hollow-boned  birds  use 
their  broad  wings  to  ride  "thermals"  of 
warm  air.  Several  thousand  feet  up, 
they'll  ditch  one  thermal  for  a  long 
slow  glide  to  the  next.  Because  up- 
drafts  only  form  over  land,  the  narrow 
strip  between  the  Red  Sea  and  the 
Mediterranean  is  the  funnel  through 
which  the  entire  flock  must  pass. 

The  annual  migration  has  become  a 
serious  air  hazard  for  Israel's  flyboys. 
Ornithologists  working  with  the 
Israeli  Air  Force  have  flown  light- 
planes  among  the  flocks  to  track  their 
routes  and  developed  special  avoidance 
maneuvers  to  minimize  the  risk.  At 
the  peak  in  March  and  April,  pilots 
are  restricted  to  certain  heights,  hours 
and  air  corridors.  For  the  best  view- 
ing, head  to  Eilat,  a  modern  beach  re- 
sort on  the  Gulf  of  Aqaba  that  also  has 
some  of  the  world's  finest  coral  reefs. 


□  Though  their 
popularity  among 
the  trailer-park  set  is 
well-documented,  flamingoes 
are  actually  among  the  shiest 
and  most  sensitive  birds.  Catch- 
ing a  glimpse  of  these  gawky  pink 
wonders  without  causing  panic  and 
flight  is  one  of  birdwatching's  great 
triumphs.  And  no  better  place  for  that 
than  the  shimmering  salt  lakes  of 
Kenya's  stark  Rift  Valley.  Thou- 
sands of  flamingoes  have  the  place  to 
themselves,  lining  the  broiling  and 
treacherously  soft  shorelines,  dining 
on  brine  shrimp  so  vile  nothing  else 
can  stomach  it. 

Basically  overgrown  ducks — check 
out  their  webbed  feet — flamingoes 
developed  their  lanky  features  to  han- 
dle the  vagaries  of  their  habitats. 
Nakuru  and  Bogria  are  currently  the 
best  lakes  in  the  Rift  for  flamingoes. 
Well  worth  the  sweat. 

□  Once  a  maharajah's  shooting  pre- 
serve, Bharatpur,  India,  is  now  a 

safe  haven  for  waterbirds.  A  walled 
oasis  of  irrigated  fields  and  woods, 
every  winter  the  place  attracts  thou- 
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Closer  Deal  Bag,  17  x  12x7" 
Walnut  or  black  leather,  $750. 

IF  YOUR  FILE  DRAWER  worked  the 
way  your  briefcase  does,  it  would 
have  a  pocket  on  each 
s'dc  and  a  lump  in  the 
,   "         center.  But  when  you 

own  a  Glaser  bag,  your 
case  will  work  the  way  you'd  like 
it  to  because  you  can  custom 
organize  Glaser  Travel  Goods 
with  Glaser  Insiders'"  dividers. 


Travelers  Deal  Bag 

(It  fits  your  laptop  and  5"  of  files.) 


Our  Traveler's  Briefcases  double 
as  your  laptop  computer  bag.  Your 
laptop  is  protected  by  our  cushioned, 
Flexible  Unwreckable'M  frame.  Haven't 
heard  of  us?  Our  Traveler's  Briefcases 
are  the  best  going,  ask  a  traveler  who 
owns  one. 

We  Al  so  MAKE  the  world's  best  lug- 
gage for  frequent  travelers,  and  we 
design  and  make  custom  gifts  for 
corporate  clients. 

NINE  OF  US  work  together  to  design 
and  make  Glaser  Travel  Goods  in 
our  San  Francisco  studio.  We  make 
Traveler's  Briefcases  in  a  variety  of 
styles  and  sell  direct  to  you. 

Please  call  for  a  free  catalog, 
or  visit  our  San  Francisco  studio. 

Glaser  Designs 

Travel  Goods  Makers 
32  otis  st.  san  francisco  ca  94io3 
phone  415-552-3188  fax  4i5-43i-3999 
toll.  free  80o-234-io75  glasdes@aol.com 
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The  famous  Deck  House  open  floor  plan.  It's  been  the 
hallmark  of  our  homes  since  1959. 

We  start  with  a  site  evaluation,  create  a  personalized 
plan,  help  you  select  building  materials  -  we  even 
work  with  your  builder  to  facilitate  construction.  The 
result  is  a  custom  home  respectful  of  the  surround- 
ings and  your  lifestyle.  Now  that's  what  we  call  living. 

Call  800-727-3325  to  order  our  idea  book,  or  send 
$20  to  Deck  House  Inc.,  Dept.  DFRB,  930  Main  Street, 
Acton,  MA  01720.  www.deckhouse.com 


sands  of  ducks  and  gccse  from  north- 
ern Asia,  from  the  world's  smallest 
duck,  the  Cotton  Teal,  to  the  ungainly: 
Nakta,  a  possible  ancestor  of  the  barn- 
yard fowl,  to  geese  that  have  flown 
over  the  Himalayas.  Bharatpur  is  alsoj 
the  winter  home  of  the  extremely  rare 
Siberian  Crane,  as  well  as  a  plethora  of 
storks,  herons  and  eagles. 

Safe  in  the  preserve,  the  birds  have 
become  quite  tame.  At  dawn,  when 
mist  rises  off  the  lagoons  and  the  stri- 
dent cries  of  peacocks  mix  with  chants 
from  nearby  temples,  they  can  be  ap-! 
proached  along  the  many  levees  that 
run  through  the  sanctuary.  There's, 
nothing  else  like  it. 

□  One  of  the  craziest  avian  scenes| 
occurs  in  remote  sections  of  the! 
western  Amazon  rain  forest,  where 
tropical  birds  fly  interminable  dis- 
tances to  nibble  soil  off  riverbank 
cliffs.  Small  parakeets  usually  arrive] 
first,  coming  in  at  dawn  in  a  flurry  off 
noise  and  color.  Parrots  show  up 
around  seven.  Finally — like  clock-l 
work — it's  the  three-foot-long  mac- 
aws, beautiful  in  brilliant  reds,  bluest 
and  yellows.  Screeching  in  the  trees] 
the  birds  gather  by  the  thousands* 
alert  for  eagles,  jaguars  and  whatever] 
else  might  want  to  make  brunch  outf 
of  them.  When  the  coast  is  clear] 
they  glide  to  the  clay  banks  and  gob 
ble  bits  of  soil. 

Ornithologists  believe  minerals  in) 
the  clay  counter  the  toxins  in  unripe 
tree  seeds  and  fruit  that  are  the  bird's- 
principal  food.  Whatever — it's  a  wild 
sight.  A  cottage  industry  of  comfort^ 
able  nature  lodges  has  grown  up  neaij 
the  mineral  licks  around  the  Madre  de 
Dios  River  in  southeastern  Peru, 
putting  up  birders  and  other  natural^ 
ists  all  year  round.  Four  cats,  13  pri- 
mates and  more  than  1,000  bird  species 
can  be  found  here  in  some  of  the  moslj 
pristine  rain  forest  left  on  Earth. 

□  Maybe  it's  their  remoteness,  oj 
just  that  they're  so  darn  cute.  What- 
ever the  reason,  a  "rookery"  of  Ant- 
arctic penguins  is  something  you 
have  to  see  to  believe.  The  intense 


cold,  interminable  darkness  and 
endless  marches  to  the  sea  are  just  a 
few  of  the  challenges  the  little  fellas 
must  overcome — all  without  lifting 
a  wing.  From  Chinstraps  to  Gentoos, 
Adelies  to  Emperors,  few  creatures 
are  more  photogenic,  or  cooperative. 
Indeed,  their  behavior  is  almost 
human.  Mated  birds  recognize  each 
other  by  distinctively  raising  their 


heads,  pressing  their  chests  and  flap- 
ping their  stumpy  little  wings.  Under- 
water, they  zip  along  at  close  to  10 
knots — easy  to  spot  from  the  deck  of 
a  cruise  ship. 

You  can  find  some  of  these  pen- 
guins as  far  north  as  the  Falklands, 
but  why  stop  halfway?  The  Antarctic 


Peninsula  south  of  Chile — a  two- 
day  cruise  across  the  rough-and-tum- 
ble Drake  Passage — is  prime  penguin 
territory,  and  the  southern  summer 
months  of  November  through  Feb- 
ruary are  the  best  time  to  go. 

EE  With  extravagant  plumes  and 
elaborate  displays,  birds  of  paradise 
are  the  Mick  Jaggers  of  the  avian 


world.  In  some  species,  males  gather 
every  morning  in  leafless  trees — the 
better  to  be  seen — to  whistle,  squawk, 
hang  upside  down  and  shake  their 
booty.  Those  with  the  longest  or 
brightest  feathers  secure  the  best 
perches.  While  all  males  strut  their 
stuff  for  drably  plumed  females,  the 


highest-ranking  male  almost  always 
gets  the  prize.  The  inseminated  fe- 
male then  slips  away  to  build  a  nest, 
incubate  her  eggs  and  tend  the  young 
by  herself. 

Not  all  birds  of  paradise  are  such 
extroverts.  While  fruit-eaters  have 
most  of  the  day  free  to  show  off,  in- 
sect-eaters need  to  spend  the  time 
foraging.  The  Ambua  Lodge,  near 
Tari  in  the  central  highlands  of 
Papau  New  Guinea,  has  17  different 
species — the  complete  spectrum  of 
mating  strategies. 

With  one  or  the  other  of  these fine  bird- 
watching  tour  operators  you  can  get  to 
nearly  all  of  the  above.  Wings  (1643 
North  Alvernon,  Suite  105,  Tucson,  AZ 
85712;  520-320-9868,  fax  520-320-9373) 
and  Victor  Emanuel  Nature  Tours 
(P.O.  Box 33008,  Austin,  TX 78764; 
800-328-VENT, fax 512-328-2919).  • 

Roger  F.  Pasquier  is  an  ornith- 
ologist with  the  Environmental  De- 
fense Fund. 


Birds  of paradise  are  the  Mick  Jaggers  of the  avian  world. 

In  some  species,  males  gather  every  morning  in 
leafless  trees — the  better  to  be  seen — to  whistle,  squawk, 
hang  upside  down  and  shake  their  booty. 
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The  FYI  Signpost 


Wide-open  Budapest... 
Soaking  in  Hakone... 
A  Berlin  makeover... 
Inert  in  Turks  &  Caicos... 
That  endless  black  ribbon 


Budapest:  With  its  history  of  occu- 
pation— Mongols,  Turks,  Nazis,  the  Red 
Army — it's  a  wonder  the  citizens  of  this 
jewel  on  the  Danube  haven't  erected  a  wall. 
Instead,  they've  spent  considerable  re- 
sources tearing  down  the  walls  that  have 
separated  them  from  the  West. 

Budapest  was  always  the  most  progres- 
sive of  the  Soviet-bloc  capitals:  geographi- 
cally, aesthetically  and  culturally  closer  to 
Vienna  than  to  Russia.  The  "Pest"  side,  east 
of  the  river,  is  urban  and  bustling,  with  all 
the  requisite  tourist  stops:  the  opera  house, 
museums,  statuary-filled  public  squares.  But 
on  the  hilly  "Buda"  side,  the  picturesque 
Castle  District,  with  its  winding  medieval 
streets  and  flower-filled  nooks,  is  the  ideal 
place  to  wander  aimlessly  once  you've  seen 
everything  you're  supposed  to  have  seen. 

After  a  few  hours  of  blissful  meandering, 
reward  aching  legs  at  the  Hotel  Gellert 
Spa,  just  south  of  the  Castle  District.  Its 
thermal  pools  are  reputed  to  heal  a  variety 
or  ills.  But  even  without  their  medicinal 
properties  the  Spa  would  be  worth  visiting 
for  the  spectacular  design  of  the  indoor 
baths,  where  warm  tones  of  copper,  emer- 
ald-green and  azure-blue  soothe  as  much  as 
the  bubbling  water. 

When  considering  where  to  stay,  keep  in 
mind  that  less  than  a  decade  ago  the  notion 


of  "business  travel"  in  Budapest  meant  ap- 
paratchiks from  Stalingrad  picking  up  ship- 
ments of  beets.  As  new  markets  emerge,  so 
too  will  first-class  hotels — but  for  now 
choices  range  between  a  few  familiar  names 
and  one  deluxe  standout.  The  chain  hotels 
along  the  Danube — Hyatt,  Hilton, 
Marriott — are  all  solid  bets  offering  spec- 
tacular views.  But  for  luxury,  you  won't  do 
better  than  the  Kempinski  Hotel 
Corvinus,  in  downtown  Pest,  which  be- 
lies every  stereotype  about  dormitory- like 
East  European  hostelries.  There  are  fresh 
flowers,  spacious  and  gracefully  decorated 
rooms,  and  a  first-class  restaurant. 

Hungarian  cuisine,  generally  speaking, 
isn't  subtle,  with  its  four  food  groups  of 
goose  liver,  beef,  onions  and  paprika.  At 
restaurateur  George  Pang's  newly  refur- 
bished Gundel,  however,  that  gastronomic 
tradition  is  tempered  by  craft  and  nuance. 
Eight  fare  it  isn't:  blinis  with  beluga,  roasted 
goose,  stuffed  leg  of  young  capon,  and  the 
famed  Gundel  Pancake — a  walnut-filled 
crepe  swimming  in  chocolate-rum  sauce. 


The  Chain  Bridge  over  the 
Danube  and  the  Castle 
District  beyond:  linking 
"Buda  "  to  "Pest "  in  Hun  - 
garys  capital  city. 
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OOWDLT 

AVAILABLE  AT: 

Oliver  Peoples  Opticians 

Los  Angeles 

Bergdorf  Goodman 

New  York 

Neiman  Marcus 

Beverly  Hills /NorthPark 
San  Francisco 

Myoptics 

New  York 

Opticians  3 

Chestnut  Hill,  MA 

Au  Courant 

Bal  Harbour/ Princeton /Troy 

Optiqae 

Philadelphia 

Optica 

Boston/  Chicago  /  Houston 

Peepers 

Dallas 

Classic  Creations 

Denver 

Sun  Valley  Eyeworks 

Sun  Valley,  ID 

Prospectacles 

Palo  Alto,  CA 

OLIVER  PEOPLES  LOS  AN(  1ELES 


Artfully  prepared  in  an  artful  space, 
you'll  leave  Gundel  feeling  sanguine 
about  a  city  that  unself-consciously 
celebrates  its  young  freedom,  and  the 
bounty  that  accompanies  it.  Hotel 
Gellert  Spa,  day  rate  about  $5.50;  j6-i- 
185-2200.  Kempinski  Hotel  Corvinus, 
rooms from  $287;  800-426-5155.  Gundel, 
in  Budapest's  City  Park,  56-1-122-1002. 

— Jeff  Turrentini; 


California's  North  Coast: 

Welcome  to  Mendocino — you  know 
the  routine.  Shell  out  big  bucks  for  a 
snug  B&B  in  the  center  of  town,  get 
up  early,  take  a  snootful  of  Pacific  air, 
shovel  down  your  muffins  and  try  to 
beat  the  crowds  out  to  the  headlands 
and  gift  shops. 

It's  a  gorgeous  town  and  you'll  have 
a  wonderful  time.  But  there  are  other 
ways  to  do  it.  One  nice  alternative: 
head  up  Highway  One  another  45 
minutes  and  check  into  the  Howard 
Creek  Ranch  in  Westport. 

Tucked  in  the  dewy  mountains 
near  California's  Lost  Coast,  the  40- 
acre  Ranch  is  the  last  thing  on 
Highway  One  before  the  road  curves 
inland  for  good.  The  original  farm- 
house (c.  1871)  is  musty  and  cozy, 
jammed  with  antiques  and  sur- 
rounded by  flower  gardens.  A  swing- 
ing bridge  spans  Howard  Creek, 
which  flows  to  the  Pacific  just  200 
yards  away.  The  beach  is  wild  and 
rugged,  full  of  rough-hewn  boulders 
and  brimming  tide  pools.  On  a  cool 
May  day,  we  walked  for  an  hour  with- 
out bumping  into  another  soul. 


Rooms  at  the  Ranch  are  eclectic. 
The  pretty  Sun  Room  ($95)  has  a 
queen  bed,  roofed  balcony  and  huge 
skylights.  Lucy's  Room  ($80)  is  small-  I 
er,  with  a  double  bed  and  100-year-old 
etched  window  panes.  The  Beach 
House  ($125-5145,  depending  on  the 
season)  is  a  separate  redwood  cabin 
with  a  king-size  bed,  deck,  fireplace 
and  Jacuzzi.  And  there  are  many  more. 

We  took  the  two-story 
Redwood  Suite  ($125- 
$145),  with  a  fireplace,  a 
little  kitchen  and  room 
for  a  small  family.  Our 
only  complaint:  the  sun 
through  the  skylights 
over  the  king-size  bed 
woke  us  at  daybreak. 

An  oversized  break- 
fast is  served  late  to 
save  guests  the  trouble 
of  rushing  to  town  for! 
lunch.  French  toast 
and  sausage,  scram- 
bled eggs  with  cheese, 
poached  pears  with  cinnamon,  fresh 
fruit  and  pretty  edible  flowers.  Guests 
have  to  find  dinner  elsewhere.  The 
nearby  De  Haven  Farm  offers  fine 
prix  fixe  dining.  Otherwise  it's  back  to 
Mendocino,  and  a  dark  drive  on  the 
windiest  road  in  the  world.  But  at 
least  vou'll  be  relaxed.  Howard  Creek 
Ranch,  40501  North  Highway  One, 
P.O.  Box  121,  Westport,  CA  95488;  707- 
964-6725.       — Stephanie  Turrett 

Hakonc,  Japan:  When  Tokyo 
starts  to  get  on  your  nerves,  head  for 
the  hills  to  Gora  Kadan,  a  remote 
retreat  in  the  heart  of  Hakone  Na- 
tional Park  near  tranquil  Lake 
Ashi  and  mystical  views  of  Mount 
Fuji.  Located  on  the  grounds  of  the 
former  summer  residence  of  the  Kan- 
In-No-Miya  imperial  family,  it's  a 
sublime  experience  that  involves  the 
surrender  of  everything — including 
your  clothes. 

Glistening  black  granite  floors,  re- 
flecting pools  and  purple  irises  create 
an  aura  of  calm.  From  the  moment 
you  are  greeted,  your  western  garb 
seems  all  wrong.  Soon  you'll  be  asked 


Lotig,  slow  mornings  at  the  Howard  Creek  Ranch 
along  Highway  One  in  Westport,  California. 


X/fter  O  ne  Night  At  The  Sherry-Netherland, 
You'll  Never  Want  To  Stay  In  A  Hotel  Again. 


HAND-PAINTED 
TALIAN  RENAISSANCE 
DANELED  ELEVATORS 


When  you  first  arrive  at 
The  Sherry-Netherland,  you 
may  have  the  same  reaction 
as  many  of  our  guests. 

"I've  never  seen  anything 
like  this." 

Which  is  hardly  surprising, 
because  there's  nothing  like  The  ^ 
Sherry-Netherland.  Instead  of  the 
usual  crowded  hotel  lobby,  the  quiet 
marble-columned  space  looks  like 
the  interior  of  a  classical  European 
building.  Which  is  understandable. 
It  was  inspired  by  the  Vatican  Library. 

Although  this  is  your  first  visit,  the 
concierge  greets  you  by  name,  as  will 

the  staff.  Of  which  we  have  two 
to  three  per  guest.  (At  a  hotel, 
the  reverse  is  true.) 

The  serendipities  continue. 
When  did  you  last  enter  an 
elevator  that  was  a  work  of  art? 
Where  a  white-gloved  oper- 
ator whisks  you  silently 
up  to  your  floor. 
The  suites  and  rooms  are 
another  revelation.  Some  contain 
antiques  worthy  of  the 
Vanderbilt  Mansion,  which 
in  many  cases  is  where  they 

EVEN  OUR  CLOCK  IS  A  DESIGNATED  LANDMARK 


ROMAN-GRECO  VASE 
NONE  OF  OUR  SUITES 


HARRY  CIPRIANI'S 
RESTAURANT 
^\   SERVES  YOU  IN 

THEIR  DINING  R00M- 
OR  IN  YOUR  SUITE 


came  from.  Some  have 
marble  bathrooms,  hand- 
loomed  French  carpets, 
crystal  chandeliers. 
% ,     We  even  have  a  library. 
;  Ask  for  a  book  or  a  movie. 
It  will  be  in  your  room  in 
'    minutes.  And  we  have  the  best 
location  in  New  York.  Across 
from  Central  Park,  a  few  steps 
from  Bergdorf  Goodman,  Tiffany, 
and  F.A.O.  Schwarz  —  and 
just  a  short  walk  to 
Rockefeller  Center. 

The  Sherry-Netherland 
is  not  a  hotel.  Rather,  it  is 
a  magnificent  residence 
owned  by  a  small  group 
of  exceptionally 
diffident  people  who 
live  there. 

It's  their  place  in  town. 
If  you,  too,  would  like  to  enjoy  their 
kind  of  luxury,  we  invite  you 
to  call  Mr.  Louis  Ventresca  at 
212-355-2800. 
But  we  warn  you.  After  one  night 
with  us,  you  may  never  want  to  stay 
in  a  hotel  again. 

C7/e  SH€RRV  N€TH€RIAMD 

Your  Place  In  Town 


A 


^tate  of  Mind 


and  33ody 


tMJFORT  Ho 

The  Sukhothai 


13/3  South  Sathorn  Road, 
Bangkok  10120,  Thailand 
Tel.  (662)  287  0222,  Fax:  (662  ,  287  4980 

Represented  Worldwide  by  Sterling  Hotels  and  Resorts, 
United  States  Toll  tree  Tel  1  80(1  6  i  "200. 
Worldwide  GDS  access  code:  WR 


that  swings  hundreds  of  feet  above  the 
famous  "boiling  valley"  of  Owakudani, 
a  deeply  gutted  inferno  of  steaming 
sulphur  springs.  Terror  evaporates  on 
a  cruise  around  the  lake  with  the  sil- 
houette of  Mount  Fuji  in  the  distance. 
Rooms  at  Gora  Kadan  from  around 
$420  per  person/doable  occupancy,  in-\ 
eluding  meals;  81-460-23331,  fax  8i-\ 
460-23114.      —Marion  Lafff.yFox 


Moist  beat  at  Gora  Kadan 
in  Hakone,  Japan  (above); 

dry  heat  at  the  Hermosa 

Inn  in  Phoenix  (right). 

to  uChangei,  Changei"  into 
a  kimono,  sleeveless  jacket, 
two-pronged  socks  and 
wooden  sandals.  Pampering 
ablutions  include  several  wa- 
tery options.  Soak  in  the  in- 
door facilities,  sweat  in  the  sauna  or 
loll  in  the  Jacuzzi.  Steaming  open-air 
pools  are  artfully  rimmed  with  boul- 
ders, azaleas  and  bamboo. 

After  unraveling,  guests  retire  to 
Tatami-style  rooms  for  Amma  or 
Shiatsu  massages.  Some  rooms  have 
soaring  balconies;  others  individual 
gardens.  Bathrooms  are  either  open- 
air  or  feature  deep  cypress  tubs  that 
emit  a  haunting  aroma  when  full. 
Surprisingly,  everybody  gets  a  televi- 
sion and  a  minibar. 

Dinners  are  elaborate,  Kaiseki-style 
affairs,  a  kind  of  well-mannered  dance 
during  which  guests  are  expected  to 
admire  the  presentation  and  maybe 
even  applaud,  say,  the  salmon  flow- 
erettes  or  spikes  of  chives. 

When  things  get  too  peaceful,  take 
a  hike  to  the  sculpture  garden  at  the 
Hakone  Open-Air  Museum,  or 
try  the  Hakone  Art  Museum,  with 
its  fine  collection  of  ceramics  and 
porcelain.  Or  make  the  excursion  to 
Lake  Ashi.  It  involves  a  picturesque 
cable  ride  to  Souzan,  followed  by  a 
white-knuckle  descent  on  a  gondola 


Phoenix:  If  you've  traveled  around 
enough  to  be  able  to  grasp — -and  ap- 
preciate— the  distinction  between  faux 
hospitality  and  the  real  thing,  consider 
a  few  nights  at  Hermosa  Inn.  This 
small,  hacienda-style  resort  nestled  in 
Paradise  Valley  is  not  the  sort  of  place 
where  you  should  expect  to  find  a  mint 
on  your  pillow.  You  will,  however,  dis 
cover  that  the  French  doors  of  yourj 
private  villa  open  onto  a  tiled  patio! 
from  which,  evening  cocktail  in  hand,, 
you  can  admire  the  hummingbirds 
flitting  past  the  hibiscus  blossoms 
while  the  desert  twilight  slowly  wheels) 
from  rose  to  pink  to  pale,  liquid  lav- 
ender. (Goodness,  what's  in  those) 
drinks,  anyway?) 

Each  of  Hermosa's  35  villas,  casitas 
and  bungalows  is  uniquely  decorated^ 
and  most  feature  kiva-style  fireplaces 
All  of  them  open  onto  a  maze  of  curv- 
ing pathways  that  wind  through  to 
the  inn's  cactus  gardens,  past  the  outH 
door  spa  and  beneath  a  grove  of  tan- 
gerine trees.  Hermosa  is  owned  by 
Spring  Creek  Hospitality,  which  spe- 
cializes in  restoring  historic  Phoenix 


properties.  On  March  i,  Spring  Creek 
will  open  The  Royal  Palms,  a  full- 
scale  resort  built  around  the  former 
Phoenix  estate  of  a  Cunard  steamship 
magnate.  Although  grander  in  scope, 
the  Palms  hews  to  the  same  standards 
of  intimate  elegance  and  meticulous 
service  that  make  the  Hermosa  a  gem. 

One  of  the  joys  of  staying  at  either 
place  is  the  man  behind  the  frying 
pan,  executive  chef  Michael  DeMaria. 
For  reasons  that  will  become  delect- 
ably  obvious  the  moment  you  sample 
the  ahi  tuna  carpaccio  salad,  DeMaria's 
kitchen  at  Hermosa  was  rated  the 
"hottest"  new  restaurant  in  Phoenix 
the  first  year  it  opened.  Be  sure  to  re- 
quest a  table  by  the  pool.  Bathed  in 
the  glow  of  a  hurricane  lamp,  it's  as  if 
your  evening  has  been  gently  dipped 
in  warm  amber.  Casitas  at  the  Hermosa 
Inn  from  $joo,  villas  from  $575.  Rooms 
at  the  Royal  Palms  from  $250,  casitas 
from  $425.  For  reservations  at  either, 
800-241-1210.       — Kevin  Fedarko 

Turks  And  Caicos,  Brit- 
ish West  Indies:  How  quick- 
ly the  image  evoked  by  the  words 
"Caribbean  island"  has  changed,  and 
how  much,  generally,  for  the  worse. 
What  ought  to  bring  to  mind  quietly 

I  swaying  trees,  serene  beaches  and  iso- 
lation now  just  as  often  summons  vi- 
isions  of  overpriced,  mediocre  resorts, 
filled  to  capacity  with  swarms  of  "sin- 
gles groups"  vociferously  demanding 
lyet  another  round  of  Bahama  Mamas. 

For  those  willing  to  look  a  little  hard- 
er, sanctuaries  do  still  exist,  however: 

II  oases  of  quiet  and  solitude  whose  guard- 
rians  understand  the  increasing  value 
S  of  the  dictum  "less  is  more."  With  only 
Ha  miles-long  ribbon  of  white  sand  and 

an  expansive  bay  of  turquoise  water  to 
■distract  you,  the  Grace  Bay  Club, 
Bon  the  island  of  Providenciales  in  the 

British  colony  Turks  and  Caicos,  of- 
Ifers  one  such  antidote  to  the  hyperde- 

veloped  Caribbean  of  television  ads 
land  travel-agent  brochures. 

The  Grace  Bay  Club  concentrates 
jits  luxuries  into  only  21  suites,  each 
{with  a  terrace  or  patio  overlooking  the 
jocean,  and  one  fabulous  open-air  rest- 
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Plan 
Your  Dream 
Home. 

Whatever  your  vision  of  a  dream 
home  is,  Linda]  Cedar  Homes  ean  bring 
it  to  life.  And  our  experienced  dealers 
will  help  you  every  step  of  the  way.  In 
start  making  your  dream  come  true, 
call  for  the  name  of  your  nearest  dealer. 


Call  1-800-426-0536 
for  your  free  idea  kit. 


Order  our  Phnbook  for  $1 1 .95  plus  $3  s&h. 

ALindal  Cedar  Homes 

EO.  Box  24426,  [Vpt.  IZ3.  Startle,  WA.  USA  98124  •ww.Lindd.com 


aurant,  Anacaona.  When  con- 
valescing from  modernity,  it's 
important  to  take  it  slow:  my 
regimen  called  for  entire  after- 
noons spent  with  a  book  in  one 
of  the  many  hammocks  be- 
tween the  beachfront  palm 
trees.  Later  I  graduated  to  a 
more  strenuous  sequence:  me- 
andering from  the  Jacuzzi  to 
the  pool  to  the  ocean  and  back 
again.  Each  day  was  punctu- 
ated by  therapeutic  trips  to  the 
bar  and  a  final,  lingering  din- 
ner under  the  stars. 

Occasionally  I'd  see  people  walk- 
ing to  and  fro  with  tennis  racquets 
(for  play  on  one  of  Grace  Bay's  two 
courts),  golf  clubs  (an  18-hole  cham- 
pionship course  beckons  only  three 
minutes  away)  or  snorkeling  equip- 
ment for  the  crystal-clear  waters  all 
over  the  place.  All  fine  and  good,  but 
I  knew  why  I  was  there:  to  reclaim  the 
Caribbean  in  the  name  of  blissf  ul  in- 
ertia, for  which  it  once  stood.  Grace 
Bay  Club,  Turks  and  Caicos,  suites from 
$455  (before  April  i),  $555  (after  April  1); 
800-946-5757.      — Kerry  Youmans 

London:  The  venerable  Ritz  is 
undergoing  a  face-lift.  Faded  bv  years 
of  benign  neglect,  the  once  fash- 
ionable 90-year-old  hostelry  is 
being  decked  out,  tarted  up  and  re- 
vamped to  restore  its  illustrious  image. 

Located  at  the  center  of  Piccadilly 
and  a  few  steps  from  Green  Park,  the 
hotel  has  traditionally  been  a  haven 
for  royalty,  celebrities  and  interna- 
tional dignitaries.  It  is  known  for  its 
lavish  afternoon  tea  served  on  blue- 
and-white  Royal  Doulton  china,  by 
liveried  waiters,  in  the  ornately 
festooned  Palm  Court. 

Every  room  of  the  beaux 
arts  building  exudes  charm, 
and  the  extensive  rejuvena- 
tion is  not  altering  its  am- 
biance or  style.  The  flower 
patterned,  pale  rose  rug  in  the  long 
entry  hall  has  been  carefully  restored. 
The  elaborate  boiserie  in  the  public 
rooms  is  polished  and  regilded.  All 
130  bedrooms,  some  with  a  view  of 


Blissful  inertia  on  the  beach — and  off- — at  the 
Grace  Bay  Club  in  Turks  and  Caicos. 


Big  Ben,  are  being  painted  in  soft  pas- 
tels, the  windows  tripled-glazed  and 
air-conditioning  installed. 

No  wish  is  ignored.  When  I  ar-i 
rived  totally  disheveled  very  early  one 
morning,  I  mentioned  I  had  lost  my 
hairbrush  on  the  plane.  Within  min- 
utes, a  frock-coated  assistant  manager 
appeared  at  my  door  with  a  new  one 
The  hub  of  activity  is  the  hall  porter's 
desk,  where  Michael  de  Cozar,  a  24 
year  veteran,  accomplishes  the  nearj 
impossible.  He  has  provided  seawater 
from  Brighton  for  a  guest  who  in 
sisted  on  saltwater  baths;  re-created 
in  24  hours,  Princess  Diana's  famous 
wedding  gown  for  a  size-18  Saud 
Arabian;  and  for  a  patron  in  New 
York,  delivered  a  special  saddle 
overnight,  by  jumping  on  the  Con- 
corde. "We  can  get  anything  from  a 
drawing  pen  to  a  battleship,"  he  says 
The  Ritz,  tjo  Piccadilly;  rooms  from 
Sj6o,  suites  from  $8yo;  call  800-525] 
4800.  — Sandra  McElwain^ 

On  The  Road,  Again:  Here' 
a  nice  deal  we  heard  about  fron 
Preferred  Holidavs  called  the  See 
America  program.  Fly  to 
lorida  from  major  cities 
across  the  Northeast  anc 
Midwest,  or  to  Arizona 
from  the  California 
coast,  and  get  a  dis 
counted  Avis  rent 
a-car  for  a  weeklom 
road  trip  back.  The  package  in 
eludes  airfare,  a  midsize  rent-a-car 
seven  nights  lodging  (Ho-Jo's,  Ram 
ada,  Day's  Inn),  a  custom-itinerar 


'peak 

In  The  Magnificent  Mountains 
of  Western  Canada 

•  guided  hiking  and  climbing 

•  1 000's  of  miles  of  remote 
mountains  accessed  by  helicopter 

•  first  class  mountain  lodges 

•  3  &  6  nt  holidays  starting  from 
$1391  CDN,  ($1 1 12  USD  approx.) 

CMHHU-aiMM 

Canadian  Mountain  Holidays 
Banff,  Alberta 

Call  1-800-661-0252 


map  and  a  io-minute  phone  card. 
Rates  start  at  $389  per  person,  double- 
occupancy  to  Florida,  and  $299  from 
California  to  Arizona.  Additional  trav- 
elers (i.e.,  your  kids)  go  for  $149  a  pop. 

The  offer  runs  April  1  through 
June  30,  1997.  Might  I  suggest  a  few 
routes  for  the  ride  back?  From  Flor- 
ida, the  Natchez  Trace  Parkway 
through  Mississippi  is  quite  nice, 
north  from  Jackson  into  southern 
Tennessee.  Route  65  through  Ar- 
kansas is  lovely,  too,  especially  in  the 
Ozarks.  The  Appalachians  are  always 
worth  a  day  or  two:  try  the  windy 
i  backroads  of  eastern  Kentucky  and 
.  West  Virginia.  From  Arizona  to 
[  California,  head  northeast  into  New 
:  Mexico  and  southern  Colorado — the 
(  "Million-Dollar  Highway"  between 
Ouray  and  Durango  is  the  most  jaw- 
;  dropping  road  in  America.  You  can't 
I  go  wrong  in  southern  Utah,  or  on  any 
[(route  through  Death  Valley.  And  if 
lyou're  going  to  San  Francisco,  try  the 
Ipretty  inland  routes  198  and  25  for  a 
■change.  Happy  motoring.  For  much 
hnore  info,  call  your  travel  agent  or  800- 
\508-5454.  — James  Crispen 

■Berlin:  Germany's  on-again  capi- 
tal is  a  mess  these  days.  Between  prep- 
iping  for  the  government  to  move  back 
ilin  and  rejuvenating  the  former  Eastern 
jfhalf,  some  2,000  construction  projects 
„lare  underway.  The  broad  streets  are  lit— 
itered  with  heavy  equipment.  The  sky- 
>line  is  a  jungle  of  construction  cranes. 

But  prosperity  portends  in  the 
{layers  of  grey  dust.  Ugly  commie  ar- 
chitecture is  being  torn  down  or  over- 
hauled. And  a  monster  corporate  com- 
Jjplex  is  going  up  at  the  Potsdamer 
Platz,  a  former  no-man's-land  near  the 
.  Kite  of  the  Wall.  Optimistically  sched- 
uled for  completion  in  1998,  it  will 
,||iouse  Sony,  Daimler-Benz  and  oth- 
ers in  19  buildings  by  cutting-edge  ar- 
chitects. A  five-story,  onsite  interactive 
.Exhibit  called  the  "Info  Box"  draws 
,  (  {jlaily  hordes  and  offers  a  stunning  view. 

If  you're  planning  on  doing  busi- 
ness, the  new  Four  Seasons  Berlin 
Jls  a  short  cab  ride  from  the  action, 
ind  walking  distance  from  high-end 
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TheBestCalorie-Burning 
Equipment  Money  CanBuy 


...  •  According  to  a  leading  medical  journal, 

"treadlfljllj5'*        "The  treadmill  machine  «JV**j. 

ootimal  indoor    induced  Jre{  ®#5 

exercise,  bestt?olute. 

maraltfie*         aerobic  demands  than  the        ^  "^aOmilf  » 

Runners  World 


Leading  Medical  Journal    other  exercise  machines 
examined." 

According  to  Runners  World,  the  Trotter  685  is 
the  best  treadmill  on  the  market  today.  Smooth, 
quiet,  comfortable,  it  measures,  monitors  anc 
motivates  for  the  most  efficient  caloric  bum  you 
L,in  get. 

Call  1  -800  TROTTER  for  the  name  of  the 
Trotter  dealer  nearest  you. 


TROTTER 

The  Finest  RtnessEquipmenl  In  I  he  World. 


At 


running, 
cycling,  mountain  biking,  golf, 
tennis,  skiing,  swimming,  volley- 
ball, and  weight  training.  Author 
and  sports  psychologist 
Dr.  Steven  Ungerleider  interviews 
the  top  athletes  as  they  reveal 
their  mental  preparation  to  ex- 
cel. Available  at  all  book  stores. 


Everybody's  wearing  Lagerfeld  at  the  extravagant 
Schlosshotel  Vier  Jahreszeiten  Berlin. 


shopping,  the  Concert  Hall,  the  State 
Opera  House  and  the  Brandenburg 
Gate.  From  the  outside,  the  hotel 
looks  like  an  office  building,  but  then 
so  does  everything  else  in  Berlin, 
which  took  a  90%  hit  during  the  War. 
Inside,  it's  warm,  inviting  and  small — 
only  204  rooms,  including  46  suites. 
Bathrooms  are  expansive,  each  with  a 
soaking  tub  and  separate  shower.  Two 
modest  banquet  rooms  are  beautifully 
trimmed  in  walnut,  cherry  and  oak. 
But  for  the  infuriatingly  slow  service, 
the  elegant  dining  room  would  be 
worthy  of  a  rave  review. 

There's  a  huge  Hilton  nearby,  and 
the  new  337-room  Hotel  Adlon  run 
by  Kempinski  will  open  soon,  offer- 
ing the  Four  Seasons  some  healthy 
competition.  Those  would  make  good 
quarters  for  the  worker  bees  in  the 
company,  but  the  Schlosshotel 
Vier  Jahreszeiten  Berlin  in  the 
Grunewald  forest  is  fit  for  the  boss. 
The  most  expensive  hotel  in 
Germany — and  proud  of  it — the 
Schloss  began  life  in  1912  as  a  residen- 
tial palace.  Not  only  did  it  survive  the 
Allied  bombing  runs,  it  also  survived 
Karl  Lagerfeld,  who  in  1991  was  com- 
missioned to  renovate  and  refurbish 
the  place  at  a  cost  of  $1  million  per 
room.  His  fee?  A  suite  for  life,  which 
he's  done  over  in  a  giddy,  1920s  Berlin 
style.  Fortunately,  there  are  another  11 
suites  and  40  rooms  to  choose  from. 
And  don't  forget  your  bathing  suit — 
the  beautiful  swimming  pool  room 
will  blow  your  mind.  Four  Seasons 
Berlin,  Charlottenstrasse  49;  rooms 


from  $260,  suites  from  $550; 
800-332-3442.  Schlosshotel 
Vier  Jahreszeiten  Berlin,\ 
Brahmsstrasse  10;  rooms 
from  $380,  suites  from  $60/; 
49-30-89384-464. 

— Neal  Santki.manm 

• The  Darker 
A.  Corners  Of 
The  Globe: 

There's  money  to  be 
made  all  over  the  planet, 
and  not  all  of  it  on  thej 
sanitized  streets  of  Sing- 
apore. For  those  whose  business  takes 
them  to  the  dicier  parts,  The  World's 
Most  Dangerous  Places,  by  ad-i 
venturer  Robert  Young  Pelton,  war 
correspondent  Coskun  Aral  and  mo- 
torcycling journalist  Wink  Dulles,  of-|i 
fers  1,000  pages  of  haunting  facts  andl 
useful,  if  harrowing,  advice. 

Chapter  Five,  "Business  Travelers, 
Professional  Victims,"  bluntly  states 
"Business  travelers  are  by  far  the  juici- 
est targets  for  terrorists  and  thugs 
alike."  The  eight  most  dangerous  des 
tinations:  Angola,  Algeria,  Cambo 
dia,  Colombia,  Nigeria,  Pakistan,  the 
Philippines  and  Russia.  Add  this  urn 
brella  concept  to  the  lineup:  "Any 
Third  World  country  with  oil  should 
be  considered  dangerous." 

Nearly  every  page  of  Dangerou 
Places  relays  grim  statistics  ("Approx 
imately  79%  of  all  hostages  are  killed 
during  rescue  attempts")  and  bullet- 
ed  tips  ("How  To  Survive  A  Kid 
napping:  don't  freak  out;  there  is  littl 
you  can  do").  There's  even  a  little 
good  news:  "There  is  no  real  terrorisl 
threat  to  Americans  traveling  to,  01 
doing  business  in,  the  People's  Re 
public  of  China." 

This  annual  "guide  to  danger  and 
adventure"  also  includes  wacky  details 
such  as  Nelson  Mandela's  phone  anq 
fax  numbers  (27-12-21-2222;  27-12-323^ 
3114),  suggestions  for  alternative  ca- 
reers (National  Institute  Of  Bai 
Enforcement,  520-290-8051)  and  an 
airplane  seating  chart  of  sorts  ("Staj 
away  from  the  front  of  the  plane;  ter- 
rorists use  it  to  control  the  aircraft") 


The  World's  Most  Dangerous  Places, 
$20,  Fielding  Worldwide;  800-FW2- 
GUIDE.  —Allison  Moir 

Bangkok:  You  have  just  flown  19, 
or  was  it  22  hours?  You  touch  down  at 
Bangkok's  Don  Muang  Airport  at 
rush  hour,  which  is  easy  enough  to  do 
since  rush  hour  never  ends.  A  limo 
ride  downtown  takes  two  hours  in 
mind-numbing  traffic,  then  two  hours 
back  in  the  morning  for  a  flight  out. 

There  is,  however,  a  far  pleasanter 
option  for  the  short-term  visitor  to 
Bangkok,  one  which  I  literally  stum- 
bled onto  one  jet-lagged  midnight 
three  years  ago:  the  Amari  Airport 
Executive  Floor. 

I  know,  I  know. ..an  airport  hotel, 
how  dreary.  But  the  Amari  Executive 
Floor  is  the  sine  qua  non  of  runway- 
side  accommodations.  To  arrive,  sim- 
ply roll  a  luggage  cart  out  of  the 
customs  hall,  clear  the  gauntlet  of 
cheery  families  greeting  flight-dazed 
loved  ones  and  frantic  hotel  drivers 
looking  for  their  passengers.  Twenty 
feet  away  is  the  Amari  elevator.  Rise 
one  floor  to  an  enclosed,  air-condi- 
tioned walkway.  Ninety  seconds  later, 
someone  is  accepting  your  luggage, 
and  you  are  on  your  way  to  the  Ex- 
ecutive Floor. 

There's  24-hour  butler  service.  A 
24-hour  business  center  with  secre- 
taries. The  rooms  are  luxuriously 
appointed.  Dark  wood,  marble  bath- 
rooms and  ample  balconies  with  ta- 
bles and  lounges  overlooking  the  pool. 
The  pool  itself  is  impressively  large, 
'open  until  midnight,  and  there's  no 
better  way  to  relax  after  an  endless 
flight  than  to  swim  a  few  laps  in  the 
hot  Bangkok  night  air,  except  perhaps 
with  the  traditional  Thai  massage, 
1  which  is  available  until  2  a.m. 

In  the  morning,  there's  an  elegant 
!  breakfast  served  in  the  executive 
i  lounge.  Good  croissants  and  French 
i  bread,  smoked  meats,  tropical  fruit, 
I  imported  jams  and  cheese,  and  what- 
ever else  a  body  requires  for  another 
I  long  day.  Even  if  it's  only  to  be  spent 
in  another  plane,  driving  into  Bang- 
Ikok  or  just  maybe  doing  what  you 


course,  some  still 
prefer  it  straight  up. 
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NEW  ENGLAND 


CUSTOM   BOOTMAKERS   SINCE  1884 


ALDEN  SHOE  COMPANY  1-800-325-4252 

1  Taunton  Street,  Middlehorough,  MA  02546  Please  call  for  brochure  and  store  listing. 


came  here  to  do.  Amari Airport  Hotel, 
Bangkok;  double  rooms,  around  $160; 
800-448-8355.      — Eric  Goodman 

Milan:  Like  an  artichoke,  Italy's 
second-largest  city  seems  closed  up 
and  intimidating.  But  as  you  peel  back 
its  leaves,  Milan  reveals  its  wonderful, 
generous  heart.  Our  first  visit  there, 
years  ago,  left  us  cold.  But  later  we 
learned  that  what  makes  the  city 
unique  is  behind  the  palazzo  walls:  the 
warm,  informal  town  buried  within 
the  bustling  hub  of  mercantilism. 
Tourists  come  to  Milan  with  a  clearly 
defined  mission — see  the  Last  Supper, 
see  the  Duomo,  leave.  But  business 
travelers  who  play  their  cards  right  can 
have  an  authentically  European  expe- 
rience after  the  day's  meetings  and  ap- 
pointments are  through. 

In  the  heart  of  the  city's  business 
district  is  the  Four  Seasons  Mil- 
ano,  a  temple  devoted  to  the  satisfac- 
tion of  the  corporate  traveler.  In  a 
former  life  it  was,  in  fact,  a  monastery; 
in  1993  it  was  converted,  refurbished, 


A  temple  of  satisfaction — and  great 
food — at  the  Four  Seasons  Milano. 

modernized  and  sleekly  redecorated. 
Inside,  except  for  a  few  frescoed  re- 
mains, not  much  is  left  to  suggest  the 
monastic  life,  save  the  basic  structure 
of  the  building:  a  garden  courtyard  sur- 


rounded by  newly  glassed  cloister  cor- 
ridors. The  dim,  austere  rooms  that 
once  housed  the  monks  have  been 
brightened  by  marble  and  polished 
wood — not  to  mention  hot  running 
water.  While  not  terrifically  large,  the 
rooms  are  like  cool,  luxurious  cocoons 
that  still  inspire  feelings  of  calm. 

In  this  wealthy,  cosmopolitan  city 
renowned  for  its  restaurants,  you'll  be 
happy  to  know  th  at  two  of  the  best  are 
only  steps  from  your  room.  The 
hotel's  Veranda  Cafe  and  its  fancier 
sibling,  II  Teatro,  are  both  worth 
staying  in  for;  even  my  local  business 
contacts  asked  if  we  could  eat  here. 
We  made  a  point  during  our  stay  to 
try  almost  everything  on  the  menu, 
and  were  just  as  seduced  by  the  simple 
fare  as  by  the  more  decidedly  ambi- 
tious offerings.  The  wine  list  is,  un- 
surprisingly, fantastic — and  you  have 
absolutely  no  excuse  to  refuse  the 
dessert  trolley  as  it  passes.  If  you  want 
to  diet,  go  to  England.  Four  Seasons 
Milano;  rooms from  $432;  800 332-2442 . 

— Bob  Laidlaw  * 


First  Encounters 
By  Davidoff 


Buffalo  Bill  was  more  a  figmenf 
of  his  own  imagination  than 
a  true  legend  of  the  west. 
After  years  of  battle,  Sifting  Bull 
had  been  reduced  to  a  bit 
player  in  Bill's  Wild  West  Show. 

But  today,  ensconsed  in 
a  tiny  gondola  floating  down 
the  Grand  Canal  in  Venice, 
they  talked  not  of  politics, 
but  of  the  last  vestiges  of  a 
lonely  frontier.  And  in  lieu  of 
the  mandatory  peace  pipe, 
they  opted  for  a  mild 
flavored  cigar. 

FOR  CORPORATE 
ACCOUNT  INFORMATION 
PLEASE  CALL  1-800-353-0061 


For  those  who  ore  obsessed 
with  quality. 
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The  Parent  Teacher  Organization  meets  Wednesday,  your  board  meets  Thursday 
and  you  promised  Friday  to  the  kids.  Allen-Edmonds  is  one  step  ahead  with  styles  for 
each  event.  Shoes  made  so  well,  we  can  recraft  them.  Sizes  ranging 
from  5  to  18,  widths  AAAA  to  EEE.  You'll  be  comfortable  in  anyone's 
meeting.  For  a  catalog  and  nearest  dealer,  call  1-800-235-2348. 


Edmonds 

For  All  Walks  of  Life"' 


http://www.allenedmonds.com    Made  in  the  USA  (MGB) 


|dr.  gizmo] 


Gizmo  In  Tech-Land 


Unflappable  auto-dialers, 
souped-up  shades  and  a 
few  other  things  you  may 
not  have  known  you 
couldn't  live  without... 


Ah,  the  academic  life!  Urgent  con- 
ferences in  Gstaad;  professional  society 
meetings  at  Grand  Cayman.  My  peripatetic 
lifestyle  now  finds  me  snugly  ensconced  at 
a  Great  University  of  the  West,  chip  by  jowl 
as  it  were,  with  the  world-renowned  Silicon 
Valley.  Named  for  the  many  buxom 
\frauleins  prowling  the  boulevards  in  their 
late-model  Porsches,  I  believe. 

Yes,  once  again  Gizmo  finds  himself  on 
the  raw,  cutting  edge  of  modern  technol- 
ogy- With  an  Internet  connection  more 
! powerful  than  a  fire  hose,  I  am  cruising  the 
iWorld  Wide  Web,  CyberWallet  bulging 
with  CyberCash,  seeking  out  doodads  for 
jmy  fellow  gizmo-philes. 

My  first  stop  was  the  prosaic-sounding 
iwww.cybercash.com/cybercash/ shop- 
!ping/shoppingi.html — a  curious  place  in- 
deed. In  this  "virtual  mall"  one  finds 
Storefronts  like  National  Security  Safes 
| 'does  anyone  remember  National  Security 
istashman  Richard  Allen,  I  wonder?),  Ron 
fon  Surf  Gear,  and  WINGMAN  Auto- 
motive Wings  and  Spoilers,  which  sells  fac- 
:ory  and  custom  automotive  wings  that  bolt 
I'ight  to  your  car.  Holy  Batmobile,y'tf?  From 
:his  same  site  one  can  order  the  English- 
language  Turkish  Daily  News  and  the  indel- 
icately named  Turkish  Probe  magazine. 

Have  you  ever  wondered  what  happens 


if  you  plug  the  word  "gizmo"  into  an  Inter- 
net search  engine,  like  "Jawohl!" — sorry, 
"Yahoo"?  You  end  up  at  www.technolog- 
yarts.com,  which  has  an  intriguing  gad- 
get for  sale.  It's  called  the  PowerDialer, 
an  industrial-strength  telephone 
redialer  that  continuously  retries 
a  number  until  it  encounters 
either  a  ring-back  or  speech,  mean- 
ing that  the  call  has  gone  through.  While 
it  dials,  you  calmly  peruse  the  latest  ish  of 
Turkish  Probe.  Then  an  alarm  sounds  to  sig- 
nal a  successfully  connected  call.  Ideally 
suited  for  concert  ticket  order  lines,  radio 
contests,  golf  tee-off  and  tennis  court  reser- 
vation numbers.  (Ah,  I  get  the  point  ) 

GIZMO  RATING:  2.8  out  of  a  possible  4. 
(Gizmo  hates  the  phone.  Don't  call  me,  and 
I  won't  call  you.)  $250.  Available  through 
the  Web  site,  or  through  the  Hello  Direct 


Is  this  the  face  that 
launched  a  thou- 
sand silicon  chips? 
The  Color  Quick- 
Cam  from  Con- 
nectix,  and  a  rare 
shot  of  the  elusive 
Doctor  Gizmo. 
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Cost-cutting  Tool. 


Now  here's  a  sharp  idea.  A  travel  payment  system 
that  can  actually  help  you  cut  your  corporate 
travel  costs.  The  Air  Travel  Card.  With  it,  you  can 
get  customized,  centralized  billing  information  in 
a  format  that  directly  interfaces  with  your  internal 
accounting  system.  It  saves  you  money  and  time 
during  reconciliation  and  allows  you  to  better 
understand  and  manage  your  corporate  travel 
expenditures.  Best  of  all,  the  Air  Travel  Card  has 
no  annual  fees  and  no  per  card  charges.  All  of 
which  makes  it  The  Ultimate  Corporate  Payment 
System™  No  matter  how  you  slice  it. 


All  you  need  to  know. 


1-800-222-4688  or  202-626-4225 
http://air-travel-card.com 


catalogue,  800-444-3556, 
while  they  last. 

Elsewhere  on  the  Web, 
the  chic  retailer  Nordstrom 
will  assign  you  a  Personal 
Touch  Shopper  (www.npta. 
com)  to  do  your  cyber-shopping 
for  you.  I  asked  a  young  vixen 
named  Kerry  if  she  could 
find  an  A-plus  gizmo  for 
me,   along   the  lines 
of  the  famous  Beep 
ing  Wallet.  (Giz 
mo,  passim.) 
She  quickly 
e-mailed 
me:  "We 
do  not  carry  any 
thing  like  you  are  de- 
scribing." Alas. 

But  there  are  still  plenty  of  tech- 
noid-gizmos  out  there.  A  company 
called  Connectix  makes  a  tiny  video 
camera  that  sits  on  top  of  your  com- 
puter monitor  like  a  nosy  eyeball. 
Turn  the  camera  on,  and  you  can  zap 
,  pictures  of  yourself  to  grandchildren, 
[Newsweek,  the  INS — whomever!  I 
am  enclosing  a  sample  for  you  to  pe- 
ruse. In  fact,  you  can  even  send 
!  miniature  movies  of  yourself  to  your 
many  adoring  fans.  For  my  own 
I  cyber-cinema,  I  will  be  asking  Pedro 
Almovodar  to  direct. 

GIZMO  RATING:  3  of  4.  For  the 
I  child  who  has  everything. .  .but  wants 
i  more.  The  Color  QuickCam  for 
i  Macintosh  and  Windows  sells  for 
$230-5299.  A  black  and  white  version 
costs  $99.  Phone  800-950-5880,  or  set 
your  browser  to:  www.connectix.com. 

Next  up:  the  NewsCatcher,  from 
j  Global  Village  Communication.  It's 
like  having  the  Times  Square  head- 
line crawl  running  across  your  com- 
puter screen!  And,  unlike  many 
■well-known  "headline"  services,  this 
lone  doesn't  work  off  the  Web.  In- 
stead, it  catches  news  flashes  from 
■Reuters  and  the  like  via  an  over-the- 
fcir  pager  network.  So  you  can  merrily 

()lay  Doom  on  your  home  computer 
find  receive  periodic  health  updates  on 
the  Russian  gerontocracy.  Nifty! 


Get  your  news 
before  the  net- 
works with 
Global  Villages 
NewsCatcher. 


By  way  of  emphasizing 
the Tomorrowland  angle, 
the  NewsCatcher  comes  in 
a  neat  little  black  pyramid 
that  fits  anywhere  near  your 
computer — how  about  on  top 
of  the  monitor  with  the  Color 
QuickCam?  Then  you  can  pho- 
tograph your  own,  very  per- 
onal  reaction  to  world 
events,  and  distribute 
real-time  snapshots  via 
e-mail.  E.g.:  "Me, 
sad  to  learn  of 
Mike  Ovitz's 
latest  set- 
back," or 
Me,  happy  that 
Hong  Kong  is  adjusting 
to  Chinese  rule."  And  so  on. 

GIZMO  RATING:   2.5  out  of  4. 

One  tester  reported  that  the  Catcher 
threw  up  static  for  his  cordless  phone. 
Alas,  Gizmo  didn't  get  to  test  this 
tchotchke,  because  it  doesn't  run  on  his 
beloved  Macintosh.  (Gizmo  is  a  tire- 
less supporter  of  lost  causes.)  For  the 
world  affairs  junkie  in  the  family. 
NewsCatcher  costs  $149,  for  Win- 
dows system  only.  That  price  in- 
cludes a  year  of  basic  news  services. 
Call  800-736-4821,  or  check  out 
their  homey  Web  page,  www.  glob- 
alvillage.com. 

Remember  those  CPR  classes  you 
took,  hoping  (in  vain)  to  meet  attrac- 
tive young  nursing  students?  You 
pound  on  the  practice  dummy's  chest 
for  a  while,  and  then  forget  everything 
you  learned  ten  minutes  after  leaving 
class?  Gizmo  has  encountered  a  digi- 
tal gimcrack  that  may  or  may  not 
prove  of  use  if  your  worst  enemy  is 
choking  to  death  at  your  feet.  Inter- 
vene, or  leave  the  wretch  to  his  fate? 

Should  you  take  the  humanitarian 
path — and  I  am  not  insisting  that  you 
do  so — a  handheld  device  called  CPR 
Prompt  will  take  you  through  the 
long-forgotten  steps  of  cardio-pul- 
monary  resuscitation.  Yes,  the  victim 
may  expire  while  you're  rummaging 
around  for  AA  batteries,  which  is  why 
the  manufacturer  suggests  you  insert 


Multi-purpose  Tool. 


We  took  a  sharp  idea  and  expanded 
on  it.  Now  you  can  combine  the 
cost  control  of  the  Air  Travel  Card 
with  the  worldwide  acceptance  of  a 
corporate  MasterCard®  -  with  the 
new,  Corporate  Air  Travel  Card 
MasterCard.  With  it,  you  can  get 
customized,  centralized  billing  and 
concise  management  reports,  plus 
the  full  range  of  Master  Assist® 
Services.  In  other  words,  it's 
everything  you  need  to  keep  your 
corporate  travel  expenses  under 
control.  To  find  out  more,  call  us  today. 

All  you  need  to  know. 

1-800-222-4688 
202-626-4225 
http://air-travel-card.com 


the  batteries  before  an  untoward  event 
should  occur. 

The  Prompt  weighs  about  as  much 
as  a  cordless  phone,  and  at  the  touch 
of  a  button,  spews  out  useful  medical 
advice  from  an  authoritative-sound- 
ing voice-synthesis  chip.  Sample: 
"Shake  victim  gently  and  shout: 
'Are  you  O.K.?'"  Or  this:  "Ask  per- 
son: Are  you  choking?'"  Possible  an- 
swer: "No,  I've  just  seen  a  photograph 
of  Madonna's  baby." 

But  seriously,  volks...  if  you  are  the 
kind  of  person  who  buys  lots  of  insur- 
ance and  has  installed  folding  escape 
ladders  in  all  your  bedrooms,  then 
you'll  want  to  follow  the  manufac- 
turer's suggestion  and  put  the  CPR 
Prompt  right  next  to  the  kitchen 
phone.  It  doles  out  useful  advice — 
like  "Dial  911"  (sorry,  I  couldn't  resist) 
— for  life-threatening  emergencies 
involving  adults,  children  and  babies. 

GIZMO  RATING:  3.2  Out  of  4.  A 


Class  1  medical  device,  $100  from 
County  Line  Limited 
You  can  reach 
them  toll-free 

at  888-728-5433- 
No  Web  site, 
thank  heavens. 
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Yes,  the- future  is 
so  bright  you  need 
sunglasses,  as  the  verti- 
cally challenged  Hellenic 
statesman  Michael  Stanley 
Dukakis  once  opined,  just  a 
few  months  before  his  elec- 
toral humiliation.  And  speak- 
ing of  sunglasses,  the  Atti- 
tudes catalogue  is  now  hawk- 
ing its  wares  on  the  Web  (www.atti- 
tudes.com),  where  the  forever  young 
Dr.  G  picked  up  a  pair  of  its  cool 
MusicMan  shades. 

Can  you  picture  Gizmo  striding 
down  Maverick  Beach,  grooving  to 
Warren  Zevon's  fa- 
mous Biskuithalle 
concert  pumped  di- 
rectly from  his  Disc- 
Man  into  his  shades? 
Picture  it,  baby!  There 
I  was,  on  the  very  spot 
where  champion  surf- 
er Mark  Foo  drown- 
ed just  two  years  ago, 
my  wingtips  lapping, 
Nixon-like,  against 
the  waves.  Micro- 
technology  channels 
the  music  through 
teeny  wires  directly 
into  the  glasses'  ear- 
pieces. Not  only  do  / 
say  the  sound  is  great, 
but  the  grand-giz- 
moids  concur:  "We 
heard  all  the  dirty 
parts  on  the  Alanis 
Morrissette  tape," 
they  told  me.  What  higher  accolade? 
And  you  can  regulate  the  volume  on  a 
switch  no  bigger  than  a  sand  flea,  all 
the  while  enjoying  maximum  UV  pro- 
tection! Gizmo  likes  these! 

gizmo  RATING:3.6  out  of  a  pos- 
sible 4.  $59.99 — heck,  just  send  them 


See  me,  hear  me, 
touch  me,  buy 
me:  the  Music- 
Man  shades 
from  Attitudes. 


Dial  "M"for 
myocarditis  on 
the  CPR  Prompt 
(left);  or  let  the 
PoiverDialer 
(above)  do  it. 


$60! — from  Attitudes  (twe 
versions,  #28260  &c  #2826W),  800- 
525-2468  or  at  the  above-mention- 
ed Web  site. 

If  it's  Weird  Sunglass  Science  yot. 
want,  check  out  the  latest  offering 
from  Oakley.  "Plutonite  lens  materia 
passes  ANSI  industrial  standard  2 
87.1  for  optical  clarity... ultra-ligh 
stress-resistant  O-Matter  frame  ma 
terial. . .patented  hydrophylic  [yesi 
they  misspelled  it]  Unobtainium  ear 
socks  and  nosepieces"  and  so  on) 
Invited  to  comment  on  Unobtainium 
a  company  official  told  me,  straight 
faced:  "It's  our  patented  material 
When  it  gets  wet  it  becomes  tackie: 
and  sticks  to  your  head."  Like  m 
toupee.  But  I  digress. 

Much  techno-gibberish,  but  cool 
looking  glasses  nonetheless,  selling  fo 
between  $40  and  $225.  It's  your  choice 
feed  a  Rwandan  village,  or  indulge  ii 
Dennis  Rodman's  favorite  eyewear! 
(Ideal  solution:  feed  Dennis  Rodmai 
to  a  Rwandan  village.)  At  expensiv 
stores  everywhere,  or  check  out  thei 
Web  site:  www.oakley.com. 

Ooof!  I've  covered  so  muc 
ground!  Time  to  file  my  virtual  ex 
pense  account!  Remember — if  veni 
ture  capitalists  don't  carry  then 
around  in  their  breast  pockets,  or  j 
it  hasn't  appeared  as  product  place 
ment  on  "Star  Trek — The  Next  Gen 
eration,"  then  it  probably  isn't 
gizmo.  Ciao!  • 
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FYI 


ig  one  of  the  world's  favorite  destinations,  Thailand  offers  a  great  mix  of 
ury  and  an  unspoiled  environment.  This  is  the  place  that  has  it  all!  Recent 
relopments  have  meant  that  ecotourism  is  now  very  practical  in  Thailand, 
but  you  don't  need  a  backpack  to  enjoy  nature  here. 


A    U    V    t  K 


I    b    h    H    t    N  I 


hailand  is  an  unusual  kind  of  place.  It 
offers  everything  you  would  want  for  the 
perfect  adventure  vacation:  sunshine,  jun- 
gles, clear  oceans,  empty  beaches',  wide 
rivers,  art,  culture,  shopping,  nightlife, 
friendly  people  and  food  that  will  tingle 
every  nerve  in  your  body. 

For  many  years  Thailand  has  rated  as 
one  of  the  world's  top  destinations. 
Whereas  not  so  long  ago  tourists  equat- 
ed Thailand  with  little  more  than  the  cap- 
ital city  Bangkok,  in  recent  years  the 
entire  country  has  opened  up  like  one  of 
its  own  exotic  flowers  to  reveal  astonish- 
ing beauty  and  a  range  of  activities  that 
adds  to  the  already  extensive  list  of 
Thailand's  offerings. 

Today  you  can  stay  in  complete  lux- 
ury almost  anywhere  in  the  kingdom. 
The  number  of  top-quality  hotels  avail- 
able has  grown  very  quickly  within  the 
past  couple  of  years  and  is  still  growing. 
Visitors  also  view  Thailand  as  a  strategic 
destination  for  its  easy  access  to  the 
country's  immediate  neighbors,  which 
welcome  visitors.  Thailand  acts  as  a  nat- 
ural gateway  to  Vietnam,  Laos,  Myanmar 
southern  China  and  Cambodia.  Tourism 
authorities  in  each  of  these  countries  are 
striving  to  make  travel  around  the  region 
as  easy,  enjoyable  and  comfortable  as 
anyone  could  wish. 

So  now  is  the  time  to  board  an  air- 
craft and  land  at  one  of  Thailand's  four 
international  airports.  Or  to  take  the 
[     Orient    Express    up   the  Malay 
Peninsula  and  arrive  in  very  gra- 
cious style  at  Bangkok  railroad  sta- 
tion. Or  to  sail  your  own  private 
yacht  into  the  Gulf  of  Thailand 
and  moor  at  Pattaya.  Well, 
we're  talking  luxury  here  . . . 


Certainly  a  country  with  sucl 
abundant  natural  resources  must  takj 
care  of  them.  Consequently,  Thailand 
has  been  very  careful  in  opening  up  tJ 
visitors,  and  conserving  the  natural  envil 
ronment  is  a  major  plank  ofThai  policj 
Some  of  the  most  exciting  and  memo 
rable  activities  now  available  centel 
around  ecotourism  —  an  increasingly 
well-worn  phrase  but  one  appropriate 
to  describe  a  vacation  in  which  you  find 
yourself  standing  in  a  sea-cave  on  , 


remote  islet,  or  watching  the  earl 
morning  mist  rise  over  the  jungle. 

In  the  South,  the  ocean  offers 
world  of  peace,  tranquillity  and  beaut 
Sea  cruising  gives  you  the  opportunit 
to  be  really  pampered.  There  is  a  choic 
of  luxury  passenger  liners  plying  botl 
the  Andaman  Sea  on  the  west  side  c 
the  isthmus  and  the  Gulf  of  Thailanc 
while  tour  boats  offer  regular  day  trip 
from  bases  such  as  Phuket,  Pattaya  ani 
Koh  Samui.  Choose  a  one-night  trip  d 
a  longer  cruise  around  the  islands.  Mos 
cruise  boats  have  such  leisure  facilitie) 
on  board  as  Jacuzzis,  discos  and  cabara 
shows. 


Increasingly  popular  among  ecology- 
minded  travelers  is  the  sport  of  sea- 
fcanoemg.  A  number  of  specialist  compa- 
nies operate  inflatable  kayak  rentals  in 
southern  Thailand,  especially  in  Phang 
jNga  Bay  where  they  are  used  for  expe- 
ditions among  the  towering  limestone 
[islands  and  mountains  that  characterize 
this  region.  Some  of  these  trips  last  sev- 
eral days  with  overnight  accommoda- 
tions in  tents  on  secluded  beaches. 

Divers  consider  Thailand  one  of  the 
k/vorld's  great  destinations.  Most  head  for 
Phuket  and  the  limestone  stacks  and 
jjnderwater  cliffs  of  Phang  Nga  Bay.  Also 
popular  are  the  Similan  Islands.   In  the 
julf  of  Thailand  is  the  Ang  Thong  Islands 
\lational  Marine  Park,  a  group  of  more 
nan  40  pristine  islands  near  Koh  Samui, 
vhile  the  Phi  Phi  Islands  near  Phuket  are 
llso  spectacular 

The  variety  of  magnificent  marine 
cenery,  coupled  with  year-round  warm 
veather  and  an  abundance  of  game  fish, 
nakes  fishing  in  Thailand's  seas  a  popular 
vater  sport.  Wahoo,  tuna,  barracuda, 
ailfish  and  marlin  can  all  be  found. 

Among  the  best  fishing  areas  in  the 
\ndaman  Sea  are  the  Racha  Yai  Islands 
iear  Phuket  and  the  Similan  Islands.  The 


sailfish  season  runs  from  mid-May  to 
November;  while  marlin  and  tuna  bite 
late  November  through  May.  Hiring 
well-equipped  boats  and  crew  for  char- 
ters lasting  from  a  day  to  a  week  or 
longer  is  easy.  Sharks,  eagle  rays  and 
barracuda  are  found  in  the  Gulf,  where 
the  water  is  less  saline.  Pattaya  and 
Bang  Saray  are  the  major  centers  for 
game  fishing. 

Back  on  dry  land,  Thailand's  rivers 
and  canals  ("klongs")  offer  a  truly  spec- 
tacular way  of  seeing  the  countryside.  All 
kinds  of  cruises  are  available,  enabling  you 
to  enjoy  rare  sights  and  to  experience 
the  traditional  way  of  life  still  followed  in 
the  rural  areas  of  the  kingdom. 


Those  travelers  without  much  time 
can  experience  a  great  introduction  to 
river  and  canal  cruising  in  Bangkok  itself. 
Available  for  rental  are  boats  at  many  of 
the  river  piers  along  the  Chao  Phraya 
River  and  at  the  Boat  Tour  Center  at  the 
River  City  Complex  next  to  the  Royal 
Orchid  Sheraton  Hotel. 

Several  short  trips  are  available. 
One  of  the  most  popular  is  to  the  for- 
mer capital  of  Ayutthaya,  some  80  kilo- 
meters north  of  Bangkok.  This  takes  in 
the  highly  picturesque  Central  Thailand 
scenery  and  usually  includes  a  stop  at  the 
former  royal  residency  of  Bang  Pa-ln. 
Several  Bangkok  hotels  operate  their 
own  air-conditioned  passenger  cruises 
for  this  particular  trip,  and  visitors  can 
choose  to  go  one  way  by  boat  and 
return  by  road.  Another  intriguing  way 
to  experience  Thailand's  river  life  is  via 
one  of  the  tours  in  converted  rice 
barges.  Water  jet-setters  meanwhile  can 
take  one  of  the  jet-boat  tours  that  travel 
around  NiwetThamprawat Temple  Island 
and  to  Bang  Pa-ln  and  Ayutthaya. 

Growing  quickly  in  popularity  is  the 
wide  range  of  adventure  and  nature 
tours  now  available  in  Thailand  These 
include  trekking  in  the  mountains  and 
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jungles  of  the  North  and  the  West,  espe- 
cially in  the  border  regions  that  still  boast 
vast  areas  of  tropical  forest,  with  lazy 
brown  rivers  and  a  way  of  life  that  has 
remained  essentially  undisturbed  for  gen- 
erations. Those  taking  one  of  the  tours 
through  these  regions  can  stay  overnight 
in  small  villages  where  they  experience 
close-up  the  lifestyles  of  Thailand's  hill 
tribes  and  nomadic  people. 


Also  popular  are  the  mountain  bike 
tours,  a  very  intimate  way  of  seeing  the 
countryside.  The  North  is  particularly 
suitable  for  this  type  of  activity  because 
of  its  cooler  temperatures.  Visitors  have 
a  choice  of  itineraries  including  a  three- 
night  trip  that  takes  in  hill  tribe  villages, 
ancient  caves,  tea  plantations,  hot  springs 
and  cruises  by  bamboo  raft  through 
some  of  the  most  remote  territory. 


Accommodation  is  in  simple  villagj 
lodges,  with  some  trips  including  a  vehi 
cle  backup  with  food  and  supplies.  Fc 
those  heading  south,  the  trips  mcludl 
elephant  rides,  boat  trips  and  visits  tj 
rubber  plantations,  waterfalls,  local  vii 
lages  and  empty  beaches. 

Another  memorable  way  of  enjoy 
ing  the  huge  expanse  of  unspoiled  cour 
tryside  is  to  cruise  on  a  bamboo 
raft  along  one  of  the  several 
rivers  that  wind  through  the 
far  North.  The  Pai  River  the 
Mae  Kok  and  the  Mae 
Klong  all  flow  through 
splendid  jungle  scenery 
with  towering  mountains, 
waterfalls  and  hospitable 
people. 

One  of  Thailand's 
greatest  treasures  is  its 


national  parkland,  with  vast  stretches  of 
both  forest  and  ocean  set  aside  as  areas 
of  totally  unspoiled  natural  beauty. 

Bird  watching,  trekking,  nature  trails, 
four-wheel  drives  and  safaris  (the  cam- 
era-toting kind)  are  all  organized  at  the 
various  parks  and  escorted  by  experi- 
enced rangers. 

If  time  is  limited,  Khao  Yai  National 
Park,  recently  selected  as  an  ASEAN 
National  Heritage  Site,  is  less  than  two 
hours  by  road  from  Bangkok  Kaeng 
Krachan  in  Petchburi,  to  the  south  of 
Bangkok  and  Doi  Inthanon  in  Chiang  Mai 
are  two  other  parks  particularly  well- 
equipped  to  handle  a  variety  of  activities. 
Phru  To  Daeng,  at  Narathiwat,  is  consid- 
ered to  be  the  largest  peat  swamp  forest 
in  Thailand  and  is  abundant  with  wildlife. 

The  Thai  government  has  called  a 
halt  to  the  once  extensive  logging,  but 
elephants  trained  to  work  in  the  indus- 
try are  still  very  much  a  part  of  the 
scenery,  especially  in  Chiang  Mai  and 
Chiang  Rai.  Exciting  elephant  rides 
through  the  jungle,  supervised  by  skilled 
lattendants,  are  available  in  such  places 
for  varying  lengths  of  time  from  a  few 
Ihours  to  a  full  day. 

In  recent  years,  the  range  of  health 
jresorts  and  spa  facilities  available  in 
Thailand  has  expanded  enormously, 
adding  a  new  dimension  for  visitors  to 
the  kingdom.  These  have  both  tradi- 
tional healing  and  Western-style  spa 
i  treatments.  Traditional  healing  includes 
iherbal  steam  baths  and  remedies,  hot 
springs,  massages  and  healthy  eating. 
You  can  even  take  a  course  in  medita- 
ion  at  one  of  several  temples  and  med- 
tation  centers,  a  way  of  refreshing  both 
nind  and  body  that  many  find  a  very 
ittractive  option. 

For  those  intent  on  complete  self- 
ndulgence  at  a  luxury  resort,  the  choices 
ire  diverse  and  the  hotels  offer  every- 
hing  that  could  be  desired. 


kept  pace  with  demand. 

Whatever  you  are  looking  for, 
Thailand  certainly  has  it.  Everything 
from  abseiling  to  zoology.  Year-round 
festivals  that  reveal  the  uniqueness  of 
Thai  culture.  Sports  for  everyone, 
including  the  best  choice  of  golf  courses 
in  Southeast  Asia.  Above  all,  the  Thai 
philosophy  of  "sanuk"  —  the  Thai  word 
for  fun  —  will  become  your  own  per- 
sonal philosophy  throughout  your  visit 
to  Thailand.  Go  for  it! 


Pattaya  is  only  two  hours  by  car  out 
of  Bangkok  and  is  a  resort  that  has  it  all. 
Two  hours  in  another  direction  will  take 
you  to  the  royal  resort  of  Hua  Hm, 
famous  for  many  decades  as  a  weekend 
retreat  for  the  Thai  aristocracy,  with  a 
traditional,  gentle  air  about  it  that  is  very 
Thai.  Phuket,  of  course,  is  a  renowned 
international  playground  that  is  con- 
stantly adding  to  its  range  of  attractions. 
The  island  of  Ko  Samui  is  an  emerging 
destination  and  still  largely  undiscovered 
-  the  gorgeous  new  hotels  that  have 
opened  there  in  the  past  two  or  three 
years  will  offer  some  very  attractive 
rates. 

Visitors  in  search  of  mountain 
scenery,  temples,  archaeological  sites 
and  all  the  fascination  of  Old  Siam  tend 
to  head  to  the  North,  especially  to 
Chiang  Mai  and  Chiang  Rai.  Here  the 
hotel  accommodations  have  more  than 
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ewcomers  and  old-timers  alike  look  out 
for  one  landmark  more  than  any  other 
when  navigating  their  way  around 
Bangkok.  It  is  a  certain  building  that  rises 
like  a  latter-day  stupa  above  the  green 
trees  of  Lumpini  Park.  The  Dusit  Thani 
Hotel,  standing  at  the  very  crossroads  of 
the  business,  shopping  and  nightlife  areas, 
is  unmistakable. 

The  hotel  building  only  dates  from 
1 970,  but  in  Bangkok  terms  this  is  a  ven- 
erable age.  This  fast-moving  city  has 
undergone  immense  changes  since  then, 
springing  up  from  an  exotic  but  some- 
what sleepy  backwater  into  one  of  Asia's 


Dusit  Thani,  Bangkok 


A  Little  Piece  of  Paradise 
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Like  all  good  hotels,  the  Dusit  Than 
reflects  the  city  that  is  its  home:  It  has  ar 
air  of  graciousness  and  tradition,  but 
every  modern  amenity  is  there  for  the 
asking.  And,  like  all  long-established 
hotels,  the  Dusit  Thani  has  grown  organ- 
ically, with  some  of  Bangkok's  best  restau- 
rants tucked  into  almost  invisible  corners, 
a  fitness  center  beauty  salons,  excel  lent 
shops,  conference  rooms  and  what  is1 
probably  the  most  well-used  ballroom  irjl 
town.  There  is  a  dining-in-the-sky  restau-| 
rant  and  —  the  latest  addition  —  a  furl 
pub  where  you  can  surf  the  Internei 
while  you  sip  a  beer 


The  Dusit  Thani  is 
the  flagship  of  an 
international  chain  of 
55  properties,  and 
the  company's 
remarkable  chairperson 
sees  much  potential 
yet  to  come. 


Dusit  Rayavadee  Resort,  Krabi 


great  tourism  centers  and  business  pow- 
erhouses. The  Dusit  Thani  was  the  first  of 
Bangkok's  new  generation  of  luxury 
hotels,  and  at  the  time  of  its  completion 
it  was  the  tallest  building  in  the  city.  Today 
many,  many  more  hotels  and  a  forest  of 
higher  buildings  stand  in  the  city,  but  the 
Dusit  Thani  remains  the  Dusit  Thani: 
1 00%  Thai  and  proud  of  it. 

Chairperson  and  Managing  Director 
Khunying  Chanut  Piyaoui  is  a  legend  in 
Thailand's  hospitality  industry.  Having 
studied  in  the  U.S.  in  the  1940s,  she 
returned  to  Thailand  fired  with  the  ambi- 
tion to  open  the  kind  of 
grand  hotel  she  had 
seen  in  her  travels.  Her 
first  hotel,  the  "Princess," 
was  opened  in  what 
was  then  the  heart  of 
Bangkok's  business  dis- 
trict, New  Road,  in 
1 949.  Twenty  years 
later,  work  began  on 
the  Dusit  Thani,  located 
in  what  was  then  a 
quiet  corner  of  the  city. 
Times  have  certainly 
changed. 


Hi 


Santiburi  Dusit  Resort,  Samui 


In  other  words,  Khunying  Chanut 
"Khunying"  is  a  title  equivalent  to  "Lady 
in  other  monarchical  systems  —  got 
right  when  she  first  began  planning  th 
hotel.  So  right,  in  fact,  that  the  Dusi 
Thani  is  the  flagship  of  an  internation; 
chain  of  55  properties  with  four  bran 
names.  And  the  company's  remarkabl 
chairperson  sees  much  potential  yet  t< 
come. 

In  Thailand  itself  there  are  eigh 
hotels  bearing  the  Dusit  brand  name 
The  word  "dusit"  is  Thai  for  "heaven"  c 
"paradise,"  and  "thani"  means  "town,"  anl 
Khunying  Chanut  has  always  been  deter 
mined  that  her  hotels  live  up  to  th 
promise  of  their  name. 


Dusit  Rayavadee  Resort,  Krabi 


ead  east  out  of  Bangkok  to  the  city's 
favorite  oceanside  playground  of 
Pattaya,  for  example,  and  you  will  find 
the  Dusit  Resort  right  on  the  beach  — 
|  the  quiet  end  of  the  beach,  that  is.  This 
location  offers  the  best  of  both  worlds 
and  the  ability  to  switch  the  pace  on 
and  off,  as  needed.  Apart  from  those 
intent  on  some  hard-earned  leisure,  the 
Dusit  Resort  is  a  favorite  among  meet- 
ing and  conference  organizers,  and  it  has 
.  all  the  facilities  needed  for  medium  to 
large  events. 

If  you  were  to  head  south  out  of 
i  Bangkok  and  follow  the  Gulf  ofThailand 
Lin  the  other  direction,  you  would  come 
Ito  the  twin  resorts  of  Cha'Am  and  Hua 
iHm.   Whereas  Pattaya  is  a  rip-roaring 
international  destination,  these  two  desti- 
nations offer  all  the  sea,  sand  and  sun  but 
with  a  distinctly  Thai  approach:  quiet,  gen- 
tle  and  discreet. 

The  Dusit  Resort  and  Polo  Club 
maintains  all  the  grace  of  the  area's  royal 
associations  —  the  Thai  aristocracy 
began  building  seaside  villas  here  in  the 
early  part  of  this  century,  when  the  rail- 
road was  first  opened.  The  first  sight  of 
the  low-rise  building  set  in  the  lushest  of 
green  tropical  gardens  and  the  long, 
empty  beach  will  be  enough  to  convince 
you  that  you  will  indeed  be  treated  as 
"oyalty  here.  Apart  from  all  the  other 
eisure  activities,  you  can  even  canter  in 
:he  surf  on  horseback  —  the  hotel  has 
ts  own  stables. 

The  island  of  Koh  Samui 
is  every  bit  as  lovely  as 
Phuket  but  far  quieter 
and  more  secluded. 

feading  even  farther  south,  there  is  a 
Jihoice  of  three  more  Dusit  hotels,  each 
offering  that  something  a  little  extra-spe- 
||ial  to  make  your  stay  an  outstandingly 
rinemorable  one. 

Phuket  is  one  of  the  world's  favorite 

resort  playgrounds  and  here  can  be 
I  bund  the  idyllic  Dusit  Laguna.  Situated 
>n  beautiful  BangThao  Bay,  the  hotel  is 
jjln  the  sunset  side  of  the  island,  making 

f  a  perfect  venue  for  your  happy  hour. 


As  its  name  indicates,  the  hotel  is 
flanked  by  lagoons  and  tranquil  tropical 
gardens.  The  choice  of  food  is  out- 
standing, too. 

The  island  of  Koh  Samui  is  every  bit 
as  lovely  as  Phuket  but  far  quieter  and 
more  secluded.  Most  of  the  island  is  cov- 
ered by  jungle  and  there  are  few  roads, 
but  the  beaches  are  out  of  this  world,  the 
seafood  is  straight  from  the  ocean  and 
Santiburi  Dusit  Resort  will  pamper  you 
to  such  an  extent  that  you  won't  want  to 
go  home.  Situated  on  the  northern  tip 
of  the  island  on  Mae  Nam  Beach,  the 
hotel  accommodation  consists  mainly  of 
villas  decorated  in  traditional  Thai  style. 
Did  we  say  paradise?  We  did! 

Over  on  the  mainland,  Krabi  is  also 
a  secluded  part  ofThailand.  It  is  becom- 
ing a  tourist  destination,  but  is  still  very 
low-key.  The  Dusit  Rayavadee  Resort 
possibly  offers  more  peace  and  quiet 
than  anywhere  else  here,  for  it  is  situated 


on  Phra  Nang  headland  in  the  midst  of 
national  parkland  and  accessible  only  by 
boat:  You  can  travel  there  from  Krabi 
town,  which  takes  just  1 5  minutes,  or 
take  a  leisurely  two-hour  sea  trip  from 
Phuket.  Those  in  a  hurry  can  do  the  trip 
by  speedboat,  but  who's  in  a  hurry? 


DUsit 

HOTELS  &  RESORTS 

Rama  IV  Road,  Bangkok  10500,  Thailand 

Reservation  Center 

Tel:  (662)  238-4790-4 

Fax:  (662)  238-4797 

Corporate  Marketing  Office 

Tel:  (662)  236-0450-9 

Fax:  (662)  236-6400,  236-7238 

Toll-Free  Reservations  North  America 

USA/Canada  (800)  426-3 1 35 
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(the  golf  bag] 


Madman  With 
A  Pencil 


By  James  Y.  Bartlett 


The  originality — even  the 
eccentricity — of Muir- 
head  s  course  design  is  cap- 
tured by  this  swirling 
hunker  on  #7  at  Imperial 
in  Jakarta. 


Golf  course  architects  are  not  un- 
like  automobiles.  They  come  in  all  shapes 
and  sizes,  there  are  usually  one  or  two  hot 
models  each  year  and  you  can  sit  around  in 
the  19th  hole  and  discuss  their  various  at- 
tributes and  failings. 

While  he  would  have  you  believe  it  to  be 
a  growling  Maserati,  Jack  Nicklaus'  work  is 
probably  more  an  Infiniti:  nice  leather  inte- 
riors, but  still  loses  value  over  the  years. 
Tom  Fazio  is  like  GM:  sometimes  you  get 
a  Corvette,  all  racy  and  exciting,  and  some- 
times a  dependable  Caprice  wagon.  Arthur 
Hills  is  definitely  a  Volvo:  boxy  but  safe. 

But  one  wonders  where  in  the  garage 
to  place  Desmond  Muirhead,  considered 


Desmond  Muirhead 
designs  golf  courses  that 
make  you  wish  you 
could  call  Carl  Jung  for  help 

either  a  visionary  or  a  madman  with  a 
pencil.  Or  both. 

It  is  curious  that  so  much  importance,, 
and  even  glamour,  attaches  to  those  who 
scribble  hole  routings  on  the  backs  of  nap- 
kins, decide  how  many  cubic  tons  of  earth 
are  to  be  trucked  in  or  out,  choose  which 
trees  live  or  die  and,  in  the  end,  rely  on  the 
talents  of  a  bulldozer  operator  who  can|i 
carve  a  slope  within  an  eighth  of  an  inch. 
After  all,  did  golf  not  arise  from  rather 
bleak,  windswept,  seaside  vistas,  carved  en- 
tirely by  nature? 

Well,  yes  and  no.  Certainly  the  game 
was  born  on  the  links  of  Scotland,  but  when 
golf  became  formalized,  so  did  its  sur- 
roundings. The  Old  Course  of  St.  An- 
drews, which  Muirhead  calls  "the  Mother 
and  Father  of  all  golf  courses,"  was  created 
by  the  hand  of  man,  not  God,  in  an  ongo- 
ing process  that  began  hundreds  of  years 
ago  and  continues  today.  While  the  basic 
terrain  remains  much  as  it  has  been  over  the 
eons,  somebody  set  the  routing,  installed 
tees  and  greens,  and  dug  and  sodded  the 
dozens  of  bunkers. 

Like  many  other  golf  course  architects 
Muirhead  has  drawn  inspiration  from  the 
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Introducing  the  game's  only  Offset  Ti  driver 
designed  to  stop  your  slice. 

Ever  wonder  why  you  slice  with  your  woods  and  not  your  irons?  Chances  are,  the  irons  you  are  now 
playing  with  were  designed  with  an  offset  club  face.  Offset  is  a  proven  technology  that  allows  the  club  face 
more  time  to  square  up  at  impact,  virtually  eliminating  the  possibility  of  a  slice. 

Now,  Cobra  has  applied  offset  technology  for  the  first  time  ever,  to  a  line  of  titanium  woods.  Independent 
tests  confirm  that  an  offset  design  does  in  fact  help  correct  a 
slice-producing  club  face  at  impact.  That's  why  Cobra  engineers 
combined  titanium,  the  game's  most  powerful  element,  with  an  offset 
design  in  woods.  Prove  it  to  yourself.  Test  drive  a  Ti  offset  wood  today. 

www.cobragolf.com 


Taylor-Made  Metalwood,  ca.  1979  Callaway  Big  Bertha,  ca.  1991  Titanium  Burner  Bubble,  ca,  199b 


Similar  advances  in  portfolio  management 
help  avoid  the  hooks  and  slices  of  market  volatility. 


In  the  eternal  search  for  better  scores,  evolutions  in  golf  club  design 
have  given  players  better  control  of  their  shots.  The 
same  applies  in  portfolio  management.  Which  is 
why  significant  investors  rely  on  the  expertise  of 


The  Private  Bank 


supported  by  innovative  information  technology  and  communic 
tions  systems,  and  in-depth  knowledge  of  glob 
financial.markets.  If  you  have  substantial  asse 
to  invest,  call  Peter  E.  Guernsey,  Jr.  at  (212)  649-10' 


Union  Bank  of  Switzerland.  UBS'  portfolio  management  team 
provides  clients  with  the  most  up-to-date  asset  allocation  techniques, 


or  Roger  Wacker  at  (213)  489-0600.  Find  out  why  core  portfoli 
managed  by  UBS  have  meant  financial  security  for  generatior 


_SN  Union  Bank 
"  of  Switzerland 


Union  Bank  of  Switzerland,  1345  Avenue  of  the  Americas,  New  York,  NY  10105.  Telephone:  (212)  649-7300. 
Union  B.mk  or  Switzerland,  444  South  Flower  Street,  Los  Angeles,  CA  90071  Telephone:  (213)489-0600. 

Other  offices  of  Union  Bank  of  Switzerland  and  its  affiliates  in  North  America:  Chicago,  Houston,  San  Francisco,  Toronto,  Montreal. 


Below:  Desmond  Muirhead — 
portrait  of a  man  following  his 
bliss.  Right:  the famous  Mer- 
maid design  at  Boynton  Beach, 
Florida.  Bottom:  the fish  trap 
on  the  same  hole. 


Old  Course.  But  instead  of  les- 
isons  in  strategy,  course  man- 
agement, risk  and  reward, 
Muirhead  has  been  inspired  by 
the  Old  Course's  symbolism 
land  mythology. 

"The  symbols  of  golf  origi- 
nated in  St.  Andrews,"  Muir- 
head asserts,  pointing  out  that 
pot  only  does  every  hole  carry  a 
name,  but  most  of  the  bunkers 
and  some  of  the  other  features 
ifound  on  the  Old  Course  are 
named.  The  names,  he  says,  are 
the  keys  to  golf  s  hidden  psy- 
chic symbolism. 

"Many  of  the  symbols  are 
"eferences  to  the  Calvinist  tra- 
liition,"  Muirhead  says,  not  to 
mention  the  Knoxian  Reform- 
ation that  convulsed  Scotland 
In  the  16th  century,  when  the  Old 
Course,  as  we  know  it  today,  took 
i  hape.  There  is  the  "Hole  o'Cross," 
!he  double  green  connecting  the  5th 
;ind  13th  holes.  There  is  the  infamous 
\  Hell  Bunker"  on  the  14th.  And  there 
s  the  treacherous  "Valley  of  Sin"  on 
he  Home  hole,  that  deep  and  close- 
iropped  depression  in  front  of  the 
ifreen  where  any  approach  not  struck 
with  certainty  is  sure  to  collect.  It  is 


purity  or  perdition. 

But  there  are  folklorish  symbols  on 
the  course  as  well.  The  4th  hole, 
known  as  "Ginger  Beer,"  honors  "Old 
Da,"  a  caddie  who  used  to  sell  the 
drink  from  a  wooden  hut.  There  are 
historical  references  as  well.  The  two 
bunkers  known  as  "Mr.  and  Mrs. 
Kreuger"  appear  to  most  players  as 
superfluous:  they  are  located  just  100 
yards  off  the  tee  and  seemingly  out  of 


the  line  of  play  on  the  short 
par-four  9th.  They  are  also 
named  after  a  particularly  nasty 
pair  of  figures  from  the  bloody 
Boer  War.  And  it  is  only  when 
a  fierce  southeast  wind  is  howl- 
ing, and  one  hits  a  poor  tee 
shot,  that  one  can  find  the 
nasty  environs  of  the  Kreugers. 

Indeed,  St.  Andrews'  sym- 
bols are  found  both  coming  and 
going.  In  the  old  days,  golfers 
used  to  play  the  course  back- 
wards in  alternating  weeks. 
With  the  huge  double  greens 
and  wide-joint  fairways,  one 
could  play  the  course  in  reverse, 
playing  from  the  second  tee  to 
the  16th  green,  from  the  third 
tee  to  the  15th  green  and  so  on. 

When  played  this  way, 
many  of  the  bunkers  and  fea- 
tures take  on  different  looks. 
The  nest  of  bunkers  on  the  12th 
hole,  which  are  completely  in- 
visible from  the  tee  when  play- 
ing the  course  normally,  are 
in  sight  when  the  course  is 
played  backwards. 

And  countless  golfers  have 
wondered  why  the  huge  bunker 
on  the  16th,  called  "Principal's 
Nose,"  is  so  named.  Look  back 
at  it  from  the  17th  tee,  and  the 
nose  shape  is  striking. 

It  is  symbols  like  these, 
Muirhead  believes,  that  give  a 
golf  hole  an  emotional  power 
over  the  players.  And  in  seek- 
ing to  tap  into  that  emotional 
source,  Muirhead  has  flamboy- 
antly embraced  the  use  of  dra- 
matic symbolism  in  creating 
golf  courses  that  purists  decry 
but  that  golfers  cannot  ignore. 

It  wasn't  always  thus  for  the  70- 
something  designer.  Born  in  England 
and  educated  at  Cambridge  in  engi- 
neering and  architecture,  he  studied 
forestry  at  the  University  of  British 
Columbia  and  landscape  architecture 
at  Oregon.  He  worked  as  an  urban 
planner,  helping  create  "new  towns" 
such  as  Kitimat  in  British  Columbia; 
Del  Webb's  Sun  City  in  Phoenix  and 
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ALL  THINGS  BEING  EQUAL, 

YOU  COULD  PLAN  YOUR  RETIREMENT 


WITHOUT  HELP. 


OF  COURSE, 

ALL  THINGS  AREN'T  EQUAL. 


THE  LION  ACCOUNT^ 

— -from  Dreyfus  " 


Start  to  plan  your  future.  Take  advantage  of  Dreyfus  Advice 
and  Guidance,'  a  personal  financial  planning  service  available 
through  the  new  Lion  Account'.'™  With  one  call  you  can  get 
ongoing  access  to  advice  as  well  as  educational  materials. 
Just  one  way  the  Lion  Account  offers  you  the  tools  to  reach 
your  goals  and  the  power  to  control  all  your  finances. 
Call  I-800-THE  LION  ext.  4275.  stop  by  a  Dreyfus 
Financial  Center  or  visit  our  website  at  www.dreyfus.com. 


RULE 

YOUR 

KINGDOM 


This  well-guarded  green  on  a  short 
par  three  is  linked  with  Jason  and 
the  Argonauts.  You'll  need  a  copy 
©/"Bullfinch's  Mythology  to  play  it. 


Florida,  and  Mission  Hills  and  Desert 
Island  in  Palm  Springs. 

In  1973,  at  the  peak  of  his  career,  he 
partnered  with  Jack  Nicklaus  to  design 


Hawaii  Kai  near  Honolulu.  He  un- 
derstood the  need  to  cluster  groups  of 
homes  to  create  an  urban  atmosphere 
of  connectedness,  yet  provide  the  sub- 
urban flavor  of  country  club  recre- 
ation, including  golf  courses.  Even- 
tually, he  gravitated  into  designing 
golf  courses  full  time. 

This  was  in  the  1950s  and  early  '60s, 
when  Robert  Trent  Jones  Sr.  was  the 
architect  du  jour,  building  dozens  of 
courses  all  over  the  world.  Jones  em- 
braced the  heroic  philosophy  of  golf 
course  design:  his  courses  were  long 
and  tough,  with  frequent  doglegs, 
cross-hazards  and  elevated,  bunker- 
wrapped  greens. 

Muirhead  took  a  very  different  tack. 
He  sculpted,  rather  than  bulldozed, 
courses.  His  tee  boxes  were  free-flow- 
ing areas,  as  opposed  to  Jones'  runway- 
likc  rectangles.  Muirhead  carved  his 
fairways  and  bunkers  with  flowing  lines. 

His  first  golf  course,  Soboda  Springs 
in  California,  was  featured  in  three  dif- 
ferent magazines.  He  was  called  the 
Buckminster  Fuller  of  golf,  hailed  as  a 
Salvador  Dali  of  the  fairways.  And  he 
was  sought  after:  he  designed  and  built 
what  he  termed  "golf  course  com- 
munities" at  Boca  West  in  Boca  Raton, 


and  build  Jack's  home  course  at  Muir- 
field  Village  in  Dublin,  Ohio.  Nick- 
laus was  just  beginning  his  move  from 
player  to  architect,  and  Muirhead  was 
considered  one  of  the  best  architects 
of  the  day.  Together,  they  created  the 
course  (and  the  surrounding  residen- 
tial community)  at  Muirfield  Village, 
home  of  Jack's  annual  Memorial  Tour- 
nament. It  is  regarded  as  one  of  the 
finest  courses  in  the  country. 

But  few  today  know  that  Desmond 
Muirhead  had  anything  to  do  with 
what  everyone  considers  Jack's  course. 
Nobody  knows  what  kind  of  rift  or 
rupture  developed  between  the  two, 
but  something  happened.  Although 
he  denies  the  cause-and-effect,  it  was 
in  1974,  shortly  after  completing 
Muirfield  Village,  that  Muirhead  left 
the  architecture  business  behind  and 
moved  to  Australia.  And  it  is  only  re- 
cently that  the  two  men  have  met, 
talked  and  agreed  to  bury  the  hatchet. 

In  his  ten  or  so  years  in  the  wilder- 
ness, Muirhead  worked  some  on  ur- 
ban planning  in  Australia,  and  then 
owned  and  operated  a  fine  art  gallery 
in  southern  California,  buying  and 
selling  Miros  and  Picassos. 

Then,  in  1984,  a  developer  in  Boyn- 


ton  Beach,  Florida,  convinced  Muir 
head  to  see  a  piece  of  property  on  whicl 
he  wanted  a  golf  course.  Walking  01 
the  swampy  ground,  Muirhead  fel) 
his  long-held  ideas  begin  to  take  hold 

'When  I  returned,  I  wanted  to  di 
something  new,"  he  says.  "I  starteo 
to  think  about  the  Old  Course  an« 
its  somewhat  hidden  symbols  an« 
thought,  'Why  can't  I  use  more  over 
symbols  as  design  features,  image 
drawn  from  literature  or  fable?'" 

He  set  to  work  at  the  Aberdeei 
course  in  Boynton  Beach.  Workin: 
on  the  nth  hole,  a  long  par-four  sa 
between  two  lakes,  he  suddenly  savl 
the  form  of  a  mermaid  in  the  groum 
between  the  lakes.  "I  just  added  th 
hair,  the  scales,  the  tail  and  the  breasts 
all  done  with  land  forms,  white  sam 
and  long  grass,"  he  says. 

From  the  air,  the  mermaid  is  per 
fectly  obvious,  but  to  a  golfer  playin; 
the  hole,  the  land  forms  are  unrecog 
nizable.  "Still,"  Muirhead  says,  "ther 
is  the  sense  of  something  differen 
and  exciting." 

Aberdeen  has  other  holes  witl 
more  obvious  usage  of  symbolism 
bunkers  that  resemble  cave-dwelle 
paintings,  and  greens  that  are  free 
flowing  in  design. 

Muirhead  was  next  commissionei 
to  design  Stone  Harbor  in  Cape  Ma\ 
New  Jersey,  and  there  he  let  his  sub 
conscious  flow. 

"I  was  looking  for  archetypica 
cores,"  Muirhead  says.  "Symbols  wit 
elemental  power." 

It  was  at  Stone  Harbor  that  Muir 
head  created  the  hole  that  has  type 
cast  him  since  as  either  an  iconoclastii 
genius  at  golf  course  design  or  th 
madman  many  hold  him  to  be.  It  i 
the  7th  hole,  a  par  three  of  modee 
length,  160  yards  or  so. 

From  an  elevated  tee  extending  ot 
into  a  lake,  one  sees  a  boat-shaped  gree 
floating  in  the  water  flanked,  but  nc 
touched  by,  two  bizarrely  shaped  bunk 
ers  with  ferocious,  dragon-like  teeth 

Muirhead  called  the  hole  "Clash 
ing  Rocks,"  and  said  it  was  based  0 
the  Greek  myth  of  Jason  and  th 
Argonauts.  "I  spent  days  in  the  fiel 
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PUTTING  A  LONG,  NARROW  FAIRWAY. 
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14  more  yards  per  drive.  3  more  fairways  per  round.* 

Sound  like  something  that  might  come  in  handy?  Well  that's  what  players  who've 
switched  to  the  easy-swinging  power  of  our  Titanium  Bubble'"'  Drivers  are  telling  us.  The 
patented  Bubble  shaft  transfers  10%  more  weight  down  the  shaft  to  deliver  more  clubhead 
speed  without  more  effort.  The  Titanium  head,  with  its  larger  sweetspot,  helps  keep  you  on  the 
fairway.  So  you  don't  need  to  swap  distance  for  accuracy  anymore.  You  just  need  to  try  our 
Titanium  Bubble  Metal  woods®  T3ylOT  Mcldc 

1-800-TITANIUM,  EXT.  365  •  www.taylormadegolf.com  Find  Your  Came:" 


7  Taylor  Made  Coif  Company  Find  Your  Game  is  a  trademark;  Bubble,  Metatwood,  am 
any  The  appearance  ot  the  Bubble  shaft  is  a  trade-marked  design  of  the  Taylor  Made  Coif 


Taylor  Made  are 


yloi  Made  Coll 
r  survey. 


getting  it  right,"  he  says.  "It  was  sup- 
posed to  inspire  fear  and  promise 
glory.  I  knew  it  was  successful  when 
the  construction  crew  was  discovered 
playing  it  at  dusk,  aiming  at  the  dirt 
forms  with  range  balls,  drinking  beer 
and  betting.  They  were  still  there  after 


dark,  laughing  and  shouting." 

Looking  back  at  it  now,  Muirhead 
sees  symbolism  in  the  hole  he  didn't 
realize  at  the  time.  "The  hole  has  more 
energy  than  is  apparent  on  the  sur- 
face," he  says.  "There  is  a  mandala 
shape  to  it,  kind  of  a  cross  between  a 
circle  and  a  square  or  cross.  And  there 
is  the  clash  of  animus/anima.  The 
jagged  edges  of  the  bunker  are  the 
male  clement,  and  the  rounded  shape 


of  the  green  the  female. 

"People  wonder  why  these  things 
linger  in  their  minds.  It  is  the  ele- 
mental power.  It's  not  by  accident." 

•  Muirhead's  symbolic  course —  there 
are  other,  less  dramatic  references  to 
myth  and  archetypes  buried  through- 


out the  course — thrust  him  into  the 
limelight  once  again.  But  the  notices 
were  not  all  laudatory.  For  the  most 
part,  course  reviewers  and  other  archi- 
tects dismissed  Muirhead's  effort  as 
ridiculous,  outrageous  and  counter  to 
the  traditions  of  the  sport.  Despite  the 
fact  that  Clashing  Rocks  was  featured 
in  publications  around  the  world  as  an 
example  of  originality  and  landscape 
art,  the  owners  of  the  course  eventually 


knuckled  under  to  pressure,  and  they 
filled  in  the  gaps  between  the  teethlike 
bunkers  and  Jason's  green  ship. 

Undeterred,  Muirhead,  now  into  hisi 
eighth  decade,  flits  joyously  aroundl 
the  world,  building  golf  courses  andl 
seeking  to  tap  into  the  game's  elemen- 
tal powers.  He  must  have  tapped  into 
something  significant,  because  his  "to- 
do"  list  is  extensive.  He  has  been  work- 
ing on  new  projects  in  The  Philippines, 
Bali,  Japan,  Thailand  and  Lebanon,  asj 
well  as  Atlanta  and  California. 

In  all,  he  continues  his  search  foil 
meaning,  the  understructure  that  goes 
beyond  whether  a  hole  bends  left  on 
bends  right.  "If  a  hole  has  no  mean- 
ing, it  is  of  no  consequence,"  says  golf 'e 
most  unusual  architect.  He  also  likes 
to  paraphrase  Sir  Winston  Churchill, 
another  lonely  voice:  "An  art  withoul 
tradition  is  like  a  flock  of  sheep  with- 
out a  shepherd,  but  an  art  without  in- 
novation is  a  corpse."  • 

James  Y.  Bartlett  isFYl's  reg- 
ular golf  columnist. 


It  was  at  Stone  Harbor  in  Cape  May,  New  Jersey,  that 

Muirhead  created  the  hole  that  has  typecast  him 
as  either  an  iconoclastic  genius  at  golf  course  design  or  the 
madman  many  hold  him  to  be. 


And  The  Hotel  Is  Equally  Stunning. 


Imagine  the  hotel  that  echoes  its  golfing  environment. 
Elegant  accommodations.  Sumptuous  cuisine.  Gracious 
Hawaiian  attitudes.  Two  white  sand  beaches.  Tennis 
Garden.  Fitness  Center.  Both  North  and  South  Courses 
are  renowned  for  providing  continuous  challenge  while 


blending  harmonious!}'  with  nature.  And  we're  the  home 
of  the  Senior  Skins  Game.  It's  all  here  at  Mauna  Lani 
on  the  Big  Island's  sunny  Kohala  Coast.  Call  your  travei 
agent  or  1-800-327-8585  or  1-800-367-2323  for  hotel 
information.  Golf  packages  available. 


THE  MAUNA  LANI  BAY 

Hotel  and  Bungalows 


68-1400  Mauna  Lani  Drive,  Kohala  Coast,  Island  of  Hawaii  96743-9796 


PAN  PACIFIC  Hotels  <»«</  Resorts         AAA  Five  Diamond  Award  ww'vfrw'w 
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Big 

Surprise 

WASHINGTON,  D.C.— 
According  to  a  re- 
cent poll,  men 
are  more  worried 
than  women  about 
losing;  their  looks 
and  sex  drive. 

Biotechnology 
Industry  Organiz- 
ation, a  biotech 
consortium,  uncov- 
ered this  shocking* 
tidbit  by  survey- 
ing 800  Americans 
on  their  attitudes 
about  aging.  Over- 
all, more  than  a 


Introducing  "Cardiac  Class 


SEATTLE — In  April,  American  Airlines  will  become  the  first  U.S.  airline  to 
carry  heart  defibrillators  on  some  flights.  A  defibrillator  is  a  device  that  shocks 
the  heart  into  beating  normally  following  a  sudden  cardiac  arrest. 

Usually  these  gizmos  are  big,  bulky  things  that  require 
g         a  fair  bit  of  medical  know-how  to  operate.  Now,  a  com- 
pany  named  Heartstream  has  developed  the  simplified, 
four-pound,  book-sized  version  that  will  be  used  by 
American's  flight  attendants  on  international  flights 
and  some  longer  domestic  routes. 

Until  now,  when  an  airline  passenger's  heart 
stopped,  the  plane  headed  for  the  nearest  airport 
where  there  was  emergency  help.  But  a  cardiac 
arrest  victim's  chances  of  survival  drop  10% 
with  each  passing  minute. 

And  as  long  as  you're  flying,  head  to 
Paris:  there,  the  fire  brigade  will  soon  be 
equipped  with  these  handy  devices,  this 
time  made  by  Physio-Control  Interna- 
tional Corp.  Bon  voyage,  mon  coeur. 


third  (36%)  of  re- 
spondents said 
that  their  biggest 
fear  about  get- 
ting older  is  losing 
their  mental  ab- 
ilities. But  34% 
of  the  men — as  op- 
posed to  only  23% 
of  the  women — put 
appearance  and 
libido  first. 

"This  just  shows 
that  many  men 
are  vain,"  says 
BIO  president  Carl 
Feldbaum.  "No- 
body's known  about 
it  because  we  men 
all  sign  an  oath 
when  we're  young 
to  keep  it  a  secret." 
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Elevator 
Shoes  Won't 
£  Help 


TROMS0,  NORWAY— Tall  people  have  all  the  advantages,  don't  they? 
Now  they  have  one  more:  they  may  be  less  likely  to  have  strokes.  For  14 
years,  Inger  Njolstad  and  colleagues  from  the  University  of  Tromso  checked 
the  vital  signs  of  more  than  13,000  men.and  women  from  Finnmark,  Nor- 
way's northern-most  county.  During  that  time,  241  of  the  people  had  a 
stroke — a  sudden  interruption  of  blood  flow  to  the  brain.  Most  of  them,  the 
researchers  discovered,  were  on  the  short  side.  In  fact,  the  chance  of  having 

a  stroke  was  55%  lower 
for  the  tallest  men  and 
66%  less  for  the  tallest 
women.  Every  two- 
inch  gain  over  5*7" 
'  dropped  the  risk  for 
r/  men  by  18%  .  For 
W  women,  the  risk  fell  25% 
for  every  two  inches  over 
53".  Njolstad  explains  the  phe- 
nomenon two  ways:  taller  people  may 
have  slower  heart  rates  and  larger  ar- 
teries, both  of  which  reduce  the 
chance  of  blowing  a  gasket.  Or,  some 
people  may  be  short  because  of  poor 
nutrition  or  illness  during  childhood, 
which  in  turn  may  pave  the  way  for 
later  strokes.  Njolstad  says  this  is 
probably  what  happened  in  Finnmark, 
a  particularly  harsh  and  poor  region. 
The  implication  is,  don't  worry  if 
being  vertically  challenged  runs  in 
your  family,  as  long  as  it's  a  healthy, 
well-fed  family. 


You  Don't  Have  An  Ulcer,  But  You 
Need  Listerine 


NASHVILLE— You  can  now  take  a 
breath  test  to  see  if  you  have  an  ulcer. 
Almost  all  peptic  ulcers,  scientists 
have  recently  learned,  are  caused 
by  bacteria  called  Helicobacter 
pylori.  (The  rest — about  20%  — 
apparently  result  from  taking 
too  much  aspirin  and  ibupro- 
fen,  which  damage  the  stom- 
ach's lining  and  leave  it  prey 
to  digestive  acids  and  such.) 
But  until  now  the  only  sure 
way  to  know  if  a  person  was 
infected  was  to  stick  a  big 
tube  down  his  throat  and  into 
his  stomach  to  snip  a  sample 


( 
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of  the  stomach— not  a  lot  of  fun,  as 
you  might  imagine.  And  it  costs  a 
bundle — $800  to  $1,200. 

In  this  breath  test,  created  by  a 
company  called  Meretek,  a  person 
drinks  a  "tasteless"  drug  solution, 
waits  half  an  hour  to  let  the  drug 
interact  with  any  H.  pylori  in  the 
tummy,  and  then  exhales  into  a 
plastic  bag.  The  doctor  sends  a 
sample  of  the  breath  away  for 
analysis.  According  to  the  com- 
pany's research,  the  new  test  is 
as  good  as  the  biopsy  method, 
and  costs  60%  to  80%  less.  That 
should  ease  vour  ulcer. 


North  Dakota, 
Meanwhile, 
Remains 
The  Dullest 

MINNEAPOLIS— If 
you're  thinking  of  mov- 
ing, take  note.  The 
five  healthiest  states, 
starting  with  the  most 
robust,  are:  Minnesota, 
Utah,  Hawaii,  New 
Hampshire  and  Mas- 
sachusetts. The  six  un- 
healthiest,  from  bad 
to  worst:  South  Carol- 
ina and  New  Mexico 
(tied),  West  Virginia, 
Nevada  and  Missis- 
sippi (tied),  and  Louis- 
iana. These  rankings, 
by  ReliaStar,  a  finan- 
cial services  and  bene- 
fits company  that's 
done  this  for  seven 
years,  are  based  on  17 
measures,  including 
disease,  lifestyle, 
access  to  health  care, 
occupational  safety, 
disability  and  mor- 
tality. The  list  doesn't 
mention  anything 
about  weather  or  ac- 
cess to  casinos. 
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Want  SUCCeSS? 

Go  to  great  links, 
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NiCOle  Miller  Sterling  siver  'Bull  and  Bear'  cuff  links,  100.00. 


Colibri  Vermeil  cigar  cuff  links  with  red  accents,  95.00. 
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TateOSSiatl  Compass  cuff  links  that  show  direction,  100.00.         Links  Of  London  Sterling  silver  'Buy  and  Sell'  cuff  links,  130.00. 


In  The  Men's  Store  on  1 ,  59th  Street.  And  all  our  stores.  For  personal  shopping  assistance,  call  At  His  Service,  212-705-3030. 
To  order,  call  toll-free  1-800-555-SHOP,  ref,  #M420.  9.00  delivery  charge.  Allow  2-4  weeks. 


Sort  Of  Good  News 
For  Your  Prostate 


Le  Beaujolais 
Eternel  Est  Arrive 

DAVIS,  CA— Here's  health  to  the 
company:  red  wine  may  stave  off  can- 
err.  Oenologists  (fancy  word  for  "wine 
scientists")  at  the  University  of  Cali- 
fornia at  Davis  took  all  the  fun  out  of 
a  1990  Rabbit  Ridge  Zinfandel — they 
dehydrated  it  and  removed  the  alco- 
hol— and  fed  the  remaining  "red 
wine  solids"  to  mice  that  are  geneti- 
cally doomed  to  have  cancer.  Another 
pack  of  cancer-prone  mice  ate  the 
same  diet,  sans  vin.  A  couple  of 
months  went  by — et  voila — the  winos 
stayed  free  of  tumors  up  to  40%  long- 
er than  their  unfortunate  test  mates. 

Andrew  Clifford  and  his  colleagues 
say  the  protection  probably  comes  from 
chemicals  in  the  wine  called  poly- 
phenols, compounds  that  have  been 
shown  to  fight  cancer  as  well  as  heart 
disease.  All  wine,  but  red  especially,  is 
loaded  with  the  stuff.  The  hitch  is  that 
the  alcohol  in  wine  has  been  shown  to 
cause  cancer  and  heart  disease — at 
least  in  amounts  over  a  few  glasses 
per  day.  So,  go  easy  on  the  wine  and 
gather  your  polyphenols  elsewhere — 
they're  also  found  in  tea,  fruit  (wine  is 


dead  grapes,  after  all),  and  vegetables. 

And  in  chocolate,  according  to 
another  report.  Let's  see...  a  small 
glass  of  port  and  a  Belgian  chocolate 
each  day.  What  a  civilized  way  to 
dodge  the  bullet. 


Can  I  Get  That  With  The  Mayo 

On  The  Side?  ROSEMONT,  IL — The  Dow  soared  in 

1996,  and  so  did  our  what-the-hell  attitude  toward  fast  food.  The  NPD 
Group,  a  custom  research  firm  that  serves  up  a  report  on  Americans'  gusta- 
tory habits  each  year,  says  that  last  year  we  ordered  more  soft  drinks,  french 
fries,  hamburgers  and  chicken  nuggets  than  any  other  menu  items.  In  fact, 
in  a  two-week  period  that  the  researchers  tracked,  we  drank  15,000  more 
sodas  and  ate  8,000  more  orders  of  fries,  6,000  more  hamburgers  and  5,000 

more  chicken  bits  than  during  a  sim- 
ilar period  in  1995.  This,  despite  the 
fact  that  86%  of  us  ate  at  least  one 
low-  or  no-fat  food  during  that  fortnight. 


BETHESDA,  MD — Prost- 
ate cancer  in  the  U.S. 
may  be  on  the  wane.  After 
rising  for  three  years, 
the  overall  rate  of  prost- 
ate cancer  dropped  be- 
tween 1992  and  1993— 
the  most  recent  years 
with  available  data. 
According  to  a  study  by 
the  National  Cancer 
Institute,  between  1989 
and  1992  new  cases 
climbed  61%  among  white 
men  and  65%  among 
African-American  men. 

In  the  next  two  years, 
however,  the  rate  drop- 
ped 16%  for  white  men. 
For  African-American 
men,  the  rate  still  rose, 
but  only  2%,  the  smallest 
increase  since  1989. 
The  Seattle  area,  Utah 
and  the  Detroit  area  have 
the  highest  incidence; 
Connecticut  and  Iowa 
have  the  lowest. 

But  don't  relax  just 
yet.  The  sharp  rise  was 
likely  due  to  all  the  cases 
discovered  by  the  prost- 
ate-specific antigen  (PSA) 
test,  which  became 
widely  used  during  those 
years.  (The  PSA  test 
checks  for  a  protein  in 
the  blood  that  is  usually 
higher  in  men  with 
prostate  cancer.)  As  for 
the  cause  of  the  drop, 
lead  researcher  Ray 
M.  Merrill  isn't  sure.  The 
most  worrisome  theory 
he  has  is  that  docs  may 
have  cut  back  on  using  the 
PSA  test.  Stay  tuned.  • 
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An  hour 
of  Thalasso 
therapy  will 
convince  you 
that  life 
does  indeed 
spring  from 
the  sea. 


^^AXASSO,  fr 


rom  thalassa,  the 
Greek  word  for  sea.  Literally,  sea-therapy. 
At  Ihilani  Resort  &  Spa,  it  is  a  means  by 
which  nirvana  can  be  approached  through 
the  medium  of  warmed  Hawaiian  sea- 
water,  pulsing  against  one's  body. 

It  is  not,  however,  the  only  means.  We  also  offer  a  full  complement  of  spa  treatments.  Roman 
Pools.  Grand  Jets.  And  Shiatsu,  among  others.  What  makes  these  unique  is  our  use  of  the  purest  local 
ingredients.  Like  Hawaiian  salt  in  our  Loofah  Scrubs  and  various  seaweeds  in  our  herbal  wraps. 
Hawaii's  bounty  also  finds  its  way  into  each  of  our  five  restaurants,  resulting  in  a  cuisine  that 

is  unique  in  all  the  world. 

So  in  the  event  you  should  feel  the  need  for  a  little 
stimulation,  we  hope  that  Ihilani  Resort  &  Spa  is  the  first  and 
only  place  that  springs  to  mind. 


The  REVITALIZER 


Our  ultimate  spa  package.  It  includes: 

-  Ocean  Vieu'  accommodations  for  2. 

-  A  $50  dining  credit  per  day  at  any  of  our  restaurants. 
■  20%  discount  on  select  spa  treatments. 

-  A  spa  sampler  amenity  each  night  of  your  stay. 

The  Revitalizcr  is  priced  at  $3  3  5  per  night,  based  on  two 
nights  minimum  stay.  Applicable  taxes  included. 
Available  through  11/25/97. 


For  reservations  and  information,  call  your 
travel  agent  or  Ihilani  directly  at  800-626-4446 
or  visit  our  website  (www.ihilani.com). 
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A  member  of 

IhtfJeadingHotelsof  thtfWorld 


Brazil's  205-room  Ariau  Hotel  may  be 


he  way  to  Tarzan's  house  was  a  wooden  catwalk  60  feet  high  that  angled  through  the 
jungle  canopy,  with  trees  growing  through  the  floorboards  and  lianas  draping  them- 


selves  all  around.  Well-camouflauged  crocodilians  hunted  in  the  flooded  forest  below, 
and  a  procession  of  brilliantly  colored  parrots  was  arriving  for  their  dinner — at  the 
hotel's  expense,  of  course.  I  passed  a  menagerie  of  friendly  monkeys,  one  of  whom 
jumped  on  my  back  and  began  grooming  my  hair  while  another  tried  to  relieve  me  of  my  watch.  Finally, 
I  went  up  a  staircase  that  spiraled  around  a  huge  mahogany  tree  and  found  myself  on  a  90-foot-high 
platform  snugly  fit  between  branches  looking  over  the  Amazon's  thousand  shades  of  green. 

Tarzan's  house  is  one  perch  in  the  world's  largest  treetop  resort.  With  seven  cylindrical  towers  and 
two  lookout  towers  rising  to  130  feet,  and  three  miles  of  catwalks  connecting  them  through  the  mul- 
tilayered  mazeway  of  the  rain  forest,  Brazil's  Ariau  Hotel  dwarfs  the  more  famous  tree  lodges  of  Kenya 
and  California.  The  genius  of  the  place  is  that  you  can  experience  the  jungle  far  better  up  in  the 
canopy — where  most  of  the  birds,  monkeys  and  flowers  are — than  stumbling  around  on  the  ground. 

According  to  the  hotel's  foundation  myth,  it  was  all  Jacques  Cousteau's  idea.  "One  day  the  eyes  of 
the  whole  world  will  be  on  the  Amazon,"  Cousteau  supposedly  told  a  wealthy  Brazilian  lawyer, 
Francisco  Ritta,  in  1982,  "If  you  build  a  hotel  up  in  the  trees,  people  will  come." 

Cousteau's  prophecy  must  have  sounded  as  otherworldly  as  the  voices  in  Field  Of  Dreams  advising 
an  Iowa  farmer  to  construct  a  baseball  park  in  his  cornfield.  Back  in  1982  Brazil  had  a  military  dicta- 
torship and  the  world's  most  mountainous  foreign  debt.  The  only  ones  interested  in  the  Amazon 
were  illegal  goldminers  bent  on  gutting  the  place.  But,  like  the  Iowa  farmer,  Ritta  had  faith.  He  also 
had  1.7  million  acres  of  land  which  promised  to  become  immensely  valuable  if  ecotourism  boomed. 
So  he  built  it. 


the  world's  only  accommodations  set 


amid  the  wild  flowers,  birds  and 


monkeys  of  the  rain-forest  canopy 

1   *  v\  ■ 


By  Patrick  Tierney 


One  night  I  climbed  the  tower  and  found 


And  they  have  come — to  what  is  now  a  205-room  re- 
sort. Recent  guests  include  Kevin  Costner  (who  played  the 
farmer  in  Field  Of  Dreams)  and  other  stars  for  whom  the 
lodge  has  become,  like  Iguazu  and  Angel  Falls,  an  obli- 
gatory part  of  The  Great  South  American  Tour.  Some  of 
the  suites  are  named  after  celebrities;  others  for  heads  of 
state.  (The  overachieving  Helmut  Kohl  left  a  legacy  of 
both  a  suite  and  a  boat.)  I  started  off  humbly,  going  from 
the  gleaming  mahogany  floors  of  the  reception  room  over 
trapezelike  paths  to  the  most  remote  tower.  "This  is  where 
the  not-so-famous  people  stay,"  my  guide  said.  "Maybe 
you  can  get  a  room  named  after  yourself." 

My  room  was  a  small,  pie-shaped  wedge,  simple  enough 
to  fit  into  a  monastery  or  a  summer  camp.  There  was  no 
hot  water  or  air-conditioning.  But  I  was  surprised  at  how 
much  I  enjoyed  the  room's  cozy,  tree-house  feel.  Like  the 
rest  of  the  hotel,  it  was  built  of  reddish,  native  hardwoods, 
which  made  it  pleasantly  bright.  The  manager  told  me  that 
they  hadn't  cut  down  a  single  tree  while  erecting  the  hotel, 
which  accounted  for  the  eccentric  turns  some  of  the  ele- 
vated paths  took  and  for  the  fact  that  my  porch  was  en- 
veloped in  leaves. 

I  sat  there  overlooking  a  branch  of  the  Rio  Negro.  At 
first,  not  much  seemed  to  be  happening.  Then  I  spotted  a 
green-and-yellow  caiman — a  cousin  of  the  Florida  alliga- 


tor— right  below  me,  waiting  for  unwary  birds.  Large  pinkl 
dolphins  surfaced  from  time  to  time,  coming  far  out  of  the 
water  to  display  their  lovely  dorsal  colors;  I  could  see  whji 
the  natives  believe  these  beautiful  creatures  are  enchantedl 
women.  And  it  wasn't  until  Fd  been  there  for  an  hour  thalB 
I  saw  a  golden-brown  Amazonian  hawk,  completely  still,  I 
just  a  few  feet  away.  I  began  feeling  like  another  nest  ownei  I 
in  the  neighborhood,  and  more  relaxed  than  Fd  been  in 
months.  I  also  began  wondering  if  our  ancestors  made  the 
right  choice  when  they  climbed  down  from  the  primeval 
trees  to  become  journalists  and  stockbrokers. 

Those  who  took  that  other  evolutionary  option  are  the 
real  stars  of  the  resort.  Six  different  species  of  monkeys  live 
on  the  premises — including  woolly,  spider  and  capuchin 
Fve  trekked  for  weeks  through  the  rain  forest  without  see- 
ing as  many  monkeys  as  I  did  on  any  casual  stroll  arounc 
the  Ariau.  Like  the  resident  troops  of  parrots  and  macaws 
these  wild  monkeys  are  fed  daily.  Since  their  basic  need: 
are  met,  they've  become  happy  freeloaders  who  have 
enough  leisure  to  compete  for  attention  from  tourists. 

In  fact,  the  Ariau  Tower  seems  to  have  turned  into  ; 
kind  of  experiment  in  monkey  therapy.  On  a  moonlit  nigh 
I  climbed  the  highest  observation  tower  and  found  a  mar 
from  Oregon  blanketed  by  a  troop  of  woolly  monkeys,  who 
were  all  hugging  and  grooming  him  while  he  kept  telling 
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an  blanketed  by  a  troop  of  woolly  monkeys. 


them  how  much  he  loved  them. 

One  deck  down,  a  female  woolly  jumped  into  my  arms. 
When  I  put  her  down,  after  what  I  thought  was  a  sufficient 
display  of  affection,  she  threw  herself  on  the  floor  and. .  .1 
think  this  is  the  right  word. .  .blubbered.  I  was  disconcerted 

1  and  strangely  touched. 

Near  the  Ariaii,  the  Rio  Negro  expands  to  a  width  of  12 
miles  as  the  main  channel  breaks  around  the 
Anavilhanas  Islands,  the  world's  largest  fresh- 
water archipelago.  Each  island  is  a  miniature 
ecosystem,  with  rare  plants  and  animals  that 

i  scientists  are  only  beginning  to  catalogue. 
During  the  day,  the  far  shore  is  barely  distin- 
guishable. At  night,  under  the  moon,  the  river 

I  is  a  mirror  of  mercury.  In  1996  the  Negro 

1  flooded  to  record  levels,  so  I  could  still  see 

1  treetops  swaying  in  the  current. 

Thirty-five  miles  away,  the  Negro  joins  the  even  larger 

!  Solimoes  to  create  the  Amazon  proper  at  the  city  of 

1  Manaus.  Everyone  flies  into  Manaus,  although  most  visi- 
tors spend  a  night  in  Rio  or  Caracas  en  route.  Manaus  was 

I  originally  a  Portuguese  outpost  called  Barros — the  Muds. 
When  naturalist  Alfred  Russel  Wallace  visited  poor  Barros 

iin  the  mid-i9th  century,  he  observed  that  it  had  the  low- 
est standards  of  morality  in  civilization.  Shortly  afterwards, 


Clockwise,  from  far  left: 
At  play  in  the  fields  of 
the  coatimundi;  Ariaii 
from  the  air;  macaw 
shows  local  color;  hotel 
boat  used  to  ferry  pas- 
sengers; 140  feet  up. 


the  rubber  boom  began,  and  if  morals  didn't  improve  they 
were  at  least  Europeanized.  Barros  turned  into  Manaus  and 
the  muds  turned  into  marble  as  the  rubber  lords  built  an 
opera  house  with  golden  cherubim.  Although  Malaysian 
plantations  ruined  the  Amazonian  boom  long  before  syn- 
thetic rubber  came  along,  the  opera  house's  angels  survived 
them  both.  It  is  a  replica  of  Milan's  La  Scala,  tastefully  em- 
bellished in  tropical  baroque.  When  Pavarotti 
performed  here  two  years  ago,  he  pronounced 
that  its  acoustics  were  among  the  world's  best. 

Today,  Manaus  is  a  free  port  and  an  export 
hub.  Two  hundred  assembly  plants  put  to- 
gether TVs,  radios  and  refrigerators,  which 
Brazilians  can  buy  duty-free.  The  downtown 
streets  are  lined  with  goods — Nikes,  Rockports 
and  Walkmans — sold  by  sweating  peddlers. 
Prices  are  flexible,  like  the  port  itself,  which  floats  on  logs 
that  can  rise  and  fall  40  feet  with  the  river  level. 

The  hotel  arranges  boat  rides  to  see  the  point  where  the 
black  waters  of  the  Negro  mingle  with  the  cafe  com  kite  col- 
ors of  the  Solimoes.  For  a  while  their  colors  are  suspended, 
side-by-side,  until  the  inevitable  mingling  takes  place.  My 
river  guide,  an  expatriate  Frenchman  in  his  late  40s,  spewed 
out  a  list  of  facts  about  the  Amazon — that  it  has  more  water 
than  the  eight  next  largest  rivers  on  earth  combined,  etc. — 
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"The  piranha  waits  for  half  an  hour  an 
then  eats  your  bait  in  a  split  second." 


Left:  guides  catch 
piranhas  and  string 
them  into  necklaces. 
Right:  the  Tarzan 
house,  in  a  perch  60 


but  spent  most  of  his  time  bragging  about  the  women  in 
Manaus.  "There  are  seven  women  for  every  man,"  he  said. 
"You  have  to  fight  them  off."  He  had  just  married  a  20- 
year-old  himself.  "In  France  everyone  gave  me  dirty  looks, 
but  here  it  is  normal,  very  normal." 

From  here  it  was  a  three-hour  ride  up  the  Rio  Negro  by 
a  double-decker  boat  to  the  Ariau  Hotel.  The  Rio  Negro 
gets  its  name  and  color  from  a  high  tannin  content. 
Basically,  it  is  a  tea  leached  from  the  riot  of  jun- 
gle foliage.  This,  and  the  absence  of  rapids,  may 
contribute  to  the  fact  that  there  are  very  few 
gnats  during  the  day  or  mosquitoes  at  night.  It's 
not  just  infinitely  more  comfortable  than  most 
Amazonian  rivers.  There  is  virtually  no  malaria 

transmission  around  the  Ariau,  so  you  don't  feet from  the  ground. 
have  to  take  the  awful  prevention  pills. 

Those  anti-malaria  pills  can  also  spoil  your  appetite, 
which  you  don't  want  to  lose  at  the  Ariau.  All  the  breads 
and  desserts  are  baked  on  site,  and  they  are  superb.  A 
woman  next  to  me  rolled  her  eyes  in  ecstasy  at  a  pudding 
made  from  the  tart  maracuja  fruit.  Although  the  meat  and 
salad  dishes  were  sturdy  enough,  the  fish  included  such  rare 
species  as  the  man-sized  pirarucu,  almost  impossible  to  get 
outside  the  Amazon.  "So  fresh,  simply  wonderful,"  said  a 
carpenter  from  Berkeley,  who  looked  guilty,  since  he  was 
supposed  to  be  vegetarian.  Even  a  stern  young  German 
beauty,  determined  to  reform  everything  in  sight — she  had 
spotted  a  nonrecyclable  plastic  cup — gave  a  clear  verdict: 
"The  food  is  better  than  the  Caracas  Hilton."  Which  is  not 
what  any  of  us  at  all  expected  in  the  jungle. 

As  soon  as  I  arrived  at  Ariau  I  was  assigned  a  guide, 
Edivan,  a  lank)',  mustached  man  who  was  born  in  the  rain 
forest  and  managed  to  share  a  fair  amount  of  jungle  lore 
in  a  short  time.  Like  most  river  dwellers,  he  was  of  mixed 


Portuguese  and  Indian  background.  "If  I  didn't  have  at 
family  I'd  go  out  and  join  the  Indians,"  he  said.  "That'si 
really  the  life  I  love." 

Edivan  woke  everyone  in  my  group  at  5:30  a.m.  for  a 
sunrise  boatride.  After  breakfast  we  had  a  morning  hike,, 
where  we  learned  which  vines  gave  distilled  water  in  the 
dry  season,  how  to  drink  the  sap  of  rubber  trees  (which 
is  surprisingly  sweet)  and  how  to  avoid  the  bite  of  inch- 
long  ants.  The  afternoon  was  for  piranha 
fishing.  "The  piranha  is  both  very  slow  and 
very  fast,"  Edivan  explained.  "The  piranha 
waits  for  half  an  hour  and  then  eats  your  bait 
in  a  split  second."  Edivan  caught  a  dozen  pi- 
ranhas, which  he  strung  into  a  necklace.  Most 
of  us  lost  our  bait. 

Each  night  ended  in  a  crocodile  hunt) 
through  the  flooded  jungle.  After  negotiating  thickets  ol 
submerged  trees,  the  motor  was  shut  off  and  we  drifted 
through  leaves  and  branches.  Occasionally,  we'd  see  the 
orange  flashes  of  crocodile  eyes,  which  disappeared  in 
splashes.  Finally,  Edivan  captured  a  four-foot  crocodilian 
by  grabbing  his  mouth  in  a  single  sweep.  The  guide  in  d 
nearby  boat  was  not  so  lucky — the  crocodile  bit  into  his 
forearm,  and  took  a  chunk  of  flesh.  Although  the  piranha 
must  have  appreciated  the  blood,  I'm  afraid  that  once  the 
Guide  Union  is  organized,  the  crocodile  hunt  will  go  the 
way  of  the  Great  Buffalo  Dance. 

Last  year  the  lodge  won  an  award  for  its  work  in  treat- 
ing injured  animals  and  reintroducing  them  into  the  wild. 
The  trouble  is,  many  of  the  animals  don't  want  to  go  back 
to  the  wild  after  they've  met  the  tourists.  A  freshwater  man- 
atee, the  largest  mammal  in  the  Americas,  was  one  of  the 
recent  success  stories,  although  he  kept  coming  back  to  tht 
main  pier  trying  to  bum  food.  During  my  stay,  the  favoritee 
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"Even  in  those  great  days,  Partagas  was  the  / 
only  Cuban  cigar  with  a  store  all  its  own." 

The  Partagas  store  in  Havana  did  such  a  brisk  business,  it  was  as  if  the  city 
didn't  want  any  Partagas  cigars  to  leave  the  country.  But  more  than  30  years  ago, 
they  did  leave  the  country  when  Ramon  Cifuentes  fled  Cuba  to  go  on  making  his 
Partagas  cigars  in  the  Dominican  Republic.  Today,  Partagas  is  the  only  cigar 
brand  that  is  still  made  by  the  same  man  who  made  it  what  it  was  long 
ago  in  Havana.  And  business  is  even  better  than  it  was  then. 


It 


The  cigar  that  knew  Cuba  when. 


THE  NUMBERS  ARE  IN  AND... 

WE  RE  NUMBER  ONE! 


m  IN  SLOTS 

#/  IN TABLE GAMES 

#1  IN  POKER 

#1  IN  REVENUES 


I  was  still  congratulating  myself  on  my  im- 
perial status,  when  a  late  winter  storm  hit. 


were  two  ocelot  cubs,  constantly  wrestling.  They  let  me 
massage  them  through  their  wire  caging,  but  when  I 
stepped  into  their  territory  the  dominant  cub  hissed  and 
took  a  swing  at  me  with  his  two-inch  claws.  "Nice  kitty," 
I  muttered,  as  I  backed  out  slowly. 

Not  everyone  approves  of  the  Ariau  lodge.  One  French 
anthropologist  I  met  in  Caracas  was  indignant  about  it. 
'These  people  think  they  are  doing  a  great  service  to  the  rain 
forest  by  going  to  a  resort  when  their  presence  alone  is  caus- 
ing damage,"  she  said.  Maybe.  But  the  presence  of  all  these 
tourists  also  does  quite  a  bit  of  good,  employing 


hotel  workers  said.  The  Satura  Mawe  themselves  appeared 
divided  about  this  whole  enterprise.  One  told  me  they  had 
decided  to  call  for  binding  arbitration  from  a  shaman  who 
would  rule  on  the  issue  from  a  trance  state. 

But  expect  more  of  these  synergies  as  Amazonian 
tourism  becomes  a  major  industry.  The  government  of 
Amazonas  State,  which  rules  over  an  area  the  size  of 
Alaska,  is  trying  to  raise  $1.5  billion  to  construct  an  Amazon 
theme  park  along  the  Anavilhanas,  a  sort  of  Disneyland  in 
the  wild.  Officials  project  60,000  new  jobs  in  tourism  and 
a  total  revenue  of  several  billion  dollars  a  year 


80  people  from  the  nearby  area — which  means  Left:  the  proper  way  to  within  a  decade. 

they  won't  have  to  become  gold  miners — and  get  a  caimans  atten-  Keeping  it  simple  is  not  easy,  as  I  discovered 

converting  hundreds  of  visitors  a  week  to  the  tion.  Right:  the  board-  when  I  moved  from  my  sliver  of  a  room  up  to 

idea  that  the  rain  forest  is  worth  preserving.  The  walk  from  the  hotel  the  Imperial  Suite,  where  I  had  a  whole  top 

experience  of  nature  reserves  in  Africa  and  Asia  to  the  heliport  and  the  floor  with  a  360-degree  view  to  myself.  The  sun 

suggests  that  giant  parks  won't  last  without  beach  on  the  Rio  Negro,  went  down  in  red,  orange  and  crimson  flames 

public  support.  Several  guests  told  me  this  was  and  the  moon  arose  and  I  was  still  congratu- 
one  of  the  most  unforgettable  experiences  of  their  lives,  and     lating  myself  on  my  imperial  status  when  a  sudden,  late 


[that  kind  of  enthusiasm  may  ultimately  do  more  to  save  the 
forests  than  severe  scoldings  from  scientists. 

There  are  conflicts,  of  course.  Although  the  original  na- 
tives on  this  stretch  of  the  Rio  Negro  were  killed  off,  en- 
laved  or  assimilated  long  ago,  visitors  want  to  see  real,  live 
Indians.  So  the  management  has  obliged  by  allowing  an 
impoverished  remnant  of  a  tribe,  the  Satura  Mawe,  to  move 
o  a  patch  of  land  next  to  the  hotel.  "I  think  giving  the 
Indians  their  own  land  is  good,  but  I  don't  agree  with  the 
dea  of  making  them  exhibits  for  the  tourists,"  one  of  the 

The  standard  Ariau  package,  including  meals,  transfers 
and  excursions,  is  $375  per  person/double  occupancy 
for  three  nights/four  days.  The  Imperial  Suite  is  $800 
pp/do,  three  nights/four  days;  other  suites  range  from 
$722  to  $934.  Call  516-482-1592  for  reservations. 


winter  storm  hit.  A  terrific  wind  kicked  up  and  the  Imperial 
Suite  got  soaked.  The  hammock  was  blown  off  its  hook 
and  a  collection  of  river  rocks  and  shells  went  flying  across 
the  floor.  The  lightning  was  impressive,  but  I  would  have 
preferred  curtains. 

There  are  certainly  more  comfortable  lodges  in  the 
Amazon.  You  could  ensconce  yourself  in  a  new  five-star 
hotel  outside  Manaus  and  make  the  Ariau  a  day  trip.  Or 
you  could  select  smaller  lodges  further  afield  where  the 
trekking  is  more  challenging  and  the  fishing  more  reward- 
ing. But,  like  most  visitors,  I  fell  in  love  with  the  treetop 
towers.  I  don't  know  of  another  place  where  you  can  rise 
above  the  canopy  and  watch  comets  fizzle  across  the  night 
sky  while  being  embraced  by  a  woolly  monkey.  • 

Patrick  T  i  e  r  n  k  y  is  author  of  the forthcoming  book  Last 
Tribes  Of  El  Dorado:  The  Gold  Wars  In  The  Amazon 
Rain  Forest. 
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The  jet  age  killed  the  Lockheed  Constellatit 


VERN  RABURN  FLIES  THE  WORLD'S  BIGGEST  PRIVATE  PLANE.  CERTAINLY 

there  are  sheikhs  with  Jacuzzied  747s  and  megabarons  of  industry  shuttling  about  in  gold-fauceted 
Boeings,  but  Raburn — a  soft,  unassuming-looking,  eagerly  friendly  guy  who'd  be  in  danger  of 
being  called  a  computer  nerd  if  he  weren't  so  prosperous  and  didn't  wear  designer  glasses — is  the 
pilot  of  his  own  personal  four-engine  Lockheed  Constellation. 

Those  who  have  flown  to  the  rumbling  beat  of  pistons  the  size  of  garbage  pails  driving  flail- 
ing propellers,  back  when  air  travel  was  an  adventure  for  reasons  that  had  nothing  to  do  with 
Semtex,  can't  help  but  remember  "the  Connie." 

Legend  has  it  that  she — Queen  of  the  Skies,  always  a  she — was  designed  by  Howard 
Hughes.  Actually,  the  wacko  in  the  sneakers  simply  set  forth  TWA's  speed,  range  and  pas- 
senger-capacity specifications  for  what  it  needed  in  a  new  transcontinental  airliner  and  let 
irascible  Kelly  Johnson,  creator  of  Lockheed's  P-38  Lightning  twin-boom  tighter,  design  the 
bird.  (In  fact,  the  basic  Constellation  has  P-38  wings  scaled  up  roughly  two  and  a  half  times, 
though  the  later  "Super  G"  got  a  different  wing.) 

Legend  also  has  it  that  the  Connie's  distinctive  fuselage,  a  gleaming  curve  as  erotic  as 
Marlene  Dietrich's  outthrust  leg,  was  airfoil-shaped  "to  provide  extra  lift."  Also  nonsense: 
the  unique  barracuda  profile  got  the  tail  up  out  of  the  hammering  propwash  at  one  end  of  the 
airplane  and  put  the  stalky  nosegear  barely  close  enough  to  the  ground  at  the  other  so  that 
the  huge  props  had  adequate  clearance.  We'll  never  see  its  like  again,  for  it's  far  more  effi- 
cient to  build  beer  cans  with  wings,  aluminum  mailing  tubes  stuffed  with 
tourists,  than  to  let  the  wind  sculpt  a  shape. 

One  thing  the  legends  did  get  right  is  that  the  Constellation's 
classic  triple  tail,  a  trio  of  low- topped  rudders  rather 
than  the  more  logical  single  tall  fin,  allowed  the 
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it  she  was  sweet  while  she  lasted 

by  Stephan  Wilkinson 
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airplane  to  fit  into  TWA's  existing  hangars.  It  also  allowed 
several  generations  of  Connie  pilots  to  boast  that,  "It  takes 
a  helluva  man  to  handle  three  pieces  of  tail  at  once." 

I'm  one  of  them  now,  for  Vern  let  me  fly  his  airplane. 

The  biggest  surprise  was  not  the  Connie's  size  or  the 
heaviness  of  the  controls — I'd  expected  that — but  that  it 
was  "a  flight  engineer's  airplane."  As  ex-Connie  flight  en- 
gineer Martin  J.  Hall  of  Fairbanks,  Alaska,  later  told  me, 
"Hell,  anybody  knows  the  flight  engineer  ran  the  Connie. 
We  just  needed  the  pilots  to  point  the  thing,  put  the  land- 
ing gear  up  and  down  and  answer  the  phone." 

The  F/E  sits  sideways,  well  behind  the  pilots,  in  a  dark, 
quasi-closet  area  with  his  own  assortment  of  engine  con- 
trols and  gauges.  There's  another  set  of  engine  levers  on 
the  pedestal  between  the  pilots,  but  they  manipulate  them 
only  in  an  emergency,  for  the  Constellation  is  operated  like 
a  ship:  if  you  want  power,  you  ring  up  the  engine  room. 
("Aye,  Scottie,  can  you  give  us  a  few  more  turns?") 

At  dead  idle,  the  Connie's  enormous  radial  engines 
clatter  and  chuff  like  a  clothes  dryer  tumbling  a  bunch  of 
tin  cans,  but  once  on  the  runway,  the  sound  becomes  a 
numbing  thunder.  "Maximum  power,"  the  pilot  intercoms 
to  the  F/E  to  begin  the  takeoff  roll.  "Climb  power...  28 
inches...  151  bmep..."  I'd  expected  the  classic  four-engine 
fistful  of  throttles  but  found  that  in  a  Connie,  the  pilots 
run  the  motors  with  their  mouths. 

Even  during  landings  the  flight  engineer  controls  a 
large  part  of  the  critical  flare  and  touchdown.  "Ease  off 
the  power,"  is  the  call  as  you  valiantly  search  for  the  con- 
crete from  a  seat  that  seems  three  stories  in  the  air,  the 
speed  bleeding  off  as  you  pump  the  big  yoke  slightlv. 
"We  could  feel  her  float  and  settle,"  Marty  Hall  ex- 
plained. "She  has  a  feel  to  her  when  she  gets  close.  The 
sound  changes,  and  you  just  know  when  it's  time  to  roll 


Air  France s  non- 
stop Connie  service 
to  Paris,  circa 
1950 — back  when 
folks  dressed  for 
airborne  dinner. 


off  the  throttles.  Of  course,  we  coulcj 
make  her  just  drop  out  of  the  air  b\ 
opening  the  oil  cooler  doors  anq 
cowl  flaps  all  the  way.  Or  just  as  th^ 
wheels  were  about  to  touch,  suck 
them  back  in.  The  drag  disappears, 
and  you'd  need  another  5,000  feet  or 
runway.  We  could  almost  land  hei 
ourselves  from  back  there." 

"Half  the  fun  of  owning  this 
thing,"  Raburn  claims,  "is  watching 
other  pilots  fly  it.  I'm  a  really  luckj 
guy,  financially,  and  I've  always  en 
joyed  the  opportunity  to  let  othei 
people  experience  some  of  what  ml 
good  fortune  has  brought  to  me." 

Raburn's  good  fortune  began 
when  he  got  a  case  of  entrepreneur- 1 
itis  and  quit  a  good  job  with  3M.  Irl 
1976,  he  opened  in  Los  Angeles  on^' 
of  the  very  first  computer  stores  irj 
the  country. 

"The  idea  that  somebody  could  ac 
tually  own  their  own  computer  was  sc 
amazing  to  me,"  he  laughs.  "Abou 
like  somebody  owning  their  own  air 
liner,  in  fact." 

Raburn  was  one  of  the  pioneers  01 
the  concept  of  selling  shrink-wrapped  software  by  the  one 
sies  and  twosies  rather  than  making  buyers  take  whatevei 
was  bundled  with  the  machine.  As  a  result,  a  new  com 
pany  called  Microsoft  hired  him  as  its  18th  employee,  U 
start  its  new  retailing  division. 

There  he  met  Bill  Gates'  partner,  Paul  Allen,  ano 
today  Vern  Raburn  is  president  and  CEO  of  the  Pan 
Allen  Group.  Allen  is  the  owner  of  the  Portland  Trail 
blazers  and  has  an  option  to  buy  the  Seattle  Seahawks 
and  his  Group  is  the  largest  outside  shareholder  in  Steven 
Spielberg's  DreamWorks  studio,  provider  of  a  soon-toi 
be-lucrative  ESPN  content-based  Internet  site,  and  ini 
vestor  in  everything  from  software  design  to  modem  ano 
wireless  technology. 

Raburn's  Connie,  a  "short"  Model  749,  never  served  a 
an  airliner.  She  was  delivered  to  the  Air  Force  on  the  las! 
day  011948  and  spent  a  few  years  as  a  cargo-carrier  ano| 
then  a  relatively  plush  VIP  transport.  Her  next  moment  ii 
the  sun  came  in  1984,  when  actor  John  Travolta  bough 
the  run-out  hulk.  Travolta  was  a  boy  when  the  Connie  stil 
ruled  the  skies  in  the  mid-  and  late  1950s,  but  he  vividl 
remembers  them  muttering  westward  out  of  La  Guardi 
and  Idlewild  (later  JFK),  clawing  for  altitude  as  they  over 
flew  his  family's  New  Jersey  home.  Newly  prosperous 
Travolta  was  Saturday  Night  Feverish  to  restore  the  air 
plane,  but  that  remained  for  Vern  Raburn  to  do. 

"To  me,  the  interesting  triad  is  technology,  commerc 
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CHRONOMAT 

At  a  time  when  instruments  routinely  monitor 
flight  data  at  Mach  2  miles  above  the  earth, 
why  continue  improving  mechanical 
chronographs?  Precisely  because  there's  more 
to  time  than  technology!  Just  ask  BREITLING, 
the  world's  leading  maker  of  time 
instruments  for  aviation  professionals  Its 
intricately  beautiful  movements  and  lovingly 
land-polished  watchcases  put  technological 
progress  in  a  broader,  more  rewarding 
perspective. 

Like  the  Concorde,  the  world's  first  supersonic 
airliner  but  surely  not  the  last,  Bkeitling's 
EHRONOMA1  draws  time  and  space  ever  closer  - 
with  both  aesthetic  excellence  and 
outstanding  technical  performance. 


hronograph 


30-minute  and  12-hour  totalizers. 

Power  reserve  in  excess  of  42  hours. 

asy-to-read  calendar. 

Ratcheted,  unidirectional  rotating  bezel  with 
marker  tabs. 

Case  water-resistant  to  100  m  (330  ft)  with 
glareproofed  cambered  sapphire  crystal; 
screw-locked  crown  and  case  back. 

Steel,  two-tone  finish  with  IKK  gold  tabs,  steel 
and  18K  gold  bezel;  choice  of  vellow  or  white 
18K  gold. 

Available  with  three  tvpes  of  leather  strap  and 
choice  of  tang-type  buckle  or  folding  clasp,  or 
else  with  a  Pin.) I  or  Roil  I  M  X  bracelet. 


AL  I  HORIZED  BREITLING  AGENTS: 

TOURfKflU 

NEW  YORK  •  GENEVA  •  PALM  BEACH  •  BAL  HARBOUR  •  COS1A  MESA 


NEW  YORK  •  NYC;  Madison  Ave  &  52  St.,  Madison  Ave  &  59  St.,  7  Ave  &  34  St 

•  Garden  City,  Long  Island.  Roosevelt  Field 
FLORIDA  •  Palm  Heath.  175  Worth  Ave  •  Bal  Harbour.  Bal  Harhour  Shops 
(  \l  IFORNIA  •<  osta  Mesa  South  Coast  I'la/a  SHOP-AT-HOME:  1-800-348-3332 
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and  society,"  Raburn  muses,  "and  the  Connie  is  one  of 
those  fascinating  loci  where  all  three  come  together.  This 
was  the  airplane  that  the  airlines  really  started  making 
money  with.  This  is  the  aircraft  that  said,  'Here's  what  air 
travel  is  all  about.' The  DC-3  was  the  airplane  that  proved 
you  could  fly  with  speed  and  safety,  but  the  Connie  took 
it  the  next  step:  speed  and  safety  plus  comfort. 

"It  wasn't  the  jets  that  killed  the  ocean  liners,  it  was  the 
Connie.  The  Connie  was  the  first  airplane  that  could  get 
above  most  of  the  weather,  that  eliminated  those  days 
when  half  the  passengers  were  barfing,  the  days  when  the 
stewardesses  passed  out  gum  to  chew  so  your  ears  wouldn't 
block  up,  the  first  one  in  which  you  could  cross  the  coun- 
try without  stopping  to  retuel  somewhere  like  Tulsa." 

"She  looked  like  an  anteater  on  the  ground,  but  she  was 
so  pretty  in  the  air,"  recalls  Helen  Emberson  of  Con- 
necticut, a  former  TWA  hostess  who  worked  aboard 
transcontinental  and  transatlantic  Connies  in  the  1950s. 
"Oh,  it  was  the  golden  age.  It  was  slower,  so  you  had  more 
time.  The  passengers  weren't  as  rushed.  You  had  a  chance 
to  talk  to  people.  It  was  more  genteel,  and  the  appoint- 
ments were  just  as  comfortable  as  they  coulc 
For  a  long  time,  our  Connies  were  all  first 
class.  The  first  time  I  saw  a  coach  configu- 
ration, I  thought,  My  gosh,  it  looks  like  a 
theater.  But  it  was  nothing  compared  with 
what  it  is  now. 

"People  dressed  up  to  fly.  At  least  they 
dressed  as  though  they  weren't  going  to  the 
health  club.  I  remember  how  horrified  I  was 
the  first  time  I  saw  somebody  come  on 
wearing  jeans.  Noisy?  Oh,  no.  [f  you  sat 
right  up  over  the  wing  it  might  be  a  little 
noisier,  and  there  were  a  lot  of  deaf  pilots, 
but  it  wasn't  that  bad." 

TWA  awarded  its  first-class  Connie  pas- 
sengers colorful,  hand-lettered  "Transat- 
lantic Flight"  certificates,  with  space  at  the 
bottom  for  up  to  eight  gold  stars  denoting  re- 


Fleet  street: 
dozens  of  TWA 
Connies  await 
flying  orders 
at  the  end  of 
a  1958  machin- 
ists' strike. 


peat  trips.  Air  France  made  its  Connie) 
ocean  flights  even  more  special.  Fachi 
pair  of  the  18  seats  reclined  and  flattened 
to  become  a  double  bed,  giving  new 
meaning  to  the  luck  of  the  draw  in  de- 
termining a  seatmate. 

Katie  Morvay  flew  as  a  TWA  host- 
ess in  the  mid-'6os,  when  the  Connies; 
were  aging  stars  upstaged  by  TWA 
brand-new  707s  and  Convair  880s,  bun 
Morvay,  who  today  lives  in  Maryland, 
still  preferred  the  beat  of  the  big  pis 
tons.  "There  was  an  impersonal  feel 
about  the  jets,"  she  recalls,  "because  von 
had  two  or  three  times  as  many  people 
on  board,  and  you  couldn't  give  the 
kind  of  service  you  could  on  a  47-seal 
Connie.  Yeah,  they  were  one-class  air- 
planes— all  coach — but  up  at  the  verv 
front,  ahead  of  the  galley,  there  was 


1  make  them. 


some  sideways  seating.  The  people  whe 
sat  up  there  tried  to  sit  in  them  all  the 
time.  I  had  one  group  of  six  businessn 
men  who  rode  from  Columbus  tc 
Washington  in  them  every  Friday  afternoon. 

"We  served  full  meals  on  most  legs,  and  you  got  t< 
know  some  of  the  people.  It  was  very  special  to  fly  bacH 
then,  even  for  the  short  runs.  You  tried  hard  to  make  it 
really  interesting  for  the  children,  because  you  wanted 
them  to  have  an  especially  good  experience." 

But  it  wasn't  all  graciousness.  Constellations,  wit! 
their  primitive  pressurization,  often  flew  at  lightplane  al- 
titudes  on  shorter  legs — 10,000  to  18,000  feet,  smack  ir 
the  turbulent  clouds.  "I  remember  one  lady  who  threw  uj 
eight  times  between  Dayton  and  Columbus,"  Morvaj 
muses,  "and  the  circulation  in  those  planes  wasn't  rea 
good.  So  if  somebody  was  sick,  it  permeated  the  cabin 
We  carried  an  awful  lot  of  ammonia  ampules." 
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press 

1997 

NEW  YORK-TO-PARIS 

CONSTELLATION 

747-400 

First-class  ticket,  r/t 

$4,426  (in  '96  $) 

$6,682 

In-flight  entertainment 

Cocktail  lounge 

Personal  video  1 

Smoking  allowed 

Yes 

Barely 

Eastbound  departure  time 

4:00  p.m. 

7: SO  p.m. 

Eastbound  flight  time 

14  hours 

7  hours 

Typical  altitude,  feet 

23,000 

42.000 

Number  of  passengers 

85 

391 

Number  of  flight  attnds. 

4 

13 

Horsepower 

14,000 

138,880 

Fuel  consumed,  east 

7,000  gal. 

20,500  gal. 

Number  of  flight  crew 

6  (incl.  extra  crew) 

3 

World  commercial 

accident  rate/1  mil.  depart. 

65+ 

3 
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Denver  aerospace  engineer  Ralph  Jones,  a  college  stu- 
dent in  Atlanta  in  the  late  1950s,  traveled  home  to  Miami 
during  school  hreaks  and  always  chose  TWA  Connies. 
"First  class  was  in  the  rear,  where  it  was  quietest,  so  I'd  sit 
all  the  way  forward.  The  nose  taper  gave  a  small  amount 
of  forward  view,  and  I  could  see  the  glow  of  Miami  on  the 
horizon  a  halt-hour  out. 

"I  picked  night  flights  so  I  could  see  the  exhaust 
flames.  On  takeoff,  they  would  bathe  the  nacelles  in  great 
orange-red  plumes  that  snapped  from  side  to  side  like  a 
flag  in  a  gale.  Then  they'd  go  to  a  short  hlue  flame  on  the 
first  power  reduction,  and  finally  you  could  see  them  thin 
out  when  the  flight  engineer  was  refining  the  mixture  one 
engine  at  a  time. 

"And  the  starting  ritual  was  a  show  in  itself.  The  first 
puffs  of  oily  smoke  would  curl  up  in  a  confused  hall,  won- 
dering where  to  go,  until  that  monster  prop  whisked  it 
out  of  existence.  On  takeoff,  the  noise  was  overwhelming, 
rich  in  specific  sounds.  Exhaust  noise,  prop  vortices, 
clanks,  pops  and  whines  as  the  landing  gear  came  up  one 
ileg  at  a  time,  all  manner  of  throbbing  frequencies.  I  guess 
wou  could  sav  the  character  of  an  airplane  depends  heav- 
ily on  its  parts  count." 

Between  my  stints  at  the  Connie's  wheel,  I  wander  the 
ancient  cabin.  Peering  out  at  the  seamed  and  jointed  old 
engine  nacelles  that  are  thrumming  us  along  at  a  leisurely 
200  knots,  I  can  see  what  Ralph  Jones  meant.  We've  be- 


come accustomed  to  glancing  out  the  window  at  the  pol- 
ished silver  potatoes  that  encase  a  modern  jet's  engine,  yet 
there  is  no  drama,  no  movement,  no  sense  of  thrust.  Press 
your  nose  against  a  Lockheed  Constellation's  porthole, 
however,  and  you're  face  to  face  with  primordial  power. 

Black  oil  creeps  and  spiderwebs  back  along  the  battered 
aluminum,  thankful  to  be  free  of  the  inferno  inside,  and 
a  variety  of  flaps  and  louvers  vibrate  in  the  raging  torrent 
of  air  thrown  back  by  the  massive,  geared,  slow-turning 
propellers.  The  nacelles  are  dented  by  nearly  half  a  cen- 
tury of  flung  ice,  runway  rocks  and  mechanics'  mallets,  and 
exhaust  pipes  the  size  of  household  sewers  are  so  hot 
they're  white-orange  at  night.  Each  cylinder  of  a  Connie's 
engine — and  there  are  18  per  engine,  72  per  airplane — 
equals  the  displacement  of  an  entire  Mercedes-Benz  E320 
sedan,  and  it's  impossible  not  to  sense  the  barely  re- 
strained mechanical  hysteria  that  they  are  creating  a  few 
feet  from  your  face. 

"The  DC-3  you  flew  because  you  couldn't  bear  the 
thought  of  spending  10  hours  on  a  Greyhound  bus,"  Vern 
Raburn  says.  "The  Connie  you  flew  because  you  wanted 
to.  This  airplane  was  the  ultimate  refinement  of  the  pis- 
ton airliner."  And  a  reminder  of  the  adventure,  thrill  and 
specialness  of  travel  that  has  been  swept  away  by  effi- 
ciency and  ubiquity.  • 

S  T  E  P  H  A  N  Wilkinson  is  a  writer  and  longtime  pilot. 
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Few  Have  Tin  Century  To  Back  It  Up. 

One  hundred  years  ago,  Henry  Flagler  created  a  resort  destined  to  become  the  finest  in  the  world. 

Today  in  Palm  Beach,  discover  the  new  Breakers,  where  the  completion  of  a  spectacular 
$75-million  renovation  marks  the  exciting  beginning  of  a  second  century  of  hospitality.  Be  pampered 
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Every  year  Lorenza  de'Medici  turns  her  Tuscan  estate  and  winery \  Badia 
a  Coltibuono,  into  a  school  for  the  study  of  superb  Italian  cooking.  Just 
reading  about  the  place  is  guaranteed  to  add  three  inches  to  your  waistline 


By  Stephen  S.  Hall 
Photographs  by  Nick  Passmore 


We  all  have  our  fantasies,  and  here 
is  mine:  I  am  in  Italy,  of  course, 
and  specifically  in  that  part  of 
Tuscany  that  lies  between  Flor- 
ence and  Siena  and  is  known  as 
"II  Chianti,"  where  the  form- 
idably rumpled  carpet  of  hills  has  discouraged  trains — and 
therefore  tourists — from  venturing  too  deeply  into  this 
rugged  but  vine-friendly  landscape.  It 
is  autumn,  so  as  the  car  carrying  my- 
self and  a  few  friends  climbs  from  the 
Arno  valley  through  the  foothills,  we 
switch  back  and  forth  in  front  of  fields 
of  sunflowers  sadly  past  their  prime, 
leads  bowed  and  brown  like  a  million 
penitent  friars  on  a  crusade  to  no- 
where. Not  as  picturesque  as  in  the 
postcards,  to  be  sure,  but  then  autumn 
is  a  tastier  time  in  Tuscany,  when  por- 
cini  mushrooms  reach  the  markets  and 
each  curve  in  the  road  reveals  row  upon 
lurpled  row  of  Sangiovese  grapes,  a  re- 
minder that  the  harvest  for  Chianti  is 
only  weeks  away. 

After  climbing  to  nearly  2,000  feet 
above  sea  level,  the  car  turns  off  the 
lighway  and  heads  up  a  long  and  twist- 
ng  driveway  that  runs  the  requisite 
gauntlet  of  cypress  pines  until  a  final 
turn  opens  upon  a  magical  clearing, 
where  an  11th-century  abbey,  its  weath- 
red  grey  belltower  ageless  against  the  green  encroachment 
rf an  oak  and  pine  forest,  has  been  converted  into  a  coun- 
ty estate.  The  sound  of  water  trickling  from  a  fountain  ^ 
greets  the  ears  even  before  we  enter  the  courtyard;  a 
)ig  white  sheepdog  lazes  on  the  pavement  while     g  • 
two  smaller  dogs — "Babette"  and  a  puppy 
lamed  "Breadcrumb" — cavort  underfoot.  And  t$&M 
:hen,  walking  toward  us  with  the 
warmest  and  most  familiar  of  smiles  <• 


Recess  in  the  schoolyard  at  Lorenza 
de 'Medici's  "Villa  Table" in  Tuscany. 


on  her  face,  as  if  to  say,  "It's  been  too  long  since  you  were 
last  here,"  comes  Lorenza,  the  stately  and  elegant  matri- 
arch of  the  estate,  who  greets  us  as  if  we  were  family. 
As  if  we  were  family  

And  there,  alas,  is  the  flaw  in  an  otherwise  perfect 
magic  carpet  ride  into  the  hills  of  Tuscany.  Just  about  ev- 
erything in  the  foregoing  fantasy  is  true,  except  that  we 
are  not  family,  not  even  close.  The  grandmotherly  woman 
waving  us  in  is  Lorenza  de'Medici. 
Yeah,  those  Medici,  and  to  hint  at 
the  distance  that  separates  her  family 
(known  to  historians  as  the  "Pope's 
bankers")  from  my  scruffy  line  of  an- 
cestors, suffice  it  to  say  that  my  moth- 
er's maiden  name  in  Italian  means 
"Albanian."  But  there  is  something 
that  separates  us  even  more  than  pedi- 
gree. Lorenza  de'Medici  is  one  of  the 
finest  and  most  famed  cooks  in  Italy — 
erstwhile  star  of  a  PBS  cooking  show, 
on  a  first-name  basis  with  Julia  and 
Wolfgang  (not  to  mention  her  good 
friend  Bernardo) — and  we  are  mere 
dilettantes  and  dabblers,  mere  noses 
pressed  to  the  kitchen  window.  In- 
deed, that  is  what  has  drawn  me  and 
ten  other  would-be  tocque-heads  to 
this  former  monastery.  We're  here  to 
pray  (and  pay)  for  a  miracle.  We're 
here  to  learn  how  to  cook. 

For  a  dozen  years  now,  Lorenza 
de'Medici  and  her  husband  Piero  Stucchi  Prinetti  have 
flung  open  the  doors  of  the  family's  stunning  estate  and 
winery,  Badia  a  Coltibuono  ("Abbey  of  the  Good 
Harvest"),  to  well-heeled  visitors  who  are  will- 
ing to  pay  about  $4,000  for  a  weeklong  "Villa 
Table"  experience.  I  say  "experience"  rather 
than  "cooking  school"  deliberately,  because 
this  week  is  as  much  about  learning 
how  the  landed  gentry  in  Tus- 


UNCHTIME  ROLLED  AROUND  AND  WE 


cany  live  and  cat  (mo/to  bene,  as  long  as  you  ask)  as  it  is 
about  learning  how  to  knead  dough.  And  parf  of  the 
charm  is  that,  for  a  few  fleeting  days,  you  unpack  your 
hags,  kick  up  your  feet  and  settle  very  comfortably  into  the 
illusion  that  you  actually  are  friends  of  the  family. 

After  a  terrific  welcoming  meal  (fried  sage  leaves, 
tomato-and-bread  soup,  veal  slathered  with  porcini),  we 
repaired  to  the  refectory  where,  surrounded  by  beauti  ful 
16th-century  frescoes  and  warmed  by  generous  after-din- 
ner rounds  of  Badia's  superb  grappa,  we  began  to  get  to 
know  one  another.  The  group 
included  a  young  Chicago-area 
business  executive  and  her  part- 
ner; two  sisters  who  had  the 
lovely  notion  of  treating  their  fa- 
ther, a  North  Carolina  pediatri- 
cian, to  a  week  in  Italy;  a  woman 
from  Montreal  who  works  for  a 
chain  of  television  stations  in 
Quebec;  a  lawyer  from  Los 
Angeles  whose  husband  hail 
given  her  a  week  at  cooking 
school  as  a  Valentine's  Day  pre- 
sent; a  well-known  television  ac- 
tress and  her  traveling  com- 
panion, a  Los  Angeles  insurance 

executive;  and,  as  we  would  soon  learn,  a  very  strict  vege- 
tarian from  Connecticut.  Some  of  us  knew  a  little  cooking, 
but  on  the  hourlong  ride  up  to  Badia  a  Coltibuono,  the 
minibus  had  become  something  of  a  confessional-on- 
wheels,  as  many  people  professed  varying  degrees  of 
culinary  ignorance. 

It  was  clear  we  had  come  to  the  right  place.  There  are 
many  cooking  schools  in  Italy,  but  it  would  be  hard  to 
imagine  another  where  the  culinary  auguries  are  so  per- 
vasive and  ancient.  John  Meis,  our  cultural  guide  and  au- 
thor of  the  recent  A  Taste  Of  Tuscany,  informed  us,  for 
example,  that  archaeologists  believe  the  word  "chianti" 
meant  "water"  to  the  ancient  Etruscans  who  roamed  these 
parts  25  centuries  ago  (and  in  pale  but  effortful  imitation 
of  the  noble  Etruscans,  we  were  already  doing  our  best  to 
confuse  the  two).  Not  only  has  wine  been  made  (and 
drunk)  on  this  site  almost  continuously  for  a  millennium, 
but  the  Benedictine  monks  who  inhabited 
the  abbey  from  the  nth  century  until  the  jm 
early  1800s  (when  Napoleon  rousted  them 
out  and  put  the  property  up  for  public  auc-  ^% 
tion)  took  as  their  spiritual  leader  San  . 


Lorenzo.  This  poor  fellow  had  been  browned  and  roasted! 
as  a  martyr,  and  indeed  the  abbey's  very  apt  coat  of  arms, 
overhead  on  the  ceiling  of  the  refectory,  seemed  to  contain 
an  object  that  looked  like  a  barbecue  accessory  sold  bv 
Weber.  Could  it  be  a... grill?  Yes,  la  griglia,  Vandal 
Mugnaini  of  the  Badia  staff  later  pointed  out.  I  got  an  even 
higger  surprise  when  I  consulted  the  Encyclopedia  Britain-*, 
nica  to  confirm  this  version  of  San  Lorenzo's  demise.  "I 
am  cooked  on  that  side,"  he  reportedly  taunted  his  tortur- 
ers. "Turn  me  over,  and  eat." 

With  such  saintly  inspiration, 
how  could  we  be  squeamish) 
about  learning  how  to  cook? 


Napoleon  turned  off  the  tap  at  Badia  a  Coltibuono 
("Abbey  of  the  Good  Harvest")  in  the  early  1800s. 


"YOUR  FATHER 
A  INKED  RAVIOLI..." 
ur  grueling  academic 
schedule  began  prompt- 
ly at  9:30  each  morning; 
when  Lorenza  poked  her  head 
into  the  dining  room  and  said 
"Okay,  let's  get  started."  Aftei 
discussing  the  day's  menu — usu- 
ally six  recipes,  including  bread 
appetizer,  first  course,  maid 
course,  side  dish  and  dessert — ( 
we  would  repair  to  the  modest  country  kitchen  (twice  a! 
large  as  many  studio  apartments  in  Manhattan,  I  regret  to 
say  from  personal  experience)  and,  for  the  most  part,  watel 
her  make  it.  Every  time  a  photogenic  vegetable  appearec 
on  a  cutting  board,  however,  the  cooking  temporarily 
ground  to  a  halt  as  class  members  took  turns  asking  ou 
celebrated  mentor  to  stop  and  pose  for  a  photograpl 
("Worse  than  Japanese,"  she  finally  muttered  one  day) 
Then,  before  you  know  it,  lunchtime  had  rolled  around 
someone  had  uncorked  one  of  the  fine  wines  bottled  on  th« 
estate,  and  we  convened  in  the  dining  room  to  eat  ou| 
morning  lesson.  If  all  lectures  were  so  delicious,  the  work 
would  be  fat  with  knowledge. 

Lorenza  possessed  a  very  warm,  engaging  smile,  but  like 
many  grandmothers,  she  could  be  quite  se- 
vere, especially  in  her  thoughts  about  gooo 
cooking.  She  never  came  across  as  a  divi 
vamping  in  the  kitchen,  however,  just  liki 
a  housewife  who  had  become  an  exi 
ceptionally  good  cook,  which  is  in  fac 
pretty  much  her  biography  in  a  nut 
shell.  After  World  War  II,  she  told  us,  sh 
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FRESH  PASTA  IS  MORE  AMERICAN  THAN 


wanted  to  be  able  to  work  while  staying  at  home  in  Milan 
to  raise  her  four  children  and  ultimately  started  writing 
recipe  books.  Having  recently  completed  her  70th  birth- 
day and  30th  cookbook,  she  remains  a  handsome  woman 
and  even  more  attractive  personality,  dispensing  strong 
opinions  with  a  kind  of  casual,  honest  diffidence.  One  class 
member  with  a  keen  interest  in  dietary  matters  made  the 
mistake  one  day  of  asking  one  too  many  questions  about 
the  gluten  content  of  pasta.  "Too  much  chemical  talk!" 
Lorenza  said  abruptly,  and  that  was  that.  Simplicity  and 
pragmatism  were  the  watchwords  in  her  kitchen. 

If  nothing  else,  Lorenza  annotated  each  recipe  with  en- 
gagingly demythologizing  re- 
marks. Her  First  Commandment 
of  cooking  was  spoken  in  thun- 
der the  very  first  day:  "We  don't 
measure!"  she  cried,  leaving  a 
roomful  of  culinary  Adams  and 
Eves  feeling  naked  without  their 
measuring  cups.  And  about  the 
almost  fetishistic  American  pas- 
sion for  fresh  pasta,  she  expressed 
mere  bemusement.  "Fresh  pasta 
is  more  American  than  Italian," 
she  told  us  with  a  shaig.  Indeed, 
pasta  of  any  sort  was  until  re- 
cently a  rare  sight  on  northern 
Italian  tables.  "In  Italy,  pasta 
used  to  be  considered  a  vulgar  thing,"  Lorenza  explained. 
"We  never,  ever  had  pasta  before  the  war.  In  the  North  we 
had  rice  and  polenta.  Pasta  was  from  Rome  down." 

But  as  a  concession  to  the  New  Vulgarians,  she  showed 
us  how  to  make  fresh  pasta  one  day.  With  the  help  of  her 
quick  and  nimble  assistants  Hatidza  and  Romola  (now  if 
only  they  could  be  ordered  through  the  Williams-Sonoma 
catalogue),  she  rolled  out  long,  narrow  sheets  of  soft,  elas- 
tic, yolk-golden  dough,  into  which  we  took  turns  tucking 
a  precooked  filling  of  potatoes  and  onions.  I  won't  say  we 
were  all  thumbs,  but  the  kitchen  staff  disappeared  at  one 
point  to  hunt  up  a  sewing  kit  in  order  to  procure  the  nee- 
dles with  which  to  puncture  our  hopelessly  air-filled  and 
thoroughly  pot-unworthy  ravioli.  Romola,  a 
stout,  bright-eyed  woman  who  has  worked  in 
the  Coltibuono  kitchen  for  32  years  and  can  con- 
vey a  short  ton  of  scorn  with  a  twitch  of  an  eye- 
brow, was  fairly  rolling  on  the  floor  with  laughter 
as  she  manually  aerated  our  ill-formed  pillows  of 
pasta.  Someone  in  the  group  broke  the  news  to 


Pomodoro  101:  never  use  them  fresh  in  sauces. 
(Oh,  and  dorit  serve  salad  with  pastas,  either.) 


Becky  Williford  and  Margaret  Crank,  the  daughters  of  2 
good-humored  pediatrician  named  Bob  Sheridan:  "Youi 
father  just  flunked  ravioli." 

Kitchen  mishaps  can  sneak  up  on  anyone,  even  < 
de'Medici,  as  we  learned  the  next  day  during  the  prepa- 
ration of  a  cheese  frittata.  Our  first  hint  that  something 
was  amiss  came  when  Lorenza  cried,  "Appiccicato!"  This 
was  uttered  with  such  vehemence  that  I  thought  I  was 
about  to  learn  a  new  and  deliciously  wicked  curse  word 
When  we  requested  clarification,  she  cried,  "Un  disastrol' 
This  made  things  a  little  clearer.  It  turns  out  that  the  ad- 
dition of  cheese  made  the  omelet  sticky  (appiccioso),  creat- 
ing an  irredeemable  fiasco 
"Cancel  the  cheese!"  she  said  re- 
peatedly, staring  at  the  forlorr 
creation.  "Cancel  the  cheese!' 
We  amended  our  recipes  ac- 
cordingly. 

Along  the  way,  we  learnec 
odd  bits  of  kitchen  trivia  a  h 
Lorenza:  that  most  balsami« 
vinegars  contain  only  caramel- 
ized sugar  and  that  peas  are  the 
only  vegetables  good  frozen.  We 
learned  that  it  takes  one  whole 
olive  tree,  up  to  45  pounds  01 
olives,  to  produce  one  little  lite 
bottle  of  olive  oil  and  that  the  in- 
structions on  boxes  of  Italian  pasta  sold  in  the  U.S.  lis 
longer  cooking  times  than  the  same  boxes  in  Italy,  "be- 
cause Americans  like  to  overcook  their  pasta."  We  learnec 
that  Lorenza  doesn't  believe  in  serving  salad  with  pasta  o 
using  fresh  tomatoes  in  sauces.  In  the  course  of  five  days 
we  made  olive  bread  and  schiacciata  (a  kind  of  focaccia), ; 
salt  cod  casserole,  tomatoes  stuffed  with  herbs,  chicken  in 
voltini,  spinach  gnocchi,  and  desserts  like  panna  cotta  anc 
apple  torte,  to  name  but  a  few  of  some  30  dishes  we  pre 
pared.  Well,  if  you  want  to  be  technical  about  it,  we  re- 
ally didn't  make  them.  Aside  from  chopping  a  fev 
vegetables  and  kneading  a  little  dough,  we  kind  of  stooe 
around  and  watched  Lorenza  make  everything.  No< 
that  we  didn't  take  our  studies  seriously,  bu 
no  one  had  plans  as  far  as  I  know  to  opei 
a  restaurant  when  they  returned  to  th 
States.  Indeed,  I  overheard  one  mem 
ber  of  the  group  ask  if  the  recipes  wen 
available  in  Spanish.  They'd  be  easier,  he  ex; 
plained,  for  his  cook  to  follow  back  home. 
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•       THE  MEAT  LOAF  REBELLION 

1 don't  mean  to  convey  that  it  was  all  work  and  no  play, 
although  many  of  us  were  so  fatigued  by  the  morn- 
ing of  cooking,  and  so  charmed  (as  moth  by  flame) 
by  the  novelty  of  an  unlimited  supply  of  wine  at  lunch,  that 
we  followed  the  example  of  the  monks  who'd  preceded  us 
at  Badia  and  retired  to  our  rooms  for  an  hour  or  two  of 
deep,  horizontal  meditation.  But  then  it  was  more  study, 
study,  study:  at  midafternoon  each  day,  we  would  don  our 
evening  wear  and  pile  aboard  the  little  Badia  a  Coltibuono 
3us  for  some  very  elegant  field  trips  into  the  nearby  Tuscan 
ountryside.  John  Meis,  our  able  and  very  forbearing 
^uide,  provided  a  running  commentary  as  juicy  as  some 
}f  the  meals:  how  the  caretaker 
:>f  this  castle  had  run  off  with  a 
^oung  visitor,  how  much  a  for- 
ign  couple  had  paid  for  their 
louse  in  that  village.  Each  ex- 
ursion  would  end  with  a  meal 
i  the  home  of  "friends  of 
orenza's."  But  what  friends! 

One  day,  for  example,  our 
ittle  minibus  rolled  up  to  the 
ountry  estate  of  Alessandra 
Jianchi  Bandinelli — "a  me- 
ieval  family,"  John  had  briefed 
is  beforehand,  in  one  of  the  few 
)laces  in  the  world  where  such 
remark  could  be  uttered  (and 

eceived)  as  a  compliment.  I  could  tell  you  that  the 
;rounds  of  Villa  di  Geggiano  were  picturesque,  but  that 
•pinion  is  much  more  convincing  coming  through  the 
amera  lens  of  Bernardo  Bertolucci,  who  selected  the  site 
s  backdrop  to  the  party  scene  in  his  recent  film  Stealing 
leauty.  (If  you  look  quickly,  you  may  even  see  a  nanosec- 
nd  cameo  of  Lorenza  de'Medici;  she  was,  Meis  told  us, 
o  smitten  with  Jeremy  Irons  that  she  gladly  waited  hours 
ff-camera  to  appear  as  an  extra  in  the  movie.)  Andrea, 
dessandra's  son,  gave  us  an  amusing  tour  of  the  house, 
nd  did  the  old  American  chestnut  about  George  Wash- 
gton  one  better  when  he  squired  us  through  the  Cardinal 
f'oom.  "Pope  Pius  VI  slept  here,"  he  remarked  with  a  sly 
imile,  referring  to  the  18th-century  pontiff. 

On  Tuesday,  it  was  a  palazzo  in  Siena.  Our  host, 
ittoria  Nepi,  was  still  stewing  over  the  most  recent  Palio. 
have  always  found  it  difficult  to  convey, 
|i  a  sentence  or  two,  the  incredible  rich 
ess  and  novelty  of  Siena's  annual 


horserace,  the  Palio,  which  combines  the  pageantry  and 
prestige  of  the  Kentucky  Derby  with  a  kind  of  sanctioned 
medieval  skullduggery.  John  Meis  aptly  referred  to  it  as  a 
"sublimated  war  game,"  and  virtually  any  bit  of  duplicity — 
bribes,  intrigues,  dirty  tricks,  double-crossing  jockeys — is 
an  acknowledged  part  of  the  event.  But  the  August  1996 
running  may  have  pushed  the  envelope  on  dirty  tricks  too 
far,  even  for  the  Sienese  and  certainly  for  the  residents  of 
the  neighborhood  of  Aquila,  including  Signora  Nepi.  Their 
horse  entered  the  Palio  as  the  pre-race  favorite,  but  a  rival 
"killer  jockey"  (rumored  to  have  been  paid  $100,000)  ap- 
peared to  detain  the  Aquila  jockey  in  an  unusually  long 
conversation  while  the  rest  of  the  field  took  off  in  a  race 

that  normally  lasts  but  90 
seconds.  As  Nepi  explain- 
ed, "We  have  very  few  rules 
for  the  Palio — very  few — 
but  one  of  them  is  that  you 
cannot  grab  the  shirt  of 
another  jockey  and  hold 
them  back!" 

Later,  over  a  meal  of  meat 
loaf  and  vegetables,  Vit- 
toria's  young  niece  Fiamma 
admitted  to  some  of  us:  "It 
is  the  dream  of  everyone 
who  lives  in  Siena  that  we 
could  hold  the  Palio  and 
there  would  be  no  tourists, 
no  outsiders,  just  us."  I  for  one  am  grateful  for  such  an  in- 
hospitable attitude;  it  is  one  of  the  reasons  that  the  Palio 
remains  one  of  the  most  genuine  and  thrilling  spectacles 
in  the  world,  which  is  why  people  plan  a  year  ahead  to  wit- 
ness it.  (Indeed,  each  year  one  of  the  eight  Coltibuono 
cooking  classes  is  timed  to  coincide  with  the  running  of 
the  Palio,  so  students  can  attend  the  race.) 

Through  no  fault  of  Mrs.  Nepi,  however,  the  Siena  din- 
ner nearly  triggered  an  insurrection.  Lorenza  had  prepared 
polpettone — "meat  roll,"  the  translation  read  on  the 
recipe — for  Monday's  lunch,  and  at  Tuesday  dinner,  we 
found  ourselves  staring  once  again  at  a  brown  log  of  meat. 
"I  haven't  had  meat  loaf  in  20  years,"  ranted  one  of  our 
group,  "and  I've  had  it  twice  in  two  days!"  Even  Susan  the 
Vegetarian,  who  had  a  special  knack  for  asking 
ill-timed  questions,  noticed.  "Is  meat  loaf  a 
popular  dish  in  Italy?"  she  innocently 
asked  our  hostess.  In  retrospect,  it  was 
churlish  of  us  to  snarl  at  the  hand 


Perfect  attendance  records  were  set  at  the  wine  tastings. 
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feeding  us;  two  straight  days  of  pretty  damn  good  meat 
loaf  was  about  the  worst  hardship  we  encountered  at 
Camp  Tuscany.  Hut  although  it  was  hardly  the  Bataan 
death  march,  the  hardship  brought  the  campers  together. 

The  mood  improved  considerably  on  Wednesday  with 
a  visit  to  the  Castello  di  Volpaia  winery.  The  family  of 
Giovannella  Mascaroni  began  purchasing  property  in  the 
lovely  hilltop  village  of  Volpaia  in 
1966,  and  she  and  her  husband 
Carlo  have  gradually  convert- 
ed the  hamlet,  with  its  three 
churches  and  several  dozen 
homes,  into  a  state-of-the-art 
winery.  "Now,"  as  she  put  it,  "we 
own  most  of  the  town,  more  or 
less."  Nice  touch,  that  "more  or 
less."  Two  of  the  churches — "de- 
consecrated," according  to  the 
guide  books — now  house  rows 
of  stainless-steel  fermentation 
tanks,  and  the  Mascaronis  have 
re-plumbed  the  streets  with  pipes 
that  connect  the  various  parts  of 
their  wine-making  operation.  As 
we  sampled  the  products  of  this 

ambitious  modernization  project,  including  a  surprisingly 
good  1993  Chianti  Riserva,  someone  asked  Giovannella  if 
it  was  fun  to  run  a  winery.  "My  husband  tells  me  we  are  too 
poor  to  have  a  hobby, '  she  shrugged,  "so  we  try  to  make 
a  profit."  Then  it  was  on  to  the  farmhouse  of  Marchese 
Nico  and  Jennifer  Grillo — he  a  retired  Genoese  ship  cap- 
tain, she  a  transplanted  British  South  African.  They  soft- 
ened us  up  with  a  round  of  Negrone  cocktails  the  moment 
we  arrived  and  then  knocked  us  out  with  a  fabulous  meal 
of  minestrone  dressed  in  pesto,  a  succulent  veal  invo/tini, 
and  fresh  porcini  mushrooms  perfuming  the  entire  room. 

The  climax  of  our  extramural  wanderings,  however, 
probably  occurred  on  Thursday  evening,  when  we 
mounted  a  friendly  invasion  of  the  imposing  Castello  di 
Brolio.  After  we  cooled  our  heels  at  the  portcullis  (there's 
a  turn  of  phrase  I  haven't  had  occasion  to  use  much  be- 
fore), the  electronic  gate  swung  open,  whereupon  the 
current  baron,  Bettino  Ricasoli,  welcomed  11  pie-eyed 
North  Americans  into  the  castle  keep  of  the  Tuscan  aris- 
tocracy. The  Ricasoli,  formerly  the  largest  landowners  in 
Chianti,  have  inhabited  this  property  for  almost  1,000 
years,  and  they  remember  remodelings  that  date  back  to 
1478,  when  hordes  of  marauding  Sienese  arrived,  unlike 
us,  without  an  invitation  to  dinner.  The  baron  and  his  wife 
Costanza  ushered  us  into  a  high-ceilinged  and,  well,  ba- 
ronial banquet  hall  of  such  splendor,  with  coats 
of  armor  against  the  wall  and  stained  glass 
windows,  that  they  could  have  served 
Spam  and  moon  pies  and  we  would  I 
have  begged  for  the  recipe. 


One  of  our  number  managed  to  overcome  the  collective 
awe  long  enough  to  offer  a  toast,  and  the  baron,  a  shor 
and  slender  man  in  his  70s  who  didn't  quite  fill  his  blue 
suit,  replied  with  a  grace  and  generosity  as  vanishing  as  thij 
world  of  the  Tuscan  aristocracy  itself.  "Because  you  arJ 
Lorenza's  friends,"  he  said,  "you  are  also  our  friends,  even 
though  we  are  meeting  for  the  first  time  tonight."  No 
cooking  class  may  be  considered 
complete  without  a  lesson  in  hosi 
pitality,  and  the  baron  effortless)! 
offered  us  an  advanced  seminar 
With  a  wink,  he  even  wished  u 
well  in  our  "studies." 


1  in 


Graduation  festivities:  we  would  have  sung  our 
alma  mater  if  wed  had  one. 


TIE  LAST  SUFFER  ] 
h,  yes,  our  studies.  I  learni 
ed  one  of  the  most  valu 
tble  lessons  in  cooking  oJ 
graduation  day,  when  Lorenz: 
gave  me  a  ride  down  to  the  nearbi 
town  of  Montevarchi;  she  wa| 
looking  for  pearl  onions  for  ouj 
grand  finale  evening  meal,  am 
I  was  looking  for  some  exoti 
garden  seeds  to  bring  back  tj 
Brooklyn.  Lorenza  ducked  into  four  stores  in  two  differ 
ent  towns  without  finding  the  right  kind  of  onions,  bu| 
emerged  from  the  last  shop  with  a  triumphant  smile 
"Ovu/i!"  she  cried,  holding  up  a  bag  of  wild,  red-cappei 
mushrooms  whose  season  is  so  short-lived  that  it  can  b 
measured  in  days,  if  not  hours.  "These  are  fantastic,"  sh 
said.  The  late  summer  rains  in  Tuscany  had  accelerate 
the  season,  and  she  snatched  up  this  unexpected  prize  an 
to  hell  with  the  onion  recipe.  "What  is  in  season  is  tasty, 
she  had  told  us.  "What  is  not  in  season  is  not  tasty." 

For  our  "last  supper,"  I  was  pressed  into  duty  choppin 
herbs,  and  after  what  was,  in  all  modesty,  a  tour  de  fore 
of  menial  labor,  Lorenza  glanced  over  and  pronounced  th 
effort  an  A+.  Perversely,  I  lobbied  for  an  Incomplete 
"How  can  you  grade  us?"  I  cried.  "We  haven't  even  mad 
anything!"  I  must  have  looked  a  little  disappointed,  b 
cause  for  one  of  the  few  times  that  entire  week,  Loren2j 
looked  a  little  nonplussed.  "You  are  making,  you  are  mak 
ing!"  she  replied. 

In  retrospect,  I  realize  it  would  have  been  a  derelictio 
of  Italian  culinary  honor  to  entrust  the  fate  of  such  an  im 
portant  valedictory  repast  to  rank  amateurs.  So  yes,  ii 
case  you  were  wondering,  we  "made"  a  spectaculg 
final  meal.  We  prepared  the  mushrooms  raw  as  a 
appetizer  (sliced  thin,  drizzled  with  olive  oil 
bruschetta\  a  bread-and-cheese  soup  know 
as  passatelli;  roast  pork  with  fennel,  carrot 
and  raisins;  lettuce  rolls  stuffed  with  brea 
crumbs,  parmesan  and  smoked  mo2 
zarella;  and  a  chocolate-mousse-like  swea 
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with  the  engaging  name  of  Moro  in 
camicia  ("Moor  in  a  nightshirt").  We 
poured  copious  amounts  of  Badia 
a  Coltibuono's  stellar  1990  Chianti 
Classico  Riserva  and  ate  a  wonder- 
ful meal,  the  secret  ingredient  of 
which — in  addition  to  the  expertly 
chopped  herbs — was  the  group  ca- 
maraderie that  had  developed  over 
the  previous  week. 

After  the  last  of  the  nightshirted 
Moors  melted  in  our  mouths,  the 
Badia  staff  held  a  little  graduation 
ceremony.  We  cheered  and  applaud- 
ed as  each  of  us  in  turn  received  a 
diploma,  an  apron  and  a  congratu- 
latory peck  on  the  cheek  from  Lor- 
enza, which  in  culinary  arts  has  the  prestige  of  a  papal 
kiss.  Then,  all  of  us  still  in  aprons,  we  serenaded  Lorenza 
with  a  song  of  nostra  produzione,  as  they  say  in  the  gelato 
shops,  and  Richard  Kagan,  an  accomplished  pianist,  pro- 
vided background  music  that  transformed  the  i6th-cen- 
itury  refectory  into  something  of  a  discotheque,  Lorenza 
lout-dancing  us  all.  But  the  sight  I'll  treasure  most  of  all 
ithat  evening  was  a  quiet,  cheerfully  teary  moment  shared 


Lorenza  de'Medici's  Badia  a  Colti- 
buono  "Villa  Table"  runs  $4,200  per 
person,  double  occupancy;  $4,700 
for  singles.  1997  dates:  May  20-26; 
June  1-7;  June  29-July  5  (the  Palio); 
Sept.  7-13;  Sept.  21-27;  Oct.  5-11;  Oct. 
19-25.  For  reservations  and  inform- 
ation: 214-373-1161,  fax  214-373-1162. 


by  the  Sheridan  sisters  and  their  fa- 
ther, Bob,  their  faces  a  frieze  of  both 
contentment  and  a  little  sadness, 
knowing  that  a  marvelous  experience 
was  about  to  end. 

As  to  the  cooking,  ineff ability 
seemed  to  be  a  big  part  of  the  in- 
struction. Early  in  the  week,  while 
Lorenza  worked  some  bread  dough, 
someone  had  asked  how  she  could 
tell  that  the  consistency  of  the  dough 
was  just  right,  and  she  replied,  "We 
know."  By  the  time  I  returned,  after  a 
week  of  eating  rabbit  and  wild  boar 
and  downing  some  wines  that  even 
the  Francophilic  wine  critic  Robert 
Parker  has  termed  "spectacular,"  I 
know  a  little  more  than  I  did  before,  and  when  dinner 
guests  now  ask  how  I  can  telHvhen  the  focaccia  is  done 
or  how  I  made  the  gnocchi  so  light,  it's  a  pleasure  to  pause 
and,  mustering  as  much  casual  diffidence  as  the  master 
herself,  say  simply,  "I  just  know."  • 

Stephen  S.  Hall,  an  editor  at  The  New  York  Times 
Magazine,  is  author  oj A  Commotion  In  The  Blood  (Holt). 
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BY  WILLIAM  F.  BUCKLEY,  JR 


EXPHES 


From  Beijing  to  Moscow  and  (gratefully)  horn* 


I'm  sure  it  has  happened  to 
you,  the  invitation — however 
conveyed — to  a  trip,  perhaps  even 
to  an  adventure.  You  stare  at  it 
for  a  little  while  then  pull  up  an 
Uzi  and  blast  away  at  your  cal- 
jndar,  leaving  not  one  living  trace  of  what  had  been  com- 
jiitments  trivial  and  solemn,  some  of  them  months  old.  It 
lad  happened  to  me  three  times  before:  once  the  invita- 
|on  to  come  along  as  a  guest  of  the  Argentine  navy  aboard 
s  400-foot  cadet  sailing  ship  (Santo  Domingo  to  New 
I  ork).  Again  when  I  was  asked:  would  I  like  to  travel  to 
le  South  Pole  with  the  Secretary  of  the  Navy?  And  then 
le  phone  call:  would  I  like  to  travel  down  in  the  little 
ep-water  sub  to  ogle  the  Titanic} 
The  brochure  from  Yale  University  now  described  a  trip 
n  the  "Nostalgic  Istanbul  Orient  Express  Via  Trans- 
longolian  and  Trans-Siberian  Rail  Lines."  Breathlessly, 
howed  the  brochure  to  my  wife,  declaring  my  intention 


to  go.  She  scanned  it,  and  shook  her  head  in  disbelief. 

Three  months  later,  24  hours  after  boarding  the  Russian 
train,  I  wrote  these  sentences. 

Just  in  case  I  should  forget,  though  I  won 't:  don  V  even  con  - 
sider  taking  your  wife/husband  on  the  luxury  Trans-Siberian 
railway  trip,  Beijing-Moscow  or  vice  versa.  It  is  hard  enough 
on  one  person,  even  of  moderate  agility.  They  tell  you  these  are 
luxury  compartments — designed  and  built,  to  be  sure,  in  the 
jos.  When  I  read  that,  I  nodded  my  head  acquiescently.  Nine 
nights  on  such  a  train?  So?  What  could  be  so  austere  about  the 
jos  Orient  Express?  The  swells  who  traveled  about  the  world 
with  their  valets  didn  V  really  notice  Wall  Street  suicides  or  the 
grapes  of  wrath.  These  were  trains  designed  for  them  to  en- 
hance their  pursuit  of  luxury.  Indeed,  the  word  is formally  used 
on  their  stationery:  "Orient  Express/Luxury  Private  Train. " 

The  temperature  in  the  compartment,  as  I  write,  is  8g  de- 
grees. There  is  no  air-conditioning.  There  is  no  toilet  (there  is 
one  toilet  per  sleeping  car,  i.e.,  for  nine  compartments).  There 
is  no  hanging  locker.  There  are  no  drawers.  In  the  bathroom, 


which  is  a  sink,  there  are  two  ledges, 
one  eight  inches  across,  the  other, 
four  inches:  enough  to  hold  one- 
tenth  of  your  (my)  toiletries.  (There 
is  ten  times  more  vertical  wall- 
space,  hut  it  goes  unused.)  Above  the 
electrical  socket  is  printed,  "noV, 
Razor. "  You  have  anticipated  a 
need  for  an  alien  plug  and  you  con- 
fidently whip  up,  from  your  kit,  the 
appropriate  one.  Nothing  happens. 
You  call  the  Russian  attendant.  "Oh 
yes,  the  electric  outlets.  Well,  they 
don  V  work.  Don  V  work  anywhere 
on  the  train. "  You  pull  out  your  lap- 
top computer  to  situate  it  on  the  lit- 
tle desk-table,  which  only  just 
accommodates  it.  You  look  about for 
convenient  spaces  to  place  such  sun- 
dries as  pens  and  paper  clips  and 
diskettes,  but  the  window  ledge  is 
without  a  fiddle.  (A  fiddle  is  the 
guardrail  that  keeps  objects  like  eye- 
glasses or  ashtrays  from  tumbling 
over.)  Forward  of  the  table,  at 
waist  level,  there  are  two  tiny  ledges 
that  do  have  fiddle-protection.  But 
they  lie  athwartship.  Since  railroad 
cars,  when  they  tilt,  do  so  from  side 
to  side,  not  from  back  to  front,  these 
fiddles  are  useless;  and  anyway,  they 
are  out  of  reach  when  you  are  sit- 
ting (the  only  place  you  can  sit). 
Although  there  is  no  hanging  locker, 
you  are  given  hangers.  They  are  us- 
able on  the  steel  webbing  of  the  lug- 
gage racks  overhead.  Everything 
you  hang — -jackets,  pants,  over- 
coats— dances  about  in  the  kinetic 
frenzy  of  your  luxury  private  cabin. 


SHUT  UP!  Wl  I  AT  DUMB  THINGS 

to  fret  over,  freshly  embarked  on 
a  5,300-mile  trip  across  Eurasia 
with  sights  to  see — great  plains, 
tundra,  mountains,  lakes,  rivers — 
even  the  Great  Khan  never  saw! 
The  Voice  I  hear  is  dead  right. 

So  you  crumple  up  your  disgruntled  notes  and  look  for 
the  waste  basket. 

Only  you  can 't find  one. 

So  you  uncrumple  your  notes  and  try  to  sleep  in  the 
heat.  The  little  electric  fan  does  work,  and  in  your  misery, 
eyes  closed,  you  force  yourself  to  wonder  what  it  must  be 
like  for  the  wretched  outside,  the  herdsmen  of  the  Gobi 


^SSmjII  s  a » f%^V  'i 't  'i  I  'i  1  Vtii  *  I  8  f  1 


I ORDERED 

AGIN 

AND  TONIC. 

NO  ICE. 


Desert,  dry,  menacing,  suller 
from  wasted  history.  Meani 
while  it  is  difficult,  with  the  sec 
ing  and  sawing,  to  read  you 
book.  You  have  the  distinct  imj 
pression  you  are  racing  down 
the  tracks  at  110  miles  per  houfl 
Actually  we  never  go  over  5 
mph.  How  do  I  know?  Becausj 
I  do  not  venture  outside  with 
out  my  Global  Positioning 
System,  and  I  can  stick  it  out  a 
the  window  and  get  speed  and 
geographical  location.  Sleej 
eventually  rescues  you. 


Two  weeks  of  "luxury, "  Siberian-style:  enough  to 
make  a  cultural  relativist  out  oj  almost  anybody. 


It  is  a  pretty  overpowering 
thought,  to  do  the  great  trip  01 
the  fabled  rail  route  complete) 
as  recently  as  under  Czar  Nich 
olas  II.  The  first  night  of  travel 
after  three  days  in  a  Beijin 
hotel,  we  would  spend  on  th 
Chinese-Siberian  train.  It  opef 
ates  on  a  narrower  gauge  than 
the  succeeding  Russian  train, 
would  learn  from  Alan,  a  felloe 
traveler  from  Palo  Alto  whi 
knows  quite  simply  everything 
that  the  reason  different  coun 
tries  have  different  gauges  i 
to  discourage  invasion.  (Whe 
the  Spaniards  set  out  to  rebuil 
their  railroad  system  they  in 
tentionally  selected  a  differer 
gauge  from  the  French,  to  guar 
against  another  Napoleon.) 

After  the  first  night's  trail 
travel  we  would  arrive  in  Mor 
golia,  about  whose  vivid  histoi 
we  would  hear  vividly  fro 
Professor  Hal  Kahn  of  Star 
ford.  He  told  us  about  th 
Khan's  genius  as  a  warrior  an 
organizer,  and  of  the  awfu 
conventional  brutality  of  lil 
and  times  under  him  and  h 
successors  (defiant  cities  under  siege  were  often  made  a 
example  of  by  simply  killing,  after  the  city  was  taken,  all  i 
men,  women  and  children).  At  Erlian  we  boarded  th 
Russian-gauged  Nostalgic  Orient  Express,  arriving  o 
Day  3  at  Ulan  Bator,  the  capital  city. 

Depending  on  the  seniority  of  your  application,  you  a: 
berthed  next  door  to  the  bar  car  and  three  dining  cars;  i 
as  many  as  nine  cars  away,  in  which  case  you  must  be  pr« 
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We    believe  that 
great   ideas  can  occur 

ANyf  H  E  RE. 

j        Not  necessarily  in 

THE  BATHTUB. 


For  Archimedes  it  was  the  bathtub.  For  you  it  may  even  be  our  lounge.  At  Oberoi  Hotels  we  believe  that 
thoughts  arise  from  the  depths  of  ease.  This  belief  is  reflected  in  an  ambience  of  serenity  that  permeates 
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pared  for  three  alpine  expeditions 
every  day.  The  little  aggravations  dog 
you.  The  electrical  outlet  in  the  com- 
partments having  failed,  you  needed 
to  find  juice  for  your  computer  and 
there  is  only  one  live  plug — in  the 
shower  car,  in  the  same  little  office 
from  which  the  tour  guide  and  the 
lecturers  address  you,  once  or  twice  or 
more  every  day.  But  in  order  to  hear 
them,  you  have  to  leave  your  cabin 
and  stand  in  the  narrow  passageway, 
because  there  are  no  speakers  inside 
the  cabins.  After  coping  the  first  time 
with  the  computer  problem,  on  Day 
2  I  trudged  on  to  the  bar 
car  and  ordered  a  gin 
and  tonic.  No  ice.  Why? 
Because,  sir,  the  water  in 
Mongolia  is  not  pure. 
You  ask  why  they  don't 
use  non-Mongolian  wa- 
ter to  make  the  ice?  No 
answer.  The  air  in  the 
bar  car  is  impossibly 
fetid.  You  think — never 
mind:  I  will  swallow  my 
lukewarm  gin  and  tonic 
and  have  a  little  smoke 
and  forget  it  all;  but  you 
can't  smoke.  In  a  bar  car 
in  central  Mongolia  you 
cannot  smoke  a  cigar!  You 
take  your  warm  drink  to 
the  dining  car.  Surely 
there  will  be  candlelight, 
indispensable  to  your 
vision  of  choo-chooing 
in  the  night  across  vast 
dark  spaces.  No.  Only 
bright  overhead  lights — 
you  might  be  dining  at 
one  of  those  buffets  in 
Penn  Station  still  open 
at  3  a.m.  for  staff  and 
stray  travelers.  It  is  dis- 
mally hot  and  you  ask  why  the  win- 
dows aren't  raised.  You  try  to  un- 
derstand exactly  what  the  Russian 
tells  you.  It  has  something  to  do  with 
the  absence  of  a  crank  handle,  without 
which  those  windows  simply  stay 
shut.  You  sit  down,  and  close  your 
eyes,  and  say  to  yourself,  repeatedly: 
I  am  on  the  Luxury  Trans-Siberian 
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Express  beginning  a  5,300-mile  roman- 
tic expedition  covering  ground  it  took 
Marco  Polo  a  lifetime  to  traverse.  I  am 
just  now  in  Mongolia,  where  the  great 
Khan  found  himself  in  the  ijth  century, 
master  of  practically  the  entire  known 
world.  Think  about  it!  If  you  don't 
succeed  in  prolonging  the  enchant- 
ment of  the  entire  venture  in  your 
fancy,  you. . .will. .  .go. .  .nuts. 

At  Ui.an  Bator  we  saw  the  Mu- 
seum, viewed  and  heard  some  native 
song  and  dance,  and  ended  the  after- 
noon visiting  a  yurt  ("A  circular 


IT  WAS  AT 

ULAN  BATOR  THAT 

WE  LOST 

MR.  METCALFE. 


Postcards  from  the  edge,  indeed:  tourists  in  Eastern 
Siberia  come  for  the  gulags,  but  stay  for  the  scenery. 


domed  portable  tent  used  by  the 
Mongolian  nomadics  in  Central 
Asia").  Once  inside  we  had  succor 
from  the  sudden  biting  cold,  a  wind 
that  shrilled  in  from  the  mountains  to 
the  west.  The  little  fire  burned  sheep 
dung.  We  had  been  warned  by  man- 
agement not  to  eat  or  drink  anything 
proffered  us,  under  pain  of  instant 
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death,  and  so  had  to  cope  with  the 
diplomatic  problem:  we  accepted  bits 
and  pieces  of  the  hard  gruel  especially 
prepared  for  us  by  the  patient,  heavy 
woman  in  the  little  tent,  her  four  chilj 
dren  at  her  side.  Surreptitiously  and 
with  much  evasive  action  we  disposed 
of  them,  in  my  case  in  the  deep  pockel 
of  my  parka.  It  was  at  Ulan  Bator  thai 
we  lost  Mr.  Metcalfe. 

Having  been  almost  three  day 
without  any  news,  except  from  Prol 
fessor  Kahn  of  happenings  700  yearii 
ago,  we  were  riveted  to  learn  thai 
when  time  came  just  now  to  pull  awai 
and  head  towards  Russia,  j 
quick  poll  of  the  68  passen 
gers    revealed    that  Mb 
Metcalfe  was  simply  no 
there.  Earlier  in  the  after 
noon  he  had  elected  V 
forego  the  yurt  excursion 
but  when  Mrs.  Metcalfe 
his  Ph.D.  wife,  returne* 
with  the  rest  of  us,  he  wa 
not  there.  She  supposei 
him  gone  out  for  a  ten 
minute  walk.  A  franti) 
45-minute  search  was  uni 
dertaken,  of  the  railroa| 
station  and  points  of  con 
ceivable  interest  in  the  im 
mediate  vicinity;  but  soo| 
a  desperate  Mrs.  Metcali 
was  informed  by  manage 
ment  (the  principal  offici: 
on  the  excursion  was  M 
Amstutz  from  Zurich,  sul 
perintending  the  Swiss] 
owned  train)  that  there  wll 
no  alternative  to  simpl 
going  on.  Our  train's  trad 
reservations  are  hallowei 
negotiated  with  Peter  tr 
Great,  or  whomever,  an 
there  is  no  way  a  13-cl 
train  can  just  dawdle  some  place  wai 
ing  for  Mr.  Metcalfe.  So  Mrs.  Me 
calfe  grabbed  an  overnight  bag  an 
went  off  in  the  night  in  centrj 
Mongolia  looking  for  her  husband. 

The  business  about  the  rigidity 
the  train's  scheduling  was  forceful 
communicated  to  us  the  followir 
morning  when,  as  told  to  do,  v| 


awaited  a  knock  at  the  door  of  our 
compartments  at  "about  4  a.m."  It 
came,  and  one  of  the  three  uniformed 
customs  officials  handed  me  a  form. 
Our  instructions  were  to  complete 
it  and  await  a  second  call  about  a  half 
hour  later,  when  we  would  give  the 
Russian  officer  our  passports.  One 
hour  later,  approximately,  there 
would  be  a  third  knock:  our  declar- 
ation form,  stamped,  was  then  re- 
turned, with  our  passport. 

I  remember  remarking  at  breakfast 
i  to  Sam,  my  dear  old  friend  who  occu- 
pied the  compartment  next  door,  that 
if  I  had  the  resources  of  the  The  New 
York  Times,  I  would  assign  a  cub  re- 
porter to  explore  the  question:  why 
do  the  Russian  immigration  and  cus- 
toms people  put  Trans-Siberian  pas- 
sengers through  that  early  morning 
ordeal?  Are  the  officials  all  otherwise 
occupied  before  4  a.m.  and  after  6 
a.m.?  Or  is  it  just  a  Marxian  twitch, 
deranger  le  bourgeois}  After  all,  you  can 
arrive  at  the  airport  in  Moscow  and 
do  Immigration  and  Customs  in  a 


William  F.  Buckleys  National  Revue 
performs  "Midnight  Train  to  Irkutsk. " 

half  hour,  so  why  on  the  Mongolian 
border  two  hours?  And  before  dawn? 
But  Sam  and  I  were  becoming  listless. 
He  had  contracted  a  dogged  stomach 


disorder,  while  I  tried,  as  it  happened 
unsuccessfully,  to  subdue  an  energy- 
consuming  cold.  But  there  were  no 
complaints  on  board.  We  had  been 
thoroughly  chastened,  and  then  too 
we  had  Metcalfe  to  worry  about. 

Siberia.  In  the  mind's  eye  it  is  pri- 
marily the  vast  frozen  part  of  the 
world  that  Stalin  thought  providen- 
tially designed  by  God  for  forced- 
labor  camps.  Much  of  it  is  permafrost, 
too  cold,  in  the  higher  latitudes,  ever 
to  let  the  ground  thaw  out.  To  con- 
tend with  Nature's  oppression,  some 
of  Siberia's  factories  are  built  on  stilts. 
Shrewdly  cut  fissures  are  exploited  as 
canals  for  the  heavy  east-west  traffic. 
Siberia  is  immense,  larger  than  the 
United  States,  though  its  population 
(around  31  million)  is  roughly  that  of 
California's.  Its  natural  resources  are 
huge:  fuel,  gold,  timber,  diamonds, 
furs,  all  together  accounting  for  one 
half  of  Soviet  hard-cash  receipts  (in 
1988,  for  a  net  of  $20  billion).  Its  citi- 
zens are,  we  learn,  bitterly  resentful  of 
Russian  exploitation  (we  Siberians, 
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writes  Valentin  Rasputin,  are  "a  barge 
moored  to  Russia  that  brings  in  its 
wraith  of  goods  and  then  is  pushed 
away  from  the  shore");  but  from  all 
appearances  they  are  resigned  to  at 
least  another  millennium  or  two  or 
satellite  status. 

Everything  about  Siberia  is  huge. 
We  paused  at  Ulan-Ude. 
Its  most  immediately  mem- 
orable feature  is  the  largest 
extant  head  of  Lenin  (12 
feet,  nape  to  pate).  The 
Russians  have  a  difficult 
time  coping  with  Lenin.  On 
the  one  hand  they  know  he 
is  a  not-so-good  historic- 
al character.  On  the  other 
hand,  without  him  some- 
where in  the  picture  they 
are  ugly  historical  duck- 
lings. In  Moscow,  before 
the  happy  events  of  1991, 
there  were  62  statues  of  him, 
reduced  now  to  eight — it  is 
an  asymptotic  exercise,  the 
intersection  (zero  statues  of 
Lenin)  never  quite  taking 
place.  The  day  is  yet  un- 
known when  all  of  imperial 
Russia  will  be  clean  of  any 
monumental  memory  of  V. 
I.  Lenin,  whose  cosmetic 
remains  we  would  view  a 
week  later  in  Moscow. 

From  Ulan-Ude  we  went 
on  and  dallied  at  Lake 
Baikal,  traversing  it  by  hy- 
drofoil, learning  that  the 
lake  is  400  miles  long,  one 
mile  deep,  and  that  there  is 
as  much  fresh  water  there  as 
the  entire  world  consumes 
in  five  years.  It  nicely  re- 
flects the  Siberian  meta- 
bolism to  hear  that  the  lake 
widens  by  one  inch  every 
year.  "So  we  only  measure  it 
every  17  years."  We  would  spend  five 
days  before  reaching  the  Urals,  which 
separate  Europe  and  Asia,  and  my 
memory  is  of  day  after  day  of  large 
open  areas  clotted  with  birch  trees, 
thinly  populated  and  unsupervised, 
yet  here  and  there  transmuted  as  if 


tended  acre  by  acre,  making  great 
British  gardens,  with  soigne  fur  trims 
and  decorative  finger  lakes.  Our  pas- 
sage over  Siberia  was  as  long  as  coast- 
to-coast  travel  in  the  United  States. 

Irkutsk,  the  gold  capital  of  Eastern 
Siberia,  is  a  great  cultural  and  scientific 
center.  It  sprang  neatly  to  shape  early 


SOME  OF  US 

WERE  READY  FOR  A 

LITTLE 

CULINARY  DIVERSION. 


more  needed  doing,  but  there  wasn't 
one  around.  Nature  abhorring  a  vac- 
uum, one  Gushya,  an  exiled  convictj 
took  over.  "He  terrorized  the  house- 
holders, especially  when  their  wooderj 
buildings  failed  to  conform  to  the  new 
street  plan,"  our  guidebook  informed 
us.  "If  a  corner  or  wall  stuck  out  tod 
far,  he  would  have  it  chop-^ 
ped  off,  causing  some  half- 
sawn-off  rooms  to  be  lef] 
open  to  the  elements,  somej 
times  for  years.  By  1822 
Irkutsk  had  a  new  look,  witH 
15,000  citizens  and  2,00c 
houses."  City  planning,  di- 
rect approach. 


Bread  lines? What  breadlines?  Our  intrepid  correspondent 
hunts  for  the  staff  of  life,  on  which  to  spread  his  delicious  ikra 


in  the  19th  century,  though  only  after 
some  prodding — it  was  for  a  while 
disorderly,  in  the  tradition  of  gold 
towns.  In  1808  a  governor  brought  in 
forced  labor  and  filled  in  the  muddy 
streets.  They  looked  around  for  a 
professional  engineer  to  oversee  what 


It  was  at  Irkutsk  that  wi 
learned  that  Metcalfe  lived 
A  native  had  gently  directed 
him  to  the  U.  S.  Consul,  to 
whom  Mrs.  Metcalfe  wa 
subsequently  directed,  and 
by  the  time  we  had  newi 
of  them,  they  were  flyinj 
home;  to  be  sure,  withou 
their  baggage,  which  con; 
tinued  to  travel  with  us  oi 
the  Trans-Siberian  Express 
I  remembered  that  our  toil 
instructions  had  includei 
advice  on  how  to  secure  ini 
surance  against  missing  ou 
on  the  trip  for  whatever  real 
son,  in  the  case  of  Mi 
Metcalfe,  a  little  inoppor 
tune  vagueness. 

We  had  yet  ahead  c 
us  Novosibirsk,  the  gres 
industrial  center,  with  i\ 
opera  house  and  prodigioi. 
local  market,  which  stretche 
out  for  acres.  We  were  bein 
taken  now  to  the  Church  c 
the  Holy  Cross.  Its  life  ha 
more  than  once  been  threai 
ened.  At  one  point,  soo 
after  he  exercised  total  power,  Stall 
had  decreed  that  all  churches  and  syr 
agogues  should  be  razed,  and  man 
were.  But  many  also  remained  stanc 
ing,  some  of  them  put  to  secular  us 
as  granaries,  or  whatever.  Approacf! 
ing  the  church,  using  the  loudspeaki 
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in  the  bus,  our  guide  Olga  described 
the  once-threatened  church  as  if  it 
were  a  member  of  her  family.  At  one 
i  point  in  the  '30s  an  emissary  to  Mos- 
cow was  conscripted  to  travel  to  the 
Kremlin  and  plead  for  the  church's 
survival.  He  had  been  carefully  pre- 
pared: he  was  instructed  not  to  make 
any  mention  of  any  spiritual  concern 
for  the  church.  He  was  to  express  his 
wish  for  its  survival  only  because  of 
the  church's  antiquity  and  its  orna- 
mental importance  to  the  city.  It  was 
truly  a  miracle,  Olga  said,  though 
there  had  been  a  downside  to  it  all. 
The  church  was  spared;  the  emissary, 
alas,  disappeared. 

We  entered  it,  high-ceilinged,  the 
walls  crowded  with  paintings  and 
statues,  the  glass  stained.  And  imme- 
diately on  closing  the  church  door  we 
leard  music  seemingly  divine:  one 
woman's  voice,  one  man's,  with  organ 
&t  the  background,  it  turned  out  to  be. 
[Three  bearded  priests  were  at  the 
lltar,  saying  the  Orthodox  Mass.  I  si- 
llied over  to  the  nave  to  observe  the 


The  original  1895 poster  hawking  the 
Orient  Express,  now  a  bar-car freebie. 

musicians  more  closely.  He  was  per- 
haps 30,  not  older;  she,  with  her 
unerringly  pitched  bel  canto,  in  her 
mid^os.  The  priests  were  all  three  of 
them  young  men.  The  parishioners  (it 


was  not  Sunday)  were  about  20,  at 
least  half  of  them  young.  There  were 
more  people  at  Holy  Cross  that  day 
than  we  found  waiting  to  view  Lenin, 
five  days  later. 

Some  of  us  were  ready  for  a  little 
culinary  diversion.  The  food  was  al- 
ways substantial,  but  not  much  more 
could  be  said  for  it.  At  one  market 
stand  I  tried  to  make  headway,  but 
failed  to  get  my  request  over  to  the 
smiling  young  woman  on  duty.  Un- 
accountably, a  word  flashed  into  my 
mind  from  the  Russian  vocabulary  list 
passed  around  that  morning  at  break- 
fast, and  I  found  myself  saying:  "ikraT 
Instantly  she  ducked  down  under  the 
counter  and  bounded  up  with  two 
round  tins — 400  rubles.  I  shot  a  cov- 
etous and  triumphant  glance  at  Sam. 
"Tonight  we  shall  feast  on  caviar, "  I 
solemnly  announced.  To  which  end 
we  roamed  the  market  and  collected 
sour  cream  and  onions  and  lemon  and 
an  aromatic  high-priced  vodka  and 
great  cylinders  of  fresh  bread.  That 
night  I  handed  the  cans  to  the  waiter 
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to  take  back  to  the 
kitchen,  open  and 
serve.  I  sliced  the 
onions,  poured  the 
vodka,  exchanged 
itoasts  with  Sam 
and  waited  for  the 
splate  of  black  gold. 
[The  waiter  came 
|back  and  placed 
our  booty  down  on 
[the  table.  We  stared 
jdown  at  globs  of 
bmetic  raw  stur- 
geon. We  tried  to 
give  it  away,  with- 
out much  success. 
t)o  not  order  ikra 
roehind  the  Iron  Curtain. 

Our  travel  companions  were  about 
one  half  of  them  associated  with 
Vale,  the  other  half  with  Stanford. 
They  were  mostly,  like  Sam  and  me, 
bf  a  certain  age.  With  no  exceptions 
':hey  were  genial  men  and  women. 
:Social  energies  were,  however,  pretty 
■veil  consumed  after  a  day's  travel  and 
light-seeing,  and  the  pianist  who 
performed  in  the  bar  car  found  it 
linattended  most  of  the  time  after 
pine  o'clock  (time  changes  were  ec- 
tentric  and  incessant — we  traveled 
Ijhrough  ten  time  zones).  We  passed 
\hy  Ekaterinburg,  where  Lenin  exhib- 
ited his  Bolshevik  manhood  by  or- 
dering soldiers  to  pump  lead  into  four 
lirls  and  a  little  boy,  as  well  as  into 
heir  parents,  Nicholas  and  Alexan- 
dra. So  now  we  had  reached  the 
Urals,  which  semi-officially  separate 
Europe  and  Asia.  And,  on  the  same 


WE  TRAVELED  THROUGH 

TEN 

TIME  ZONES. 


long  day  before 
reaching  Moscow 
at  midnight,  Yaro- 
slavl, leafy  and  old 
and  self-confident, 
astride  the  Volga 
River,  with  pre- 
civil  war  mansions 
and  a  professional 
choir  of  36  singers 
who  performed  for 
us,  stupefying  in 
their  discipline  and 
musicianship;  then 
on  to  Moscow. 

Bobby  and  his 
wife,  Candy,  both 
much  younger  than 
I,  were  progressively  fatigued  by  our 
exertions  and  those  of  the  train,  and 
when  we  got  to  Moscow,  Bobby 
stormed  United  Airlines  for  two  seats 
on  the  nonstop  to  New  York,  where 
their  own  Lear  would  pick  them  up 
and  return  them  to  Dallas.  His  dog- 
ged perseverance  kept  him  away  from 
much  of  the  last-night-together  ban- 
quet (in  the  exquisite  dining  room  of 
the  Savoy  Hotel  with,  however,  over- 
head lights  more  appropriate  to  an 
operating  room).  But  he  came  back  fi- 
nally to  rejoin  the  group,  a  triumphant 
smile  on  his  face,  and  whispered  out 
his  exultant  news.  By  heavy  exertion, 
he  had  succeeded  in  reducing  by 
one  day  the  itinerary  of  the  Trans- 
Siberian  Luxury  trip.  • 

William  F.  Buckley,  Jr.,  isedi- 
tor-at-large  of  National  Review.  His  cur- 
rent book  is  Buckley:  The  Right  Word. 


iERIA  THE  HAR] 


A  Cast  O 

The  Atlantic  salmon  return, 

every  summer,  to  the 
fabled  rivers  of  Quebec's  Gaspe 
Peninsula.  So  do  the  anglers 

By  Geoffrey  Norman  t      ,  n 


The  air  had  that  fecund, 

■ 

tidal  smell  and  the  town  of  Bonaventure  had  the  sturdy,  unadorned  look  of  .1  working 
coastal  village.  We  had  arrived  in  the  morning,  after  an  all-night  train  ride  from  Montreal, 
across  Quebec,  and  now  our  guide  drove  us  across  the  mouth  of  the  Bonaventure  River, 
sluggish  and  uninspiring  at  low  tide,  and  then  turned  up  an  unsurfaced  road  that  ran 
upstream  through  dense  aspen  and  spruce  a  couple  of  miles  to  the  lodge. 

You  want  to  be  impressed  by  your  first  look  at  some  new  place  where  you  will  be 
spending  a  week,  and  you  can  tell  a  lot  by  that  first,  hasty  appraisal. 

"Perfect,"  my  wife,  Marsha,  said.  And  it  was.  Log  construction.  A  nice  porch  in  back  3 
with  benches  where  you  could  sit  and  take  off  your  waders  and  pegs  where  you  cbul 
hang  them.  A  convivial  central  room  with  a  big  fireplace  and  comfortable  camp  furniture. 
Big  dining  area  with  a  table  long  enough  to  seat  a  dozen  people.  A  broad  front  porch 
that  looked  out  over  a  couple  of  acres  of  ground  that  had  been  cleared  of  all  but  a  tew  or- 


If  you  want  a  week  of  good  salmon  fishing 
go  for  four  weeks.  One  of  them  might  be  good. 


"Welcome  to  Camp  Bonaventure,"  said  Glenn  LeGrand, 
and  he  meant  it.  The  camp,  which  he  had  owned  for  two 
years  and  dreamed  of  his  entire  life,  means  as  much  to 
LeGrand  as  an  NFL  franchise  means  to  Jerry  Jones.  It 
means  more,  perhaps. 

Introductions,  all  around.  Handshakes.  LeGrand  has 
a  cheerful,  expressive  face  and  playful  eyes.  He  seems,  al- 
most always,  to  be  enjoying  himself  enormously. 

But  his  eyes  cloud  over  slightly  when  someone  asks  him 
how  the  fishing  has  been. 

"Fair,"  he  says.  "Just  fair.  We  need  some  rain  to  bring 
a  fresh  run  of  fish  into  the  river.  One  day  of  rain  and  you'll 
have  the  kind  of  fishing  you'll  remember  for  a  lifetime." 

Uh-huh.  You  inevitably  hear  that  line — or  variations 
on  it — if  you  go  places  for  the  fishing.  But  it  seems  like 
you  almost  always  hear  it  about  salmon  fishing.  The 
Atlantic  salmon  is,  in  the  opinion  of  many  fine  anglers, 
the  world's  premier  game  fish.  If  you  went  strictly  by  the 
titles  and  the  fortunes  of  the  people  who  have  fished  for  it, 
the  salmon  is,  hands  down,  number  one.  British  royalty 
has  its  own  rivers  in  Scotland.  (Where  the  fishing  is  so 
poor,  these  days,  that  the  poachers  have  lost  interest. 
Might  as  well  give  the  rivers  to  Princess  Di.)  Franco  had 
his  rivers  in  Spain,  where  poachers  were  executed.  Oddly, 
the  fishing  isn't  much  there,  either.  In  Canada,  the  best 
camps  belong  either  to  clubs  whose  members  are  a  North 
American  elite  or  to  families  with  impregnable  fortunes 
and  names  like  Marshall  Field.  (The  Field  camp  is  on  the 
Miramichi  River,  in  New  Brunswick,  where  the  fishing 
is  still  pretty  good.) 

But  like  many  creatures  of  excellent  pedigree,  the  salmon 
is  exceedingly  temperamental.  In  the  first  place,  fish  that 
have  come  into  the  river  to  spawn  do  not  eat.  That  urge 
has  shut  down  and  another  biological  imperative  has  taken 
over.  So  catching  a  salmon  on  a  fly  is  a  chance  event. 
Nobody  is  quite  sure  why  a  fish  takes  a  fly  in  the  first  place. 
Instinct,  perhaps.  Or  maybe  sheer  aggression.  But  this 
much  any  angler  can  tell  you — even  under  ideal  condi- 
tions, it  is  difficult  to  get  a  fish  to  strike.  And  conditions 
are  never  ideal.  The  water  is  too  high  or  too  low.  Too  hot 
or  too  cold.  It  is  early.  Or  late. 

If  you  want  a  week  of  good  salmon  fishing,  people  used 
to  say,  go  for  four  weeks.  One  of  them  might  be  good. 

"Fair,"  Glenn  LeGrand  had  said,  to  describe  the  fish- 
ing. It  could  turn  out  to  be  a  long  week. 

The  other  guests  in  our  party  were  already  out  fishing. 
So  after  we  unpacked,  cleaned  up  and  ate  breakfast,  we  left 
the  camp.  Our  guide  took  a  road  that  followed  the  valley 
of  one  of  the  world's  fabled  Atlantic  salmon  rivers — the 
Grande  Cascapedia. 


It  is  a  gentle  river,  relatively  flat  and  wide,  without  mucl 
broken  water,  one  loop  following  another  every  few  hun 
dred  yards,  with  the  trees  on  the  opposite  shore  growin: 
down  to  the  bank  and  shading  the  water.  Elsewhere,  th 
surface  sparkles  in  the  midday  sunlight.  It  is  a  beautifu 
river,  and  I  feel  sure  I  would  think  so  even  if  I  did  not  knov 
I  was  looking  at  North  America's  premier  "big-fish"  riven 

Virtually  the  entire  length  of  the  river  is  privately  helc 
Canada's  first  Governor  General,  the  Marquis  of  Lome 
held  a  Crown  Lease.  This  passed  on  to  a  club  and  ther 
largely,  to  the  Englehard  family.  (Mining  and  minerals 
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Some  of  the  best  pooh  on  the  Bonaventure 

nong  other  things.)  There  is  one  pool  on  the  Englehard 
ater,  called  Big  Curly,  that  salmon  anglers  around  the 
:>rld  dream  of  fishing,  for  just  an  hour  or  two.  Our  guide, 
aconic  young  man,  says  he'll  show  us  the  pool  later.  Just 
|  soon  as  we've  pulled  Excalibur  out  of  the  stone. 

Our  pool  is  upstream  of  the  Englehard  water.  Fairly 
pall.  Very  deep  at  the  head  and  neck  then  tailing  off,  400 
jrds  downstream,  to  shallow  riffles.  There  are  four  of  us 

d,  for  some  reason,  I  go  first. 


liver  are  reached  by  canoe  right  from  camp. 

I  step  into  the  water,  strip  line,  check  the  point  of  the 
hook  on  the  small  Green  Highlander  I  am  using  and 
make  my  first  cast.  As  I  do,  I  recall  the  writer  William 
Humphrey's  description  of  salmon  fishing.  "Cast,  and  cast 
again."  You  do  not  cast  to  one  sighted  fish;  you  work  a 
pool,  trying  to  cover  every  square  inch  of  it,  hoping  that 
your  fly  will  be  in  the  right  place  at  the  right  time  and  in- 
creasing the  odds  by  being  thorough,  deliberate  and  disci- 
plined. You  cast,  and  cast  again.  It  occurs  to  me  as  I  make 
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the  first,  short  cast  to  cover  the  water  at  my  feet,  that  I  will 
|  have  made  hundreds — thousands — more  casts  by  the  time 
I  the  week  is  over.  There  are  people  to  whom  that  would 
I  be  only  slightly  more  appealing  than  the  prospect  of break- 
ling  rocks  all  day  on  the  chain  gang.  To  an  angler,  espe- 
|  dally  one  who  never  expected  to  make  a  single  cast  on  the 
Grande  Cascapedia,  it  sounds  like  a  small  piece  of  heaven. 

Six  hours  later  I  was  still  casting,  like  some  kind  of  soli- 
Itary,  penitent  monk  at  his  devotionals.  There  were  four 
Ijof  us  and  we  had  caught  a  few  small  trout  and  a  grilse — a 
;  small  salmon  of  about  two  pounds.  Grilse  don't  really 
i  count.  We  had  struck  out  and  I  was  still  casting.  Everyone 
else  was  ready  to  go  home  so,  reluctantly,  I  quit. 

You  expect  frustration  in  salmon  fishing.  And  you  are 
expected  to  bear  it  with  dignity.  Perhaps  because  the 
salmon  endure  so  heroically  under  their  much  tougher  or- 
deal. Or,  perhaps,  because  the  origins  and  the  rituals  of 
sthe  sport  are  so  British  and  thus  built  on  the  foundation  of 
a  stitt  upper  lip,  bordering  on  stoicism.  Near  hypother- 
mia, on  a  salmon  river,  is  a  "bit  of  a  chill." 

In  Norway  years  ago,  on  an  expedition  to  a  river  that 
was  supposed  to  be  a  new  salmon  hot  spot,  I  was  in  a  party 
with  a  heart  surgeon  who  had  not  raised  a  single  fish  in  a 
week.  He  called  the  States  and  told  his  nurse  to  rearrange 
lis  schedule,  he  would  be  staying  another  week.  For  an- 
ther $5,000.  He  left  Norway  without  ever  raising  a  fish. 

"That's  the  way  it  happens,  sometimes,"  he  said,  with- 
out a  trace  of  self-pity.  "We  just  needed  some  rain.  I'll  be 
jack  next  year." 

Other  people  in  our  group  had  caught  fish  and  we  heard 
bout  it  when  we  returned,  after  dark,  to  Glenn  LeGrand's 
odge.  The  big  room  with  the  fireplace  was  full  of  intro- 
luctions  and  animated  talk.  Those  of  us  who  weren't  al- 
eady  friends  became  friendly  very  quickly.  We  had  lobster 
or  dinner  and  most  of  us  took  two.  They  were  small. 
The  food  was  hearty  and  the  wine — which  one  of  the 
oup  had  researched — was  good  but  not  so  expensive  that 
ou  hesitated  before  refilling  your  glass.  I  have  been  to  a 
ot  of  fishing  lodges  but  never  lingered  so  long,  or  pleas- 
ntly,  over  dinner.  It  had  something  to  do  with  the  group, 


mm 


After  a  long  day  of  solitary, 
repetitive  casting,  some 
human  contact  feels  good. 


f  course,  but  also  with  the  fact  that  we  were  fishing  for 
klmon.  After  a  long  day  of  solitary,  repetitive  casting, 
bme  human  contact  feels  good  and  somehow  reassuring, 
iou  like  hearing  people  talk  and  you  seem  to  laugh  more 
bsily  than  usual. 

The  dinners  went  late  every  night  that  week,  and  the 
homings  started  early.  We  had  miles  of  river  to  fish  and 


There  are  some  pools,  further  upstream,  that  are  best 
reached  by  riding  a  mountain  bike. 

some  of  the  pools  were  a  full  hour's  drive  from  the  lodge. 
One  pool  called  for  a  trail  ride  on  mountain  bikes;  another 
you  reached  by  canoe  from  the  beach  in  front  of  the  lodge. 
All  of  the  pools  were  on  either  the  Bonaventure  or  the 
Grande  Cascapedia.  The  water  in  the  other,  smaller  rivers 
was  too  low  for  fishing. 

Somebody  from  the  lodge  caught  a  fish  every  day,  in- 
cluding one  20-pound  fish  taken  on  a  dry  fly.  But  it  was 
slow  and  we  all  watched  the  sky  for 
the  first,  scudding  clouds  arriving 
ahead  of  a  front.  A  little  rain,  LeGrand 
assured  us,  and  a  fresh  run  of  fish 
would  come  into  the  river  and  we 
would  taste  glory. 

But  the  sky  remained  flawless  and 
we  cursed  our  luck. 
While  the  fishing  was  just  "fair"  by  LeGrand's  rating 
system  (better  by  mine  but,  then,  I  have  been  shut  out 
on  some  of  the  most  famous  rivers  in  the  world),  there 
were  no  complaints.  We  went  down  to  the  river  every  day 
to  cast,  and  cast  again.  Now  and  then,  one  of  us  would 
catch  a  fish.  I  got  a  nice  salmon  from  a  canoe  and  I  was 
almost  as  happy  that  LeGrand  was  in  the  boat  with  me 
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Camp  Bonaventure:  a  friendly,  comfortable  lodge  on  a  lovely  river. 


to  see  it,  and  delight  over  it,  as  I  was  with 
the  fish  itself.  We  were  in  his  special 
pool  and  he  felt  validated. 

So,  in  a  season  when  Art  Lee,  one  of 
the  world's  most  celebrated  anglers,  could 
go  23  days  without  a  fish,  we  were  doing 
fine.  And  there  was  the  lodge,  the  food 
and  the  company. 

Which  included  Bill  Taylor,  the  young, 
vigorous  and  recently-named  president  of 
the  Atlantic  Salmon  Federation.  Bill 
Taylor  sees  the  big  picture.  To  him, 
Atlantic  salmon  fishing  is  not  simply  the 
pool  where  he  is  fishing  today;  though  I 
suppose  he  wouldn't  mind  if  it  were.  He 
is  a  fine  angler  and  he  cannot  get  enough. 
But  he  is  also  a  man  with  a  mission. 

The  mission  of  the  Atlantic  Salmon 
Federation — and,  thus,  Bill  Taylor — is  to 
save  the  Atlantic  salmon  as  a  game  fish. 
Its  members  have  contributed  millions  to  make  the  fight. 
In  the  early  1980s,  the  prospects  for  the  sport  were  bleak. 
Only  9,000  fish  were  taken  from  the  Miramichi  River  in 
1983.  Ted  Williams,  the  baseball  immortal  and  extraordi- 
nary angler,  said  it  was  all  over;  he  was  selling  his  camp. 
Atlantic  salmon  fishing  was  done. 

The  Atlantic  Salmon  Federation  fought  the  good  fight, 
Bill  Taylor  explained  to  me  one  day  as  we  were  watching 
a  pool  on  the  Bonaventure.  "There  were  all  sorts  of  prob- 
lems," he  said.  "We  got  a  handle  on  some  of  them.  But 
none  of  them  have  gone  away."  There  were  more  than 
30,000  salmon  taken  on  the  Miramichi  last  year,  and  Ted 
Williams  didn't  sell  out.  But  the  fishing  that  exists  today 
is  just  a  shadow  of  what  it  once  was  in  the  memory  of 
many  of  the  people  Taylor  works  for. 

"And  we  still  have  to  contend  with  hydro  dams,  abo- 

The  prospect  of  these  rivers 
without  spawning  fish  is  bleak 

and  cause  for  a  kind  of  grief 

riginal  fishing,  poaching,  pollution,  interception  fisheries, 
and  all  of  the  other  threats  to  the  salmon.  Even  the  solu- 
tions cause  problems.  We've  been  promoting  aquaculture. 
The  idea  is  that  if  people  can  buy  farmed  salmon  for  less 
than  what  it  costs  to  net  them,  then  the  netters  won't  have 
any  reason  to  stay  in  business.  And  it  is  working.  But  now 
we're  getting  escaped  farm  salmon  that  may  be  spreading 
diseases  among  the  wild  stock.  They're  also  breeding  with 
wild  fish  and  weakening  the  gene  pool." 

There  was  a  time  when  the  Atlantic  salmon  was  so 
abundant  that  indentured  servants  along  the  Connecticut 


River  had  it  written  into  their  contracts  that  they  coult 
not  be  fed  salmon  more  than  twice  a  week.  Today,  thi 
New  England  rivers  are,  essentially,  barren  of  salmon. 
"No  reason  it  couldn't  happen  up  here,"  Taylor  says. 
Environmental  arguments  are  almost  always  sentimen 
talized  until,  after  a  while,  you  get  a  little  weary  of  then 
Extinction  happens.  But  the  prospect  of  these  rivers  with 
out  a  run  of  spawning  fish  is  bleak  and  cause  for  a  kind  c 
grief.  Lose  the  spawning  salmon,  returning  to  the  river  c 
its  birth,  perhaps  for  the  third  or  fourth  time  (Atlanti 
salmon  do  not  necessarily  die  after  spawning,  like  Pacifi 
salmon)  and  after  a  migration  of  15,000  miles — lose  th« 
and  you  have  clearly  lost  something  of  the  life  force.  Th 
world  becomes  less  vital,  more  anemic.  If  we  want  to  fcl 
awed,  it  will  have  to  be  by  Steven  Spielberg. 

"But  I'm  optimistic,"  Bill  Taylor  says.  Of  course,  hel 
paid  to  be  optimistic. 

He  recites  the  list  of  successe 
and  they  sound  impressive.  "Bi 
the  best  development  might  t 
the  opening  of  the  fishing  here  i 
Quebec.  You  wouldn't  have  bee 
able  to  fish  the  Grande  Cas 
capedia  20  years  ago  without  a 
invitation.  So  you  wouldn't  have  had  any  reason  to  care  if 
was  ruined.  But  you  fished  it  yesterday,  and  now  you  migl 
be  interested  in  joining  the  Federation  to  make  sure  the 
will  still  be  fish  there  when  you  come  back,  right?" 
"Sure.  Fax  me  an  application." 
He  nods  and  I  can  tell  from  the  gesture  I'll  get  that  fa 
It  was  politics,  Taylor  explains  later,  after  we  have  fishe 
the  pool  without  success,  that  opened  the  Gaspe  rivers  1 
to  anglers  like  me  and  lodge  owners  like  Glenn  LeGran 
When  pressure  from  the  separatists  led  to  more  autonon 
for  Quebec,  the  provincial  government  began  taking  stej 
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All  women  have  a  love  in  their  life. 


Some  prefer  gold  and  diamonds. 


The  choice  is  yours. 


Rado  'DiaQueen'.  Eternal  beauty  due  to  scratchproof  high-tech  ceramics,  18K  gold  and  Top  Wesselton  diamonds. 


Rado.  A  different  world. 


RADO 
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Internet:  www  rado.ch 


The  rewards  of  a  good  mornings  work  on  the  Grande 
Cascapedia.  Sometimes  you  hit  it  just  right. 

to  open  up  salmon  rivers  to  the  public.  In  some  cases,  they 
simply  expropriated  the  fishing  rights  and  compensated 
owners.  In  others,  such  as  with  the  Grande  Cascapedia,  they 
entered  into  negotiations  with  the  landowners  that  resulted 
in  complicated  arrangements  by  which  the  public  was  per- 
mitted to  fish  certain  pools  on  certain  days,  for  a  fee.  The 
permits  were  issued  by  a  lottery  system.  Just 
as  important,  the  indigenous  people  who 
fished  the  rivers  under  treaty  were  brought 
into  the  system  and  given  a  stake  in  the  form 
of  jobs.  They  now  have  an  incentive  to  keep 
the  salmon  returning  to  the  rivers. 

It  is  an  intricate  system,  administered 
with  the  Gallic  relish  lor  paperwork  and  bu- 
reaucracy. In  a  week  of  fishing,  I  must  have 
filled  out  half-a-dozen  forms  and  stood  in 
line  for  an  hour.  And  I  never  quite  doped  out 
how  it  all  worked,  even  after  LeGrand  explained  it  to  me. 

But  ignorance  was  bliss  when  I  stepped  down  into  a 
pool  on  the  Bonaventure  early  one  morning  with  a  thick 
gray  mist  hanging  over  the  river  and  a  steady,  light  wind 
carrying  the  rich  smell  of  low  tide  upstream.  It  smelled 
like  clams  and  mu  }  and  seaweed.  Three  large  salmon 


jumped  in  the  fast  section  of  the  pool.  Thick,  bright  fis 
that  seem  to  hang,  wet  and  metallic,  in  the  air.  I  wa 
struck,  as  I  always  am,  by  the  power  in  those  jumps. 

I  began  casting.  I  was  sharing  the  pool  with  Charle 
Gaines,  one  of  the  other  members  of  our  little  house  part] 
at  LeGrand's  lodge.  Charles  is  a  novelist,  sportsman  and  o 
friend.  He  comes,  like  me,  from  the  South.  It  did  not  seerj 
odd,  in  the  least,  that  two  sons  of  Alabama  should  be  here 
hip-deep  in  a  river  in  Canada.  I  suspect  we'd  have  both  gori 
a  lot  further,  if  we  had  to,  for  a  taste  of  this. 

I  watched  Charles,  who  is  an  excellent  caster,  layin 
line  out  long  and  straight,  quartering  across  the  curreri 
and  following  the  fly  with  the  point  of  this  rod.  He  wou 
throw  a  mend  in  the  line  and  let  the  fly  swing  throug 
the  current,  then  pick  up  and  cast  again.  I  did  the  same, 
not  so  gracefully.  And  we  spent  the  day  that  way.  Casting 
and  casting  again. 

Late  that  afternoon,  I  hooked  a  fish.  It  made  one  jumj 
then  ran  down  the  pool.  I  used  the  rod  tip  to  turn  its  he£ 
and  got  some  line  back.  It  made  another  strong  run,  witj 
the  kind  of  emphatic  power  that  comes  with  swimmin 
hundreds  of  miles  against  the  current.  I  turned  him  agaii 
and  the  line  went  slack.  I'd  lost  the  fish. 

"That's  really  too  bad,"  Marsha  said,  back  at  the  lodg< 
She  had  lost  the  only  salmon  that  rose  to  her  fly  but  alg 
said  she  had  never  enjoyed  a  fishing  trip  more. 

"I  can  live  with  it,"  I  said. 

Gaines  grilled  a  salmon  over  charcoal  that  night.  Tl 
fish  was  full  of  fat,  stored  for  the  long  fast  of  the  spawnir 
run.  The  fat  dripped  onto  the  coals,  popping  and  sizzlir 
and  releasing  a  fragrance  that,  after  the  long  day  of  stano 
ing  in  the  water,  leaning  into  the  current  and  casting  ovl 
and  over,  made  me  feel  a  little  lightheaded  with  hunger 

We  ate  big  and  drank  several  bottles  of  the  wine  arj 
talked  until  very  late. 

Salmon  fishing  isn't  what  it  once  was  and  will,  alma 
certainly,  never  be  that  again.  Like  the  monarchy,  it  h 
been  diminished.  There  is  a  tragic  aspect  to  the  salmoi 


Salmon  Camp 


Camp  Bonaventure  offers  several 
salmon  fishing  packages — in- 
cluding all  licenses,  fishing  pass- 
es, guides,  meals  and  lodging — 
for  around  $335  per  day,  based  on 
double  occupancy.  The  season 
is  from  June  through  September. 
The  lodge  can  also  arrange  a 


round  of  golf  or  an  appointment 
at  a  nearby  spa.  For  beginners, 
the  lodge  conducts  clinics  in  the 
summer.  Contact:  Glenn  LeGrancl 
Camp  Bonaventure,  PO  Box  1002.1 
Paspebiac,  Quebec  GOC  2K0. 
Canada.  For  information,  phone:  i 
418-752-6817,  fax  418-752-2048. 


and  its  story  is  unfortunately  the  story  of  many  of  the  go 
things  in  the  world. 

Which  might  explain  the  sense  of  melancholy  gra' 
tude  I  felt,  sitting  on  the  porch  of  LeGrand's  lodge  < 
my  last  night.  Every  angler  needs  to  come  here  and 
this,  I  thought.  While  it  still  lasts.  • 
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At  Japan  Airlines, 
cleanliness 
isn't  just  part 
of  our  job, 
it's  part  of 
our  culture. 


Your  Needs.  Your  Airline. 


:an  Airlines  understands  that  your  comfort  depends  in  large 
:  on  the  cleanliness  of  your  surroundings.  After  all,  you  are  our 

5st,  and  maintaining  a  clean  environment  for  our  guests  is  part 
our  culture.  So  we  not  only  welcome  you  aboard  an 
laculate  plane,  we  see  to  it  that  your  cabin  remains  so  from 


take-off  to  arrival.  We  even  make  sure  the  lavatory  is  always 
cleaned  before  you  use  it.  Perhaps  it's  this  attention  to  detail  that 
has  made  Japan  Airlines  the  airline  of  choice  for  Lynn  Krominga 
and  other  experienced  business  travelers  to  Asia  for  over 
40  years.  Call  1-800-JAL-FONE  for  more  information. 


.ANTA  •  CHICAGO  •  HONOLULU  •  KONA  •  LOS  ANGELES  •  MEXICO  CITY  •  NEW  YORK  •  SAN  FRANCISCO  •  SAO  PAULO  •  VANCOUVER 


Japan  Airlines 


A    WORLD     OF  COMFORT 


BY  JOHN  TIERNEY 


AbuNidal  Sighted 

Near  Hog  Holler! 

There's  nothing  wrong  with  paying  for  an  airline  ticket  by  check, 

unless  you  object  to  being  delayed,  humiliated,  infuriated 


f  you  have  ever  doubt- 
ed the  American  government's  un- 
swerving commitment  to  the  fight 
against  terrorism,  or  if  you  have  ever 
contemplated  paying  for  an  airplane 
ticket  with  a  personal  check,  consider 
the  Saga  of  the  Selectees. 

It  began  at  a  curbside  check-in 
stand  at  Newark  Airport.  My  wife, 
Dana,  and  I  were  flying  to  Roanoke, 
Virginia,  for  her  sister's  birthday  party. 
It  was  nine  o'clock  on  a  Saturday  morn- 
ing, and  all  seemed  well.  The  weather 
was  clear;  we  had  a  half-hour  to  make 
the  plane.  Then  the  redcap  at  the 
check-in  stand  looked  at  our  tickets 
and  saw  that  they  hadn't  been  bought 
with  a  credit  card.  (We'd  used  a 
check.)  "I  can't  take  your  luggage,"  he 
said.  "You'll  have  to  check  in  at  the 
counter  inside."  We  were  a  little  puz- 
zled, but  concern  didn't  set  in  until  we 
reached  the  Continental  counter. 

'You're  selectees,"  the  ticket  agent 
said,  putting  large,  round,  orange  tags 
on  our  bags. 

'What's  a  selectee?"  I  asked. 
"We're  required  by  federal  regula- 
tions to  follow  certain  security  proce- 
dures." She  picked  up  a  walkie-talkie 
and  summoned  a  supervisor.  Ten  min- 
utes later  the  supervisor  arrived.  She 
looked  through  the  bags  we  were  check- 


"We  re  required  by  federal 
security  procedures, ' 

ing  and  escorted  us  through  the  termi- 
nal to  the  security  area  at  the  entrance 
to  the  gates.  She  watched  as  we  walked 
through  the  metal  detector  and  put  our 
carry-on  bags  through  the  x-ray  ma- 
chine. Then  she  and  a  security  guard 
took  us  aside.  They  unpacked  our  bags, 
turned  the  linings  inside  out  and  put 
the  bags  and  the  separate  items  back 
through  the  x-ray  machine.  The  secu- 
rity agent  studied  the  x-ray  of  the 
stuffed  toy  kitten  Dana  was  bringing 


regulations  to  follow  certain 
"  the  ticket  agent  said. 

to  her  sister.  With  selectees,  you  coul 
apparently  never  be  too  careful. 

By  the  time  we  cleared  security,  01 
plane  had  taken  off.  The  next  fligl 
was  on  United  Express,  which  mean 
going  into  another  terminal,  but  foi 
tunately  it  wasn't  for  another  tm 
hours — enough  time  even  for  a  sc 
lectee  to  clear  security.  We  checked 
at  the  gate  only  to  discover  a  ne 
problem  just  before  takeoff:  the  bag 
gage  handlers  at  Continental  Expre 
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had  neglected  to  send  our  suitcases 
over  to  the  United  terminal. 

"You  can't  board  without  your  lug- 
gage," the  gate  agent  said. 

"Forget  the  luggage,"  I  said.  "We'll 
leave  the  luggage  here.  We  need  to  get 
to  a  birthday  party." 

"I  have  to  follow  regulations,"  the  agent 
said.  "For  a  selectee,  they  have  to  bring 
your  luggage  to  the  gate  so  we  can  see 
.that  you  and  it  both  get  on  the  plane." 

We  screamed.  We  called  Contin- 
ental. We  offered  to  buy  new  tickets 
with  a  credit  card,  but  apparently  it 
was  impossible  to  become  an  un-se- 
iectee.  We  watched  our  plane  take  off. 

Back  at  the  Continental  terminal, 
we  cleared  security  yet  again  and  fi- 
nally got  off  the  ground  after  seven 
pours  in  the  airport.  The  employees  at 
Continental  were  terribly  polite  and 
ipologetic.  They  gave  us  two  free  tick- 
ets for  anywhere  in  the  United  States, 
us  well  as  $200  in  discount  coupons, 
ind  they  said  they'd  just  been  follow- 
ng  orders  from  the  Federal  Aviation 
Administration. 

The  F.  A.  A.  has  a  policy  not  to  dis- 
cuss its  security  directives  to  airlines 
ind  the  criteria  it  uses  for  selectees,  so 

I  can't  tell  you  exactly  why  we  were 
ahosen  that  day.  My  travel  agent  tells 

ne  that  a  ticket  bought  with  a  check 
larries  the  same  code  as  one  bought 
jkdth  cash;  presumably  cash  fits  a  ter- 
rorist profile.  And  since  we  were  trav- 
;  ling  not  long  after  the  TWA  disaster, 
;ecurity  was  no  doubt  heightened. 

Still,  it  seemed  a  remarkable  bit  of 
ililigence  to  pick  out  a  native-born 
Kmerican  couple  traveling  in  a  com- 
imiter  plane  to  southwestern  Virginia, 
iomeone  at  the  F.A.A. — or  maybe  a 
fcreative  computer — must  have  envi- 
sioned Islamic  terrorists  sitting  around 

I I  campfire  at  the  Khyber  Pass,  poring 
liver  a  map  and  chortling:  "At  last  we 
Jjtrike  at  the  vital  heart  of  the  Great 
Hjatan!  The  world  will  take  heed!  We 

I  all  bring  down  a  22-seat  plane  flying 

"om  Newark  to  Roanoke!" 
So  far,  at  least,  we've  been  spar- 
jfd  that  horror.  But  if  those  fanatic 
llerrorists  ever  get  their  hands  on  a 
I  redit  card. . .  • 


If  you'd  like  to  know  more  about  how  we  make  whiskey  here  in  Tennessee,  drop  us  a  line. 

YOU'RE  LOOKING  AT  the  difference  between 
Jack  Daniel's  Tennessee  Whiskey  and  a 
Kentucky  bourbon. 

At  our  distillery  in  the  Tennessee  hills,  we 
burn  ricks  of  hard  maple  until  they  become 
charcoal.  Then  we  trickle  our  whiskey,  drop  by 
drop,  through  that  charcoal  to  mellow  its 
flavor.  Some  folks  call  Jack  Daniel's 
a  "bourbon,"  but  the  U.  S.  Government 
says  our  charcoal  mellowing  makes  us  a 
"Tennessee  Whiskey."  If  you're  looking 
for  a  difference,  we  believe  one  sip 
will  tell  you  all  you  need  to  know. 


SMOOTH 
TENNESSEE 


SIPPIN' 
WHISKEY 


mmw. 


Tennessee  Whiskey  •  40-43%  alcohol  by  volume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor.  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 
Placed  in  the  National  Register  of  /  (istoru  Places  by  the  United  States  Government. 


WHISKEY 


Alligator  wallet  by 

Torino.  $400.  Gold-and-lac- 

quer  lighter  by  s.t. 

Dupont.  $760.  Sunglasses  by 

Paul  Smith  Spectacles 
from  Oliver  Peoples.  $215. 

Opposite:  Canvas-and- 
leather  suitcase  by  Prima 

Classe.  $1,148.  Swlmsuit 
by  Lacoste.  S89.  Crocodile 
slingbacks  by  Manolo 
Blahnik.  si,o6o.  Photo- 
graphed at  The  Mark  Hotel, 
Madison  Avenue 
at  77TH  Street,  New  York, 
800-THE-MARK. 


1 


#1 


\ 


Today  the  proud  Beretta  heritage  finds  expression  in  classic  tweeds,  rich  silks, 
adventurous  field  clothing,  accessories  and  fine  sporting  arms.  Each  is  created  for 
those  w  ho  share  a  passion  for  tradition  and  a  penchant  for  style. 
Sec  them  all  at  the  Beretta  Gallery.  J^wll 


New  York  •  7 IS  Madison  Ave.  (Between  63rd and  64th)  •  (212)319-3235 
Old  Town  Alexandria,  VA  •  317  Washington  Street  •  (703)739-0596 

For  your  copy  of  the  Beretta  Worldwldt  Caialog.  call  IS0O-S2S-74S3  ($3  00  shipping  ami  handling 


BERETTA  GALLERY 


The  first  high-fidelity  system  with 
Napoleon  complex. 


It  may  be  small.  But  the  Bose"  Acoustic  Wave  music  system  is  definitely  an 
overachiever.  The  unit  features  a  compact  disc  player,  an  AM/FM  radio,  a  handy 
remote  control,  and  our  patented  acoustic  waveguide  speaker  technology.  And 
it  produces  a  rich,  natural  sound  quality  comparable  to  audio  systems  costing 
thousands  of  dollars.  We  know  that's  hard  to  believe.  So  we're  ready  to  prove  it. 
Call  or  write  now  for  our  complimentary  guide  to  this  award-winning  system. 
Because,  like  the  system  itself,  it's  available  directly  from  Bose. 

Call  today.  1-800-898-BOSE,  ext.  A494. 


Name  Mease  Printl 
Addres, 


Daytime  Tclcpho 


Evening  Telephone 


<  in  State  Zip 

Or  m.nl  to  Base  Corporation,  Dept.  i  l)l>  A.494,  I  In  Mountain,  Framingham,  MA  01701-916 


Better  sound  through  research 


STORE  CREDITS 

A. TESTONI:  A.Tcstoni,  New  York 
and  Beverly  Hills,  888-TESTONI;  Wilkes 
Bashford,  San  Francisco;  and  Barneys,  NY 
ETRO  MILANO  Etro  Milano,  New  Yorki 
HOLLAND  &  HOLLAND  1 1  .Hand 
&  Holland,  New  York,  800-SINCE-1835 
LACOSTE:  Lacoste  boutiques,  New 
York  and  Bal  Harbour 
LOUIS  VTJITTON:  All  Louis  Vuitton 
stores,  800-285-2255 
MALIZIA:  La  Petite  Coquette,  New 
York;  Joovay,  New  York;  and  select 
Neiman  Marcus  and  Nordstrom  stores 
MANOLO  BLAHNLK:  Manolo 
Blahnik,  New  York 
PAUL  SMITH  SPECTACLES 
FROM  OLIVER  PEOPLES:  Oliver 
Peoples  Opticians,  Los  Angeles;  Ron 
Herman/Fred  Segal  Melrose,  Los  Angeles) 
and  all  Neiman  Marcus  stores 
PAUL  STUART:  Paul  Stuart,  New 
York  and  Chicago,  800-678-8278 
PRIMA  CLASSE:  Prima  Classe,  800- 
38-PRIMA;  and  select  Bloom ingdale's 
ROBERT  TALBOTT:  Robert  Talbott, 
800-747-8778;  Bergdorf  Goodman  Men, 
New  York;  and  all  Nordstrom  stores 
S.T.  DUPONT:  ST.  Dupont,  800-341-700 
T.  ANTHONY:  T.  Anthony,  New  Yorkj 
212-750-9797 

TORINO:  Torino,  800-932-9402; 
Britches  of  Georgetown,  Washington, 
DC;  and  all  Saks  Fifth  Avenue  and 
Nordstrom  stores.  • 

( Key  to  crossword  puzzle  on  page  2j.J 
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THE      NEW      LEICA  R8. 

Our  "concentrating  on  essentials"  philosophy  hasn't  changed.  The  look  has.  So  have  the  features. 
A      PERFECT  REFLECTION 
A  shutter  speed  as  fast  as  1/8000  of  a  second.  A  1/250  second  sync  speed.  Three  light-metering  methods. 

OF      OUR  PHILOSOPHY 

And  versatile  flash  technology.  So  the  Leica  R8  can  be  a  perfect  reflection  of  your  creativity. 


For  further  informations  please  contact  your  authorized  Leica  dealer  or  us  directly: 
Leica  Camera  Inc.  156  Ludlow  Ave  Northvale.  NJ  07647  1-800-222-0118 


Fascination    and  Precision 


®  LEICA 


RESTAURANTS 


This  guide  brings  you  witty  and  wise  reviews  of  restaurants,  cafes, 
delis,  and  gourmet  shops.  There  are  over  1,000  reviews  and  discerning 
commentaries  that  will  make  it  easy  and  fun  for  you  to  take  a  bite  out 
of  The  Big  Apple. 


GAYOT'S 


MYCRESTAURANTS 

nd  GOURMET  SHOPS 


BROOKLYN 
BRONX 
QUEENS 
STATEN  ISLAND 


IK 


GaubMttlan 


OVER  1,000 
FRANK 
AND  WITTY 
REVIEWS  OF 
RESTAURANTS 
AND  GOURMET 
FOOD  SHOPS 

I 
i 


$12.00 


(Add  $5.00  for  Shipping  and  Handling; 
California  Residents  Add  Sales  Tax) 


Also  available  from 

gayot  GMMSHiEB 

•lne  Best  or  Chicago 

$18 

•  lne  best  ot  Honda 

•  The  Best  of  France 

©on 
$ZU 

1  lit  JJCM  Ui  vJCIllldlly 

Vti 

•  The  Best  of  Hawaii 

$18 

•  The  Best  of  London 

$20 

•  LA  Restaurants 

$10 

•  The  Best  of  New  Orleans 

$15 

•The  Best  of  New  York 

$18 

•  The  Best  of  Paris 

$20 

•  The  Best  of  San  Francisco 

$18 

•  SF  Restaurants 

$12 

•  The  Best  of  Toronto 

$14 

•  The  Best  of  Washington  D.C. 

$15 

•  The  Best  Wineries  of 

North  America 

$15 

GaullMillau 

TO  ORDER:  1  (800)  LE  BEST  1 

Available    at    Fine    Bookstores  Everywhere! 

Distributed  by  Publishers  Group  West 


S.V.P.  MORE  INFORMATION,  PLEASE 


rui  ucs 


ACCESSORIES 


1Y,  INC.  Featuring  Trino  Weave,  Nappa  footwear 
uring  styleflex  construction  for  unparalleled  comfort  and  fit 
I00-96BALLY  ext.  550 

LOLE-HAAN  Know  Cole-Haan.  Modern  classic  footwear  and 
lessories  for  discerning  men  and  women.  Know  the  difference. 


i  kLDEN  SHOE  Manufacturer  of  custom-quality  shoes  and  boots  for 
:riminating  gentlemen  since  1884. 

iLLEN-EDMONDS  SHOE  CORPORATION  World  class  footwear  for 
i.  Named  "one  of  the  25  products  America  makes  best"  by  Made 
te  USA  Foundation.  Distinctive  footwear  hand  crafted  of  all-natural 
erials 

1ANALI  The  Canali  appeal  is  that  of  deliberate  Italian  quality, 
eplional  fit,  elegant  interpretation  of  traditional  styles  —  and 
ned  adaptations  of  significant  new  directions  in  men's  fashion. 

10RSHEIM  GROUP  INC.  is  America's  leading  manufacturer  of 
Jity  dress  and  casual  men  s  footwear.  Discover  why  the  famous, 
t-dressed  and  most  successful  men  have  discovered  Florsheim. 
t  www.florsheim.com  or  call  1-800-446-3500. 

.S.  TRASK  &  CO.  A  Montana  company,  makes  rugged,  casual 
wear  hand  crafted  in  the  LISA.  Their  Bison,  Elk  and  Longhorn 
ections  provide  "old  shoe  comfort,  right  from  the  start." 
88-448-7275 

OHNSTON  &  MURPHY  Hand  crafted  For  Gendemen  Since  1850. 
ck  out  what's  new  by  calling  1-800-445-8218  for  a  free  catalog 
isit  us  at  www.iohnstonmurphy.com 

ANDS'  END  sells  traditionally  styled  clothing  for  men,  women 
children  —  including  their  famous  Pinpoint  Oxford  shirts, 
rything  is  guaranteed  absolutely.  Free  catalog.  1-800-356-4444 

NEIMAN  MARCUS  www.shopper@neimanmarcus.com* 

NORDSTROM/FACONNABLE  Faconnable  is  a  premier  interna- 
ial  collection  for  men  and  women  designed  in  France  by  Albert 
berg.  Faconnable  is  available  in  America  exclusively  at 
dstrom  and  Faconnable  New  York.  Call  1-800-695-8000  for  the 
ion  nearest  you. 

ANINO  CRISCI  Celebrated  bootmaker  of  Milan  for  80  years. 
LNO  CRISCI  has  a  range  of  refined  and  understated  shoes  for 
and  women,  entirely  handmade. 


AM 
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LE 
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AUTOMOTIVE 


GENERA1/HUIMMER  Always  have  the  right  of  way. 
732-5493 


CAMERA/VIDEO 


IICA  CAMERA  INC.  The  Leica  R8  is  a  Microprocessor- 
oiled  35mm  3LR  camera  with  multimode  automatic  functions. 


CONSUMER  ELECTRONICS 


LYMPUS  PEARLCORDER  www.olympus.com  or  call 
)0-622-6372. 


CUSTOM  HOMES 


.  DECK  HOUSE  Contemporary  post-and-beam  homes  of  enduring 
l  ity  and  distinctive  character  Plans  of  open  space,  vaulted  ceilings 
I  walls  of  glass.  Easilv  modified  to  fit  vour  lifestyle  and  building 
1-800-727-3325 


EDUCATION 


!  UNIVERSITY  OF  PHOENIX  ONLINE  CAMPUS  The  Online  Campus 
ills  the  needs  of  working  professionals  through  the  unparalleled 
I'enience  of  accredited  graduate  and  undergraduate  business 
J  technology  management  degrees  earned  entirely  online. 
§0-742-4742  or  www  uophx  edu/online. 


i  I 


EXECUTIVE  GIFTS 


9AVID0FF  OF  GENEVA  1-800-328-4365  ext.  63 

I MACANUDO  &  PARTAGAS  PREMIUM  CIGARS  Visit  Cigar  World 
I  le  Internet  for  everything  from  cigar-friendly  restaurants  to  on- 
i  cigar  discussions,  all  from  the  makers  of  Macanudo  and 
mas.  http://cigarworld.com 


1 JLTVER  PEOPLES,  an  eclectic  collection  of  quality  ophthalmic 
es,  sun  clips  and  sunglasses,  is  available  in  fine  optical  boutiques 
specialty  stores  worldwide. 


21.  THE  BREAKERS,  PALM  BEACH,  FLORIDA  The  Breakers  celebrates 
its  Centennial  Anniversary  and  features  newly  renovated  guest 
rooms,  two  18-hole  golf  courses,  21  tennis  courts,  half-mile  private 
beach,  chddren's  programs  and  much  more. 

22.  HOTEL  LE  BRISTOL  Often  described  as  an  intimate  palace  in 
the  heart  of  Paris,  the  195-room  Hotel  Le  Bristol  is  located  on  the 
fashionable  rue  du  Faubourg  Saint-Honore,  next  to  the  Presidential 
Elysee  Palace,  just  minutes  from  the  Champs-Elysees,  the  Louvre 
and  the  Grand  Palais.  (011-33-1)  55  43  43  00 

23.  IHILANI  RESORT  &  SPA  First  luxury  resort  on  Oahu  s  western 
shore.  387  rooms,  secluded  beach/lagoon,  golf,  tennis,  full  destination 
spa,  five  restaurants,  24-hour  room  service,  children's  program. 
Call  1-800-626-4446. 

24.  THE  MAUNA  LANI  BAY  HOTEL  AND  BUNGALOWS  The  Big  Island's 
only  AAA  Five-Diamond  hotel.  Oceanfront  property  with  superb 
cuisine  and  unexcelled  service.  Enjoy  Five-Star  tennis  and  36  holes 
of  championship  golf.  1-800-367-2323. 

25.  NEW  YORK  PALACE  HOTEL 

26.  THE  OBEROI  GROUP  OF  HOTELS  For  further  information  on 
any  Oberoi  Hotel  worldwide,  call  our  regional  sales  office  in  New 
York  at  1-800-6-OBEROI.  For  reservations,  call  1-800-5-OBERO1. 
For  reservations  through  the  GDS'S,  use  code  "OB". 

27.  THE  PENINSULA  NEW  YORK  In  the  heart  of  Manhattan's  most 
prestigious  business,  shopping  and  entertainment  district.  Features 
24 1  rooms  with  custom  designed  furnishings  and  a  tri-level  rooftop 
spa.  E-mad  pny@peninsula.com  or  visit  www.peninsula.com. 

28.  THE  SUKHOTHAI  BANGKOK  A  5-star  oasis  of  tranquility  set  in 
the  heart  of  the  diplomatic  and  banking  district  of  Bangkok 
Complete  with  restaurants,  fitness  centre,  pool  and  business  centre. 
beaufort@kscll.th.com 

29.  TRUMP  ATLANTIC  CITY  CASINO  RESORTS  Simply  the  Best!  For 
reservations  or  information,  call  Trump  Taj  Mahal  1-609-449-1000, 
Trump's  Casde  1-609-441-2000,  Trump  Plaza/Trump  World's  Fair 
1-609-441-6000. 

30.  TRUMP  INTERNATIONAL  HOTEL  &  TOWER  New  York's  most 
luxurious  high-rise  condominiums,  in  its  most  perfect  location. 
Spectacular  Tower  Residences  and  Hotel  Suites  available  for  owner- 
ship. For  Hotel  Reservations  call  1-212-299-1000.  For  information 
about  the  Tower  Residences  call  1-212-247-7000. 

31.  THE  WALDORF  TOWERS  This  superlative  New  York  boutique 
hotel  defines  graciousness.  125  exquisite  suites  and  120  beautifully 
appointed  executive  accommodations.  For  reservations  call 

The  Waldorf  Towers  1-888-WATOWER. 

32.  WESTIN  HOTELS  &  RESORTS  For  more  information  or  reserva- 
tions at  any  of  the  Westin  hotel  or  resort  destinations  worldwide,  call 
your  travel  agent  or  1  -800- WESTIN- 1  www  westin.com 


INSURANCE/FINANCIAL 


33.  DREYFUS  SERVICE  CORPORATION  To  learn  more  about  the 
Lion  Account  from  Dreyfus'"  call  1-800-THE-LION  ext.  4275  or  visit 
www.drevfus.com  * 


JEWELRY&WATCHES 


34.  BAUME  &  MERCEER  Since  1830,  creator  of  quality  Swiss  timepieces. 
Send  for  our  free  catalog  featuring  our  complete  watch  collection. 
www.baume-et-mercier.com 

35.  BREITLING  USA,  INC.  combines  three  worlds:  sky  and  airmen, 
past  and  present,  sea  and  seafarers,  and  the  company's  earliest 
efforts  to  provide  enterprising  professionals  with  time  instruments  of 
the  highest  order  1-800-348-3332 

36.  GUCCI  TIMEPIECES  Sexy,  strong,  self-assured  —  the  Gucci  style 
"G".  Introducing  the  watch  which  boldly  celebrates  the  "G":  Swiss 
made,  stainless  steel  in  three  sizes.  1-800-925-0035 

37.  HONORA  creates  timeless  designs  hand-crafted  in  Eighteen- 
Karat  Gold  and  Platinum  For  a  brochure  and  a  jeweler  nearest  you, 
call  1-800-223-0440. 

38.  RADO  WATCHES  Unique  quality  timepieces  with  lasting  beauty. 
Made  from  scratchproof  materials  including  high-tech  ceramics 
and  hard  metals.  For  men  and  women.  Water  resistant  Swiss  made 

39.  ROLEX  WATCH  USA,  INC.  For  more  information  on  our 
fine  selection  of  Rolex  watches,  please  send  for  free  brochure. 
1-800-36ROLEX 

40.  SWISS  ARMY  BRANDS,  INC.  1-800-442-2706 


March  10,  1997  offer  expires  July  10,  1997 


41.  THE  BERETTA  GALLERY  Exclusive  selection  of  world's  finest 
sport  clothing,  field  wear,  accessories,  footwear,  hats,  country  shirts 
and  pants,  giftware,  and  premium  grade  sporting  arms.  Free  catalog. 

42.  BLOOMINGDALE'S  -  THE  MEN'S  STORE  At  His  Service  —  Our 
complimentary  shopping  service  for  gendemen.  Please  call  Paul 
Buckter  at  1-212-705-3030  in  NY  or  1-312-440-4520  in  Chicago. 
www.bloomingdales.com 

43.  ROLLS-ROYCE  MOTOR  CARS  Additional  information  on 
purchasing  or  leasing  Rolls-Royce  or  Bentley  Motor  Cars. 


44.  THE  GUARD  AT  CAINE  MANOR  Trainers  of  national  working 
champions  provide  the  finest  in  proven  companion  dogs. 
International  references  upon  request.  1-704-464-6200 


SPORTS/EXERCISE 


45.  COBRA  GOLF,  INC.  Makers  of  the  new  King  Cobra  Ti  offset 
woods  and  King  Cobra  n  irons.  Call  1-888-4KCTEST.  www.cobragolf.com 

46.  GRAND  CYPRESS  ACADEMY  OF  GOLF  A  renowned  golf  school 
offering  private  or  group  instruction  with  PGA  certified  professionals. 
Facilities  include  3  Nicklaus-designed  practice  holes,  practice 
putting  green,  driving  range  and  more.  Call  1-800-790-7377. 

47.  RODALE  BOOKS  -  Peak  Performance  -  Dr.  Steven  Ungerleider. 
A  book  about  top  athletes  who  reveal  the  mind  exercises  they  use  to 
excel.  1-800-848-4735  orwww.shorel.com 

48.  TAYLOR  MADE  GOLF  COMPANY  Find  your  game  with  Taylor 
Made's  Titanium  Bubble  Metalwood  clubs  featuring  the  easy  swinging 
power  of  the  graphite  Bubble  shaft. 

49.  TROTTER  Trotter  treadmills  are  considered  the  best  on  the 
market.  They  deliver  a  smooth,  quiet,  comfortable  workout,  and 
the  most  efficient  calorie  burner  you  can  get.  1-800-TROTTER. 


50.  AIR  TRAVEL  CARD  Established  in  1936,  the  Air  Travel  Card  is 
die  airlines'  corporate  paymenl  system,  providing  superior  billing 
and  management  information  to  over  100,000  companies  worldwide. 

51.  CANADIAN  MOUNTAIN  HOLIDAYS  The  ultimate  mountain 
adventure.  Guided  hikes  and  climbs  in  Western  Canada.  Thousands 
of  miles  of  wilderness  accessed  by  helicopter,  gourmet  meals  and 
whirlpools  in  our  firsl-class  mountain  lodges.  Call  1-800-661-0252. 

52.  CRYSTAL  CRUISES  Experience  gracious,  attentive  service  and 
the  ultimate  in  worldwide  luxury  cruising  aboard  the  Six-Star  Crystal 
Harmony  and  Crystal  Symphony.  For  a  complimentary  brochure  call 
1-800-820-6663. 

53.  FRENCH  GOVERNMENT  TOURIST  OFFICE/CLUB  FRANCE  Join 
Club  France  and  travel  in  VIP  style  with  unique  benefits:  frequent 
flyer  mdes,  upgrades,  discounts,  gifts,  toll-free  number  and  much 
more  (annual  dues  $65).  For  information  call  1-800-881-5060  ext. 
371  or  send  an  E-mad  to  clubfrance@fgtousa.org. 

54.  FRENCH  GOVERNMENT  TOURIST  OFFICE  Plan  your  trip  to 
France  with  the  100-page  1997  Discovery  Guide,  quarterly  France 
Insider's  News  and  Air  France  product  information.  To  order  kit  call 
1-800-665-4373. 

55.  JAPAN  AIRLINES  1-800-JAL-FONE 

56.  LANAT  HAWAII  Two  spectacular  resorts,  endless  activities, 
championship  golf,  and  now  the  Lana'i  Pine  Sporting  Clays. 
1-800-321-4666 

57.  SHUTTERS  ON  THE  BEACH  The  only  luxury  hotel  in  Los  Angeles 
right  on  the  beach.  Please  call  or  send  for  a  complimentary 
brochure.  1-800-334-9000 


58.  REMY  MARTIN  To  learn  more  about  Fine  Champagne  Cognac 
and  the  spirited  world  of  Remy  Martin,  please  call  1-800-678- REMY. 


THAILAND  TOURISM 


59.  DUSIT  HOTELS  &  RESORTS  All  of  Thadand's  main  destinations 
have  a  Dusit  Group  Hotel  waiting  to  welcome  you  with  all  the  warmth 
of  a  traditional  Thai  greeting  mmm.wwa.com/travlog/dusit.hmil 

60.  THAI  AIRWAYS  INTERNATIONAL  PUBLIC  CO.,  LTD.  Smooth  as 
silk,  charming  Thai  hospitality,  and  an  international  route  network 
that  makes  Thai  Airways  one  of  the  world's  great  airlines. 
www.broflo.com  au/thai  html 

61.  TOURISM  AUTHORITY  OF  THAILAND  Everything  from  fascinat- 
ing ecotours  to  complete  luxury:  plus  of  course,  fun,  fun,  fun  That 
is  Thailand,  Southeast  Asia's  most  perfect  destination. 

www. tat  or  th:80/main.html 
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|  For  Free  Information,  Please  Send  in  Your  R.S.V.P.  Card  Today,  or  Call  Toll  Free:  1-800-463-6903,  or  Fax  Your  Completed  Card  to  Us  at:  1-312-922-3165 
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Barkers J-Joliday 


ByL.  Rust  Hills 


A  man  of  few  expectations  sails  a  Byzantine  world  indeed 


T  IS  THE  ELEMENT  OF  "DISCREPANCY"  IN  TRAVEL  THAT  MAKES  IT  SO  EXCITING. 

lo  thought  my  elderly  friend  Barker,  setting  out  on  a  two-week  cruise  of 
he  Mediterranean,  from  Istanbul  to  Venice.  By  "discrepancy"  what  he 
meant  was  the  exciting  surprises  occasioned  by  a  real  difference  discov- 
ered between  what  one  expects  and  what  one  finds.  That  this  discrepancy 
:an  cut  two  ways  was  made  apparent  to  him  the  instant  he  saw  the  small 
ize  of  the  cabin  he  was  expected  to  share  for  a  fortnight  with  a  stranger. 


Illustrations  By  Ross  MacDonald 
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Barker's  expectations  for  this  voyage 
had  been  formed  in  three  ways:  by  an 
encounter  with  Errol  Flynn,  by  a 
Swan  Hellenic  Cruises  brochure  and 
by  a  college  course  in  mythology 
taught  by  the  rogue  Freudian  scholar 
Norman  O.  Brown. 

Errol  Flynn,  flush-faced  in  a  blazer 
and  tie,  had  been  standing  at  the  bar 
of  an  elegant  little  left-bank  bistro, 
putting  the  moves  on  the  most  beau- 
tiful girl  Barker  had  ever  seen — then 
or  ever  since,  for  that  matter.  Barker 
overheard  just  one  sentence  of  the  line 
he  was  handing  her — "It's  been  the 
dream  of  my  life  to  sail 
the  Aegean  in  a  small 
boat" — but  Barker  had 
thought  then,  what  a 
wonderful  thing  that 
would  be  to  do,  and  now 
he  was  finally  going  to 
get  to  do  it.  Sort  of. 

The  small  boat  Barker 
was  going  to  sail  the 
Aegean  in  was  actually  a 
cruise  ship  of  5,100  tons 
carrying  250  other  pas- 
sengers. But  the  Swan 
Hellenic  Cruises  bro- 
chure emphasized  that 
"her  compact  size  allows 
us  to  anchor  in  havens 
others  do  not  find,  al- 
lowing you  to  enjoy  their 
peace  and  beauty  undisturbed."  Pro- 
bably not  exactly  what  Errol  Flynn 
had  had  in  mind,  but  for  Barker  it 
seemed  at  least  a  start  towards  his  own 
dream  of  seeing  first-hand  something 
of  the  Ancient  Greek  world  he'd 
studied  so  long  ago. 

Nobby  Brown  had  been  a  great 
teacher  and  Barker  had  been  a  good 
student.  He  had  practically  memo- 
rized the  myths  of  the  Greek  gods  and 
heroes  as  recounted  by  Homer,  Hero- 
dotus and  Ovid.  Of  course  all  that  was 
a  long,  long  time  ago  (not  just  the  acts 
of  the  gods  and  heroes,  but  also  the 
encounter  with  Flynn  and  the  taking 
of  the  course),  and  besides  there  was 
another  discrepancy:  this  particular 
Swan  Hellenic  cruise  was  not  based 
on  the  Trojan  War  or  the  Exploits  of 


Hercules,  but  rather  on  "the  Byzan- 
tine Empire,"  of  which  Barker  knew 
exactly  zilch. 

The  Byzantine  Empire  cruise  took 
the  ship  from  Istanbul  to  Ravenna 
and  Venice  by  way  of  various  Greek 
and  Turkish  ports  like  Gemlik  and 
Chios  and  Gythium  that  Barker  had 
never  heard  of,  to  "see  superb  exam- 
ples of  Byzantine  mosaics  and  archi- 
tecture," as  the  brochure  put  it.  But  it 
also  stopped  at  Athens  and  islands 
like  Patmos  and  Corfu.  The  cruise 
cost  $5,000,  but  that  included  airfare 
from  and  back  to  Boston;  two  over- 


nights in  a  London  hotel;  world-fa- 
mous experts  lecturing  on  Ancient 
Culture  on  board;  all  admission  tick- 
ets and  excursions  to  monuments 
ashore  prepaid;  no  tipping  allowed; 
breakfast,  lunch  and  dinner,  plus 
morning  coffee  and  afternoon  tea 
served  on  deck.  All  this  provided  by  a 
British  company  famous  for  doing 
these  scholarly  cruises  for  decades.  So 
Barker,  thinking  he  knew  what  to  ex- 
pect, signed  up  and  started  out. 

But  Barker  had  been  suffering  from 
twinges  of  arthritis  in  his  left  knee  off 
and  on,  and  in  the  process  of  shifting 
his  flight  bag  from  one  shoulder  to 
the  other  just  as  he  stepped  onto  the 
moving  walkway  at  Gatwick  he  lost 
his  balance,  wrenched  his  bad  knee 
terribly,  went  down  hard  and  rode  the 


rest  of  the  walkway  sitting  backward? 
on  his  bottom,  moaning.  Wow,  though! 
Barker,  struggling  to  get  up,  that  waj 
truly  unexpected.  But  now  he  ex 
pected  the  pain  would  be  with  him  foil 
the  rest  of  the  trip,  and  in  that  one  exl 
pectation,  at  least,  he  would  prove  tal 
be  right — or  nearly  so. 

The  knee  throbbed  and  swelled  oil 
the  charter  flight  from  London  t\\ 
Istanbul,  scarcely  eased  by  the  comi 
plimentary  beverage  service,  eveil 
though  the  flight  attendants  extendei 
doubles.  In  the  airport,  Barker  movei 
so  painfully  slowly  that  he  kept  fallinj 
behind  the  group  as 
queued  for  identifyinj 
baggage  and  clearin 
customs.  And  it  waj 
here  that  Barker  fird 
began  to  grasp  the  corn 
cept  of  "The  Group"- 
what  it  would  mean  til 
him  over  the  next  week| 
always  to  be  with 
group  of  200  others — c| 
at  least  tagging  alonl 
somewhere  behind  thenl 
Somehow,  "The  Group  I 
had  not  been  among  h[ 
expectations. 

Barker  just  bare! 
made  the  bus  that  tool 
The  Group  to  where  til 
ship  was  docked,  cratl 
bed  his  way  sideways  up  the  precarj 
ous  gangplank,  and  then  for  the  fir  I 
of  what  was  to  seem  hundreds  I 
times,  made  his  way  down  a  narrol 
corridor  that  was  to  become  in  tH| 
course  of  things  a  long  stretch 
dread  for  him — to  his  cabin. 

Barker's  cabinmate  turned  out  to  HI 
a    small    Indian    named  Meh 
who  spoke  English  so  meticulously 
seemed  almost  a  foreign  language 
Barker.  He  had  an  assortment 
stylishly  cut  dark-blue  suits  thl 
looked  identical  and  nearly  filled  til 
small  wardrobe  they  were  supposed 
share.  His  big,  emptied  suitcasl 
shrunk  the  tiny  cabin,  and  Bark| 
found  it  very  painful  always  having 
step  around  or  over  them  on  his  b;| 
knee.  Whenever  Barker  left  anvthiil 
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of  his  own  on  the  small  dresscr-top, 
the  Indian  gentleman  picked  it  up  and 
looked  at  it  carefully.  Barker  disliked 
the  man  on  sight,  but  came  to  truly 
hate  him  before  the  voyage  was  over. 
He  was  not  anything  Barker  had  ex- 
pected either. 

Shortly  after  seven  Barker  put  on  a 
jacket  and  tie  and  made  his  way  down 
the  corridor  to  dinner.  The  brochure 
had  told  him,  "The  Dionysus  Rest- 
aurant has  no  fixed  seating  plans,  so 
friendships  soon  flourish,"  and  he  was 
grabbed  by  the  headwaiter  to  fill  a 
table  of  eight.  Seven  politely  smiling 
English  faces  faced  him.  The  men  po- 
litely half-rose  to  introduce  him  po- 
litely to  themselves  and  to  their  wives. 
Barker  listened  po- 
litely as  the  men  de- 
bated whether  it 
would  have  been  bet- 
ter to  take  the  M-7 
than  the  M-5  to 
Gatwick,  or  not,  and  the  women 
compared  notes  about  how  disagree- 
able the  summer  had  been  in  Eng- 
land: too  hot.  Barker  knew  that  the 
banality  was  no  greater  than  most 
conversation,  but  it  seemed  so  because 
of  the  discrepancy:  the  elegant 
English  accents  in  which  they  all 
blithered.  The  meals  were  usual- 
ly three-  or  four-course  affairs  and 
seemed  to  take  forever.  Barker  had  to 
answer  the  same  polite  questions  over 
and  over — that  is,  about  where  he 
lived  in  the  States,  how  he  happened 
to  come  on  the  cruise  and  had  he  ever 
visited  Great  Britain.  Eventually 
Barker  realized  that  when  an  Eng- 
lishman asks  a  "polite"  question,  he 
has  no  interest  in  the  answer  what- 
soever. Although  he  knew  it  was  un- 
fair, Barker  came  to  think  of  his 
messmates  collectively — as  "The 
English  Muffins." 

That  night  Barker  slept  badly  beside 
his  Indian — "Tonto"  was  his  private 
nickname  for  the  gentleman — and 
the  next  morning,  when  he  inched 
down  the  gangway  he  found  he'd 
missed  the  tour  bus.  The  Group  had 
left  at  7:55  a.m.  to  visit  Istanbul's  fa- 
mous Blue  Mosque.  Barker  took  a 


taxi  to  the  mosque  grounds  and  hob- 
bled up  a  thousand  steps  to  catch 
them,  but  they'd  already  gone  inside. 
At  the  entry  doorway  there  was  great 
confusion  and  a  strange  man  in  a  fez 
who  wanted  Barker's  shoes.  Barker 
got  one  shoe  off  all  right;  but  then, 
standing  on  his  bad  leg  to  get  the 
other  shoe  off,  he  started  flailing 
around — wailing  like  a  whirling  der- 
vish, as  he  thought  later — and  finally 
crashed  down  into  a  crowd  of  jostling 
Turkish  kids  who  were  hawking  sou- 
venir trinkets.  Put  upright  again,  he 
kept  feeling  his  pockets,  certain  they 
must  have  stolen  something. 

The  ship  left  Istanbul  at  midnight 
and  at  dawn  arrived  at  the  Turkish 


WHEN  AN  ENGLISHMAN  ASKS  A 
"POLITE"  QUESTION,  HE  HAS  NO  INTEREST 
IN  THE  ANSWER  WHATSOEVER. 


port  of  Gemlik,  where  passengers 
were  given  the  choice  of  being  taken 
by  bus  either  to  Nicaea,  where,  Barker 
had  been  told,  an  ecumenical  council 
had  been  convened  in  AD  325,  or  to  a 
place  called  Bursa,  which  Barker  had 
somehow  heard  was  small,  pretty  and 
"green,"  which  seemed  like  a  nice 
change  after  frenetic  Istanbul. 

But  on  the  bus  on  the  wav  to 
"Green  Bertha"  (as  he  came  to  call  it), 
the  local  guide  boasted  that  there  was 
an  automobile  factory,  a  big  furniture 
business,  a  textile  industry,  a  ski  resort 
(Barker  thought  she  said)  and  what 
sounded  like  "an  artificial  snail  fac- 
tory." The  Group  was  disembussed 
in  the  middle  of  a  big,  bustling  city 
into  a  small  tourist  area  where  they 
were  conducted  through  the  Green 
Mosque  and  Mausoleum  and  then 
given  an  hour  for  "independent  sight- 
seeing" (nothing  left  to  see)  and 
"shopping"  (neckties  and  scarves  from 
the  local  textile  factory). 

A  stately  Englishwoman  named 
Constance  hove  into  Barker's  ken. 
She  had  a  cane  and  definite  percep- 
tions. "The  Blue  Mosque  wasn't 
blue"  she  declared,  "and  this  Green 
Mosque  isn't  green." 


"You're  just  mosqued-out,"  Barker! 
told  her. 

"When  are  we  leaving  this  wretched) 
place?"  she  demanded. 

Barker  told  Constance  that  the  tourl 
bus  passengers  had  voted  to  stay  an 
extra  hour  and  a  half  for  shopping,) 
and  she  had  a  fit  until  Barker  told  her|| 
he  was  joking. 

On  the  bus  ride  back,  the  tour  guidejl 
said  that  each  of  the  poplar  trees  byl 
the  side  of  the  road  had  been  planted| 
by  a  family  when  a  son  was  born,  so 
that  when  he  was  of  marriageable  agejl 
the  wood  could  be  sold  to  a  furnituretl 
maker  to  provide  funds.  And  she  said 
that  mothers  of  sons  would  go  into) 
Turkish  baths  to  see  if  the  girl  her  so™ 
was  marrying  wasj 
beautiful  naked.  She! 
also  said  to  go  into  all 
Turkish  bath  some-l 
time.  "Don't  forgetl 
your  soup,"  she  added.l 
Barker  had  no  idea  what  she  meant. 

That  afternoon  the  ship  set  sail 
again,  and  that  evening  was  the  wel 
come-aboard  cocktail  party  and  gak 
dinner.  The  brochure  said,  "Somfll 
gentlemen  wear  black  tie  to  our  twdl 
Gala  nights,"  so  Barker  put  on  his 
Brooks  Brothers  poplin  suit  and 
white  buck  shoes,  the  best  he  could 
do.  But  the  effect  was  negated  any-l 
way  by  his  bad  knee  causing  him  tq 
lurch,  dervish-like,  into  a  waiter  carji 
rying  a  tray  of  champagne.  He  did 
encounter  Constance  again,  though! 
and  asked  her  to  go  in  to  dinner  witlj 
him  so  they  could  share  their  experi- 
ences at  Green  Bertha  with  theiii 
muffinmates  at  table. 

As  the  next  day  dawned,  they  werjl 
still  at  sea.  "During  the  morning,  [ 
read  the  brochure,  "we  close-cruisil 
Mount  Athos  whilst  a  deck  talll 
paints  a  picture  of  the  monasterieil 
and  lives  of  the  monks  in  this  all-mal 
holy  place."  Actually,  this  was  wonjl 
derful.  Barker  took  a  deck  chair  on  tb 
afterdeck,  starboard  side,  right  next  til 
a  young  American  woman,  tanninil 
herself,  sleek  in  a  black  Speedo.  If  th  I 
truth  be  known,  Barker  had  noticeil 
her  before  and  had  deduced  her  namel 
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Joyce  Miller,  from  the  ship's  passen- 
ger list.  She  was  the  only  really  attrac- 
tive woman  on  board  and  seemed  to 
stay  by  herself  as  much  as  possible. 

As  they  sat  there,  the  disembodied 
voice  of  a  guest  lecturer,  sounding  sort 
of  like  Richard  Burton,  came  over  the 
loudspeaker,  naming  one  after  an- 
other as  they  came  up  "at  two  o'clock" 
these  huge,  complex  establishments, 
each  nowadays  with  only 
about  four  monks.  The 
lecturer  had  visited  most  of 
them,  shared  the  wretched 
meals  with  the  monks  and 
was  always  made  welcome. 
It  was  a  beautiful  island, 
with  a  gorgeous  coastline. 
Barker  thought  what  a  for- 
tune could  be  made  devel- 
oping these  broken-down 
establishments  as  holiday 
resorts,  then  was  appalled 
at  his  own  crassness  as  the 
lecturer  went  on  describ- 
ing the  hard  lives  of  the 
holy  monks. 

Barker  heard  strange 
sounds  coming  from  Joyce 
Miller.  She  was  keening  as 
she  listened  to  the  lecturer. 
"Oooh!"  she  said  to  Barker. 
"I'm  in  love  with  that  man's 
voice."  She  shivered  slightly 
in  the  soft  Aegean  sun. 

There  was  an  elderly 
Scotsman  in  the  deck  chair 
on  the  other  side  of  Barker, 
and  Barker  overheard  him 
say  to  his  wife,  "Can't  that 
man  ever  be  quiet  so  I  can 
read  up  here?" 

The  passengers  were  generally  very 
attentive  to  the  lectures.  These  were 
scheduled  for  mornings  and  after- 
noons when  the  ship  was  at  sea,  and 
held  in  the  lounge,  which  was  above 
the  restaurant  and  below  the  bar,  sep- 
arated by  flights  of  stairs  that  Barker 
learned  to  hate. 

Barker  tried  to  get  a  grasp  on  the 
Byzantine  Empire,  but  starting  from 
zilch,  it  was  hard.  Zilch  seemed  even 
farther  back  than  the  fourth  century, 
when  he'd  heard  it  had  all  begun;  and 


whenever  Barker  heard  that  Constan- 
tinople had  "fallen"  into  the  hands  of 
the  Turks  in  1453,  he  kept  visualizing 
his  own  memorable  toppling  in 
Istanbul  into  the  arms  of  the  swarm- 
ing young  Turks.  The  guest  lecturers 
presupposed  a  degree  of  knowledge 
on  the  part  of  their  listeners  that 
seemed  to  Barker  remarkable. 

"These  English  people  all  know  so 


much,"  lamented  Joyce  Miller.  "All 
this  history — the  emperors  and  the 
crusades  and  all." 

"They  don't  really  know  it,"  said 
Constance.  "They  just  don't  worry 
about  not  knowing  it,  the  way  you 
Americans  always  worry.  English 
people  were  brought  up  taught  to  think 
they  knew  the  history  of  the  world." 

At  Mytilene,  the  island  of  Lesbos, 
where  the  ship  docked  that  night, 
Barker  went  on  the  walking  tour  of 
the  town  the  next  morning,  as  best  he 
could  anyway.  But  he  passed  on  The 


Group's  bus  tour  to  a  monastery  in 
favor  of  sitting  at  the  harborside  anc 
watching  the  world's  largest  car  fcrrj 
arrive,  disgorge  three  levels  of  autos 
take  on  another  load  and  depart 
Fascinating!  And  at  the  port  of  Chios] 
the  next  day,  he  passed  up  another  bus! 
tour  to  a  church  and  instead  walkec 
the  edge  of  the  harbor,  admiring  the 
brightly  colored  fishing  skiffs  skillfull) 
backed  in,  and  sighing  ovej 
the  elegant  yachts  in  the  lit 
tie  harbor,  wishing  he'd  jusi 
sailed  in  here  "in  a  smal 
boat,"  with  Flynn's  girl  up 
on  the  foredeck  handling 
the  dock  lines. 

And  the  night  after  that 
Barker  skipped  dinner  witH 
The  Muffins  entirely  anc 
was  on  the  deck  blessedly 
alone  at  sunset  as  the  shijj 
made  its  way  througl 
the  Greek  Islands  towarq 
Patmos.  The  islands  rose 
precipitously  out  of  the  se; 
all  around,  shades  of  gray 
the  darker  the  closer! 
lighter  in  the  distance 
Homer  spoke  of  "rosy-fin 
gered  dawn,"  Barker  re 
membered,  but  here  was  j 
rose  twilight  of  extraordi 
nary  beauty.  He  watched  a 
the  ship  approached  Pat 
mos  in  the  growing  dark 
ness.  Then  there  wen 
elaborate  docking  proce 
dures:  the  captain  droppei 
the  anchor  well  offshor 
then  worked  the  ship  in  ti 
quayside.  At  ten  o'clock  the  watersid 
tavernas  were  still  lively,  and  lookini 
up  over  the  small  port  Barker  couli 
see  at  the  top  of  the  hill  the  silhouett 
of  the  huge  Monastery  of  St.  John  th 
Divine  and  knew  that  below  it  was  th 
cave  where  John  had  experienced  th 
"revelations"  that  he  described  in  hi 
book  of  that  name. 

Barker  limped  ashore  to  a  taverns 
where  he  had  grilled  fish  and  a  cou) 
pie  of  glasses  of  retsina,  and  for  th 
first  time  truly  sensed  where  he  was! 
I  am  in  Greece,  and  on  one  of  the  fa 
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dered  why  he  had  not  had  any  feeling 
of  this  before.  Then  he  suddenly  re- 
alized why  it  was:  when  the  English 
travel,  they  take  their  English  ways 
with  them;  and  being  on  the  ship  was 
not  like  being  in  Greece  or  Turkey  at 
all;  it  was  just  exactly  like  being  in  an 
English  seaside  resort  hotel.  Well,  he 
thought,  sipping  his  retsina,  it's  easy 
to  see  why  St.  John  had  so  many  rev- 
elations here. 

But  Barker  soon  found  himself 
back  with  The  Group  again,  for  the 
next  day  the  ship  docked  in  Piraeus, 
and  they  were  all  bused  to  Athens  to 
see  the  Parthenon.  Long  ago,  Barker 
had  read  in  some  detail  about  the  "re- 
finements" of  the  Parthenon — the 
subtle,  barely  detectable  curvatures 
and  diminishments  the  fifth-century 
B.C.  architects  had  used  to  achieve 
the  building's  special  beauty — and 
now  he  wanted  to  see  these  for  him- 
•self.  A  cruise  director  who  had  wit- 
nessed one  of  Barker's  more  spec- 
tacular falls  cautioned  him  about 
the  steep  and  slippery  path  up  the 
Acropolis,  and  warned  Barker  jok- 


there.  But  Barker  borrowed  a  cane 
from  the  ship's  surgeon  and  went  anv- 
way.  "I  will  see  the  refinements  of  the 
Parthenon,  and  then  die,  if  necessary," 
he  said,  waving  his  cane. 

When  The  Group  got  there,  200- 
strong,  they  ran  into  a  group  of  200 
German  tourists,  plus  several  hundred 
other  tourists  who  were  up  there  on 
their  own.  The  ship's  guide  kept 
trying  to  shout  down  the  German 
group's  guide,  and  vice  versa.  Barker 
leaned  on  his  cane  and  kept  peering 
around  all  the  tourists,  trying  to  de- 
tect the  refinements,  but  he  could 
barely  see  the  Parthenon  itself.  Even 
without  The  Group,  the  Acropolis 
would  have  been  a  mob  scene,  thought 
Barker,  not  worth  dying  for,  and  he 
hobbled  back  down  the  steep  path 
very  carefully.  If  it  had  ever  been  des- 
tined for  him  to  have  seen  the  refine- 
ments of  the  Parthenon  before  he 
died,  he  would  have  had  to  have  done 
it  30  or  40  years  earlier.  Clearly  now 
was  too  late  and  always  would  be. 

That  night,  when  the  ship  made 
its  way  through  the  narrow  Corinth 


to  watch.  Usually  each  evening  after 
dinner  they  were  all  in  the  lecture 
lounge,  where  after-dinner  coffee  was 
served.  There  was  always  also  a  three- 
man  band  behind  a  tiny  dance  floor, 
with  the  bandleader  constantly  ex- 
horting (Cockney  voice)  everyone  to 
get  up  and  dance.  Everything  they 
played  had  a  fox-trot  beat,  whether 
it  was  a  tango  like  "Jalousie"  or  a 
Dixieland  number  like  "Bill  Bailey." 
For  some  reason  they  played  "Sweet 
Lorraine"  at  least  once  each  and  every 
night.  Occasionally  a  couple  would 
get  up,  dance  for  a  few  moments  and 
sit  back  down.  No  one  ever  drank 
anything  at  the  bar  after  dinner.  It  was 
all  very  subdued. 

"You  know  what  I  like  best  about 
this  trip?"  Joyce  Miller  asked  Barker 
one  night. 

Barker  looked  at  her  with  great  cu- 
riosity. He  had  no  idea  what  she  was 
going  to  say.  He'd  thought  Joyce 
Miller  hadn't  enjoyed  #/7ything  much. 

"The  only  thing  I  really  like,"  she 
said,  "is  those  next-day  schedules  they 
put  in  your  cabin  every  afternoon 


mm 


W.iIkt  Stuempfig  (1914-1970),  Still  Li/e  with  SM/s,  ml  on  canvas,  25  x  30  inches 


RICHARD     YORK  GALLERY 

21  East  65rh  Street,  New  York,  NY  10021    212-772-9155    Monday-Friday  10:00-5:50 


telling  what's  going  to  happen  when. 
With  the  times  of  all  the  disembarka- 
tions and  the  lectures  and  the  meals 
and  all.  And  the  time  of  sunrise  and 
sunset  up  in  the  corner.  It's  so  nice  to 
know  what  to  expect." 

Barker  looked  at  her  glumly.  He'd 
thought  the  fun  of  travel  was  not 
knowing  what  to  expect,  but  he  was 
beginning  to  realize  how  wrong  he'd 
been  about  this. 

Indeed,  it  was  amazing  how  the 
ship  kept  to  a  daily  itinerary  that  must 
have  been  set  a  year  before.  All  the 
buses  and  guides  and  admissions  tick- 
ets that  were  necessary — not  to  speak 
of  the  really  important  things,  like 
having  dock  spaces — 
all  was  always  ready 
when  required. 

And  there  all  the  ar- 
rangements were  again, 
right  ready,  the  next 
morning  after  Athens,  at  the  port  of 
Itea,  to  take  The  Group  in  buses  to 
Delphi.  Again  there  was  a  long  drive, 
and  then  a  long  climb  on  slippery 
stones,  and  many  people.  The  views 
over  the  countryside,  however,  were 
spectacular,  and  the  museum,  al- 
though crowded,  was  full  of  mar- 
velous classical  statuary. 

Barker  kept  wondering  what  was 
the  matter  with  himself.  Here  he  was, 
staring  at  a  Roman  copy  of  the  om- 
phalos, the  navel,  the  very  center  of 
the  ancient  world  (before  he  was 
nudged  along  by  some  Japanese 
tourists),  and  he  tried  to  grasp  that  he 
was  actually  on  Mount  Parnassus,  at 
the  Oracle  of  Delphi,  the  Temple  of 
Apollo.  He  kept  asking  why  he  didn't 
feel  any  awe  in  all  this. 

Meanwhile  Joyce  Miller  kept 
pointing  out  all  the  cigarette  butts 
that  littered  the  sacred  grounds.  It  oc- 
curred to  Barker  that  the  Delphic 
Oracle,  which  legendarily  had  an- 
swered questions  obliquely  through 
priestesses,  was  responding  to  his 
question  by  way  of  her  insistent  ob- 
servation. "Look  at  them  all,"  Joyce 
Miller  kept  saying.  "It's  disgusting." 

That  evening  at  1900  hours  the  ship 
left  port  to  go  halfway  back  around 


the  Peloponnesus  to  the  port  of 
Gythium,  where  the  next  afternoon 
The  Group  was  again  put  on  buses  for 
a  drive  inland,  this  time  to  "the  hill- 
top Byzantine  town  of  Mistra,"  as  the 
brochure  described  it.  Barker.took  a 
taxi  to  go  swimming  instead. 

He'd  heard  the  Mediterranean  Sea 
had  become  polluted,  and  hence  was 
unprepared  for  the  exceptional  clarity 
of  the  water.  The  sand  was  white  and 
fine  and  the  sea  simply  crystalline. 
Barker  bobbed  around  happily,  his 
toes  waggling  clearly  in  his  own  view, 
and  his  knee  responding  gleefully  to 
his  weightlessness  in  the  water.  As 
Barker  ate  a  plate  of  succulent  fried 
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calamari  at  a  little  terrace  cafe  on  the 
beach,  he  knew  he  would  always  re- 
member Gythium  fondly. 

At  ten  o'clock  the  next  evening, 
they  began  the  451-mile  trip  from 
Corfu  to  Ravenna,  and  the  next  day 
was  described  in  the  brochure  as  "A 
Day  at  Sea,"  which  had  sounded 
peaceful  and  nice  to  Barker  when  he 
first  read  it;  now  he  knew  it  meant  a 
day  of  no  escape  from  The  Group. 

He  and  Joyce  Miller  had  found  two 
deck  chairs  way  in  the  after  part  of  the 
vessel,  when  they  were  descended 
upon  by  a  particularly  dreadful  Eng- 
lishwoman named  Margaret. 

"Oh,  there  you  are,  Jocelyn!"  she 
said  to  Joyce  Miller  with  loud  enthu- 
siasm. "I've  been  looking  all  over  the 
ship  for  you!"  Margaret  looked 
around  for  a  place  to  sit,  but  blessedly 
there  wasn't  one.  "Where  have  you 
been}\  I  see  your  handsome  friend 
Bartram  limping  all  over  everywhere*. 
Getting  around  gamely,  aren't  we, 
Bartram?"  Margaret  reached  down 
and  whacked  Barker's  knee  mater- 
nally. Barker  cried  out  in  pain,  yanked 
his  leg  away,  wrenching  it  again 
dreadfully.  "Oh,  Bartram,  I  didn't 
hurt  you,"  declared  Margaret.  "I  didn't 
hurt  him  a  bit,  did  I,  locelyn?" 


Again  Margaret  looked  for  a  place  to 
sit,  again  to  no  avail,  and  she  wan 
dered  off. 

"Wow!"  Barker  said  to  Joyce  Miller 
"What  was  that  all  about?" 

"She  keeps  following  me,"  said 
Joyce  Miller.  "I  think  she  has  me 
mixed  up  with  someone  else." 

When  the  ship  finally  arrived  at 
Ravenna,  it  made  a  long  approach 
through  an  industrial  waterway,  but 
then  The  Group  was  transported  by 
bus  to  a  splendid  town  center  sur-< 
rounded  by  shops  of  great  elegance 
Barker  saw  window  after  window 
displaying  expensive  sunglasses  anc 
fashionable  clothes.  And  then  The 
Group  was  lec 
around  a  corner  anc 
into  the  Maus 
oleum  of  Galla 
Placidia  and  the 
Basilica  of  San 
Vitale  to  view  the  Byzantine  mosaics 
Barker  had  always  felt  about  mo- 
saics that  he  could  take  them  or  leave 
them  alone — and  had  usually  done 
the  latter.  But  these  were  extraordi 
nary:  in  the  Galla  Placidia  the) 
glowed  in  the  vaulted  ceiling;  in  Sari 
Vitale  they  gleamed  in  the  huge  apsfl 
of  the  church. 

But  again  he  couldn't  see  it  all  the 
way  he  wanted.  There  were  too  man) 
people  as  always,  as  always.  He  bor 
rowed  binoculars  first  from  one  per- 
son, then  from  another,  and  crouchec 
down  in  a  corner  to  brace  his  bad  knee 
while  he  peered  up  at  the  beauty  of  ij 
all,  but  again  someone  was  alway 
walking  in  front  of  him.  He  fin  all) 
wandered  outside  just  to  be  by  him- 
self for  a  while  before  he  got  back  01] 
the  bus  with  The  Group. 

When  they  got  back  to  the  boat 
Joyce  Miller  told  Barker  that  on  th« 
bus  she  had  sat  next  to  the  guest  lec- 
turer whose  voice  she  had  so  adorec 
when  they  close-cruised  Moun 
Athos.  Barker  had  been  aware  thai 
she'd  sort  of  fixed  on  the  man,  bui 
from  a  distance.  In  person,  the  lec 
turer  seemed  to  Barker  an  unprepos 
sessing  fellow,  rather  short,  with  ; 
little  beard  and  a  eait  that  was  some 
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Scottsdale,  AZ 

Auto-Konig  of  Scottsdale,  Inc. 

Beverly  Hills,  CA 

Rolls-Royce  of  Beverly  Hills 

La  Jolla.  CA 

Symbolic  Motor  Car  Company 

Monterey,  CA 

Boulevard  Communications 


Newport  Beach,  CA 

Newport  Beach  Cars,  Inc. 

Pasadena,  CA 

Rusnak/Pasadena 

Rancho  Mirage,  CA 

Desert  European  Motorcars,  Ltd. 


Sacramento,  CA 

Chuck  Swift  Sales  &  Leasing 

San  Francisco,  CA 

British  Motor  Cars  Distributors,  Inc. 

Thousand  Oaks,  CA 

Silver  Star  Motor  Car  Co. 


Las  Vegas,  NV 

Chaisson  Motor  Cars 

Portland,  OR 

Monte  Shelton  Motor  Company 

Bellevue.  WA 

Barrier  Motors,  Inc. 


INVESTING  IN  ART: 

THE  ART  OF  KNOWING  WHO  KNOWS 


W.A.  Boueuereau,  First  Caresses,  oil  on  cam 


Serious  collectors  already  know  about  us.  It  you  .ire  beginning  to  collect  or 
have  an  existing  collection  you  should  know  about  us  too. 

For  the  past  twenty  five  years  we  have  advised  collectors  both  corporate  and 
private  as  well  as  Museums  and  Investment  Funds.  We  seek  to  buy,  sell  or  trade 
important  works  of  art.  We  are  not  a  gallery  and  do  not  have  catalogues  offering 
works  of  art  for  sale.  We  focus  on  building  relationships  with  motivated  clients  who 
are  interested  in  building  significant  art  collections. 

We  specialize  in  three  areas.  They  are  American  Art  from  1840  to  1940,  19th 
Century  European  Academic  Genre,  Still  life  and  landscape  paintings  and  finally 
French  Impressionists,  Tost  Impressionists  and  early  20th  century  French  moderns. 

We  are  always  interested  in  buying  important  paintings,  sculptures  and  water- 
colors,  in  the  areas  already  mentioned  both  tor  ourselves  and  our  many  clients. 
We  are  also  interested  in  acquiring  collections.  If  you  would  like  to  be  on  our 
mailing  1m  please  let  us  know  by  fax  or  by  phone.  It  is  important  for  us  to  know 
what  area  of  art  is  of  interest  to  you. 


JOAN  MICHELMAN,  Ltd. 

By  Appointment  Only  New  York:  Monday  -  Friday  Tel:  (212)  535-4524  Fax:  (212)  517-6672 
Chicago:  Tel:  (312)  957-1330  Fax:  (212)  517-6672  •  5  Cross  Road,  Alford,  MA  012  30 


last  night,"  said  Constance. 

When  the  ship  glided  into  the 
canals  ol  Venice  the  next  morning, 
The  Group  gathered  on  deck  to 
watch,  and  Barker  found  a  place  by 
the  rail  he  didn't  give  up  for  any- 
one. Venice  in  the  early  light,  seen 
over  the  water,  was  a  beautiful 
sight;  and  Barker,  lor  this  one  time 
at  least,  didn't  have  anyone  stand- 
ing in  the  way  of  his  seeing  it. 

The  next  afternoon  The  Group 
was  put  on  buses  and  taken  to  the 
Marco  Polo  Airport,  where  the 
chartered  plane  to  Gatwick  had 
just  delivered  the  next  fortnight's 
250  souls  to  become  The  New 
Group.  It  was  possible  to  view 
them  through  a  glass  partition  as 
they  were  being  greeted  by  the 
jolly  cruise  directors.  The  New 
Group  appeared  to  Barker  to  be 
identical  to  The  Old  Group.  They 
looked  just  as  aged,  amiable  and 
bland  as  those  who  had  just  expe- 
rienced the  experiences  they  were 
about  to  experience.  They  would 
be  making  different  stops,  per- 
haps, but  their  experience  of  the 
places  would  necessarily  be  much 
the  same.  Everything  on  the  ship 
would  be  the  same — presumably 
right  down  to  the  surprising  details 
like  the  flaming  baked  Alaskas  in 
the  darkened  dining  room. 

It  was,  thought  Barker,  looking 
through  the  glass  pane  that  sepa- 
ated  the  two  identical  groups,  like 
ooking  into  a  mirror  in  time. 
Only  one  more  surprise  awaited 
arker  on  this  trip,  and  that  was  a 
leasant  one.  He  accepted  the  com- 
limentary  beverage  doubles  on  the 
harter  flight  to  London;  and  at 
atwick,  when  he  paused  in  appre- 
ension  at  the  moving  walkway,  he 
ealized  that,  totally  unexpectedly, 
he  pain  in  his  knee  had  disap- 
peared. "What  was  that  all  about?" 
e  asked  himself,  as  he  stepped  for- 
ard  onto  the  walkway  that  started 
im  back  toward  home.  • 

Rust  Hills  is  the  fiction  edi- 
tor at  Esquire. 


Most  five-star  dining  establishments  provide 

a  waiter  for  every  six  tables. 
How  about  a  chef  for  every  six  people  instead? 


Imagine  the  Luxuries  of  having  aboard  your  very  own  captain  and  chef. 
Never  before  had  a  vacation  been  do  personalized  and  yet,  do affordable.  All-includivt 
7-night  Sail-Away  packaged  started  only  ^^QQ ' 

|-800-y7-7880 

WWW.mOOrin5S.COm 


TrieMoorings 

Crewed  Yacht  Vacations 


What  in  the  world  are  you  waiting  for? 

Per  person,  double  occupancy  stateroom,  leisure  class.  Airfare  arid  gratuities  not  included.  Some  rest  net  totu  max/  apply.  Call  for  details. 


i  Imagine  having  an 
I  85lb,45mph,  steel- 
jawed,  fur-covered 
I    cruise  missile 
in  the  house. 


Security  means  more  thai  simply  being 
secure,  it's  feeling  safe.  And  a  gun  fired 
in  the  house  doesn't  guarantee  safety- 
either  to  you  or  loved  ones.  That's  the 
difference  a  well  trained  dog  offers.  Using 
world-renowned  training  techniques, 
proven  in  international  competitions,  we 
deliver  the  world's  ultimate  security 
system.  One  that  reacts  instantly  in  a  crisis 
and  obediently  while  in  the  home. 

If  you  want  to  learn  more  about  us,  our 
results,  and  how  a  feeling  of  security  can 
be  yours  call:  (704)  464-6200,  or  fax  us 
at  (704)  465-7330.  Or  write:  2618  Emanuel 
Church  Rd.,  Conover,  NC  28613  USA 

theQMrdct 


Gucwiat 

Caine  Manor 

Canine    Protection  Services 


Pour 
FERRARI " 


Girard-Perregaci 


DEPUIS  1791 


T)@(u)(B)(n)(€)(B)(U 

Where  you  meet  Your  Other  Face 

NEW  YORK  •  PALM  BEACH  •  BAL  HARBOUR  •  COSTA  MESA  •  HOUSTO 
SHOP-AT-HOME:  1-800-348-3332 


UTime  Company  Inc.  Sole  Distributor  for  the  USA  1-888-UTIME  WC  1-888-884- 


By  Geo  Beach 


Briefcase 


An  airtight  case for  rugged  luggage 


There's  a  grainy  home 
movie  sequence,  herky- 
jerky  and  bathed  in  the 
early  '60s  Technicol- 
or blues  of  Nantucket 
Sound.  A  game  of  touch 
football  in  Hyannis- 
port,  the  spiraling  long 
bomb  across  a  line  in 
the  sand.  As  the  reel  un- 
winds, you  can  just  see 


it  in  a  corner  of  one  frame, 
a  silver  flash,  like  an 
ironworker's  lunchbox. 

It  is  the  other  "foot- 
ball," the  parcel  contain- 
ing the  codes  for  nuclear 
command  that  is  never 
far  from  the  President's 
side.  This  global  game 
plan  is  packed  into  a 
Halliburton  travel  case — 


Photographs  By 
Monica  Stevenson 


for  the  past  50  years 

or  more,  the  most  serious 

briefcase  in  the  world. 

Back  in  the  '30s,  oil- 
field engineer  Erie  P. 
Halliburton  was  touring 
the  far  corners  of  the 
planet,  pumping  petro- 
leum, when  he  got  plain 
fed  up  with  the  limp 
luggage  he  carried.  He 
commissioned  his  engi- 
neering staff  to 
build  a  field  case 


that  was  sturdy  and  light. 
The  team  found  that 
aluminum  was  the  key, 
and  built  a  case  that  had 
the  classic  aerodynamic 
lines  of  a  DC-3.  In  1969, 
The  Halliburton  Case 
Co.  teamed  up  with 
Herman  Zierold's  ZERO 
Corp.,  manufacturers 
of  air  transport  containers 
tor  military  electronics, 
and  the  modern  ZERO 
was  born. 
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Halliburton  cases  were 
initially  popularized  by 
professional  photogra- 
phers on  assignment  in 
Asia,  Africa  and  the 
Amazon.  They  appreci- 
ated protection  from 
typhoon-force  wind  and 
rain,  as  well  as  from 
the  odd  spill  off  Land 
Rover  roof  racks. 

How  rugged  is  it? 
Today's  case  can  with- 
stand temperatures 
of  up  to  900  degrees  (F). 
A  ZERO  was,  in  fact, 
found  last  year  amid 
the  rubble  of  the  Malibu 
fires,  its  contents  un- 
harmed. Cold?  Alum- 
inum actually  increases 
in  strength  the  colder 
it  gets,  so  the  ZERO 
is  a  favorite  of  Arctic 
explorers. 

Precise  gasket  seals 
add  integumentary 
integrity — keeping 
the  insides  in  and 


the  outside  out.  The 
ZERO's  handle  doesn't 
pull  off  until  you  exert 
600  pounds  of  pressure, 
while  the  positive-lock 
draw-bolt  latch  sustains 
1,000  pounds  of  intern- 
al force  without  bursting. 
And  speaking  of  the 


attaches  and  wheeled 
carry-ons.  And  Hal- 
liburton luggage  is  now 
available  in  five  colors 
(including  four  shades 
of  black)  in  addition 
to  the  original  satin  sil- 
ver. For  the  executrix 
who  knows  strong  is 


and  eventually  let  the 
passengers  go.  Then 
they  blew  the  plane  up. 
Kicking  through  the 
wreckage,  investigators 
found  two  ZERO 
Halliburtons  belonging 
to  the  passenger.  Despite 
the  pressure  of  the  ex- 


A  ZERO  was  found  in  the  rubble  of 
the  Malibu  fires,  contents  unharmed. 


right  stuffability,  the 
ZERO  has  carried  back 
a  load  of  moon  rocks, 
and  has  been  field  tested 
for  15  Gs  aboard  the 
space  shuttle.  (There  is 
also  a  ZERO  Halliburton 
currently  aboard  the  Mir 
space  station,  an  irony 
that  young  Kennedy 
might  have  enjoyed.) 

ZERO  recently  intro- 
duced new  lines  of  note- 
book computer 


sexy,  there's  even  a  fash- 
ion purse  collection. 

One  final  statistic: 
the  ZERO 's  aluminum 
skin  withstands  50,000 
pounds  of  pressure  per 
square  inch.  That  may 
not  mean  much  until  you 
consider  this:  a  few  years 
back,  a  ZERO  Halliburton 
customer  was  traveling 
overseas  when  his  plane 
was  hijacked.  The  hi- 
jackers landed 


plosion,  and  the  heat 
and  water  exposure,  the 
contents  had  remain- 
ed untouched. 

Now  if  Halliburton 
could  just  learn  to  build 
airplanes  the  same 
way  • 

ZERO  Halliburton  en- 
closures, from  $200  to 
$1,200.  Authorized  retail- 
ers worldwide.  For  in- 
formation: 800-547-8192. 
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A  Shetland  sweater 
shouldn't  come  from 

Brooklyn. 


„JP- 

MM 


Our  Shetlands  come  from  Scotland,  the  home  of  Shetlands. 


Our  Italian 
silks  come  from  Italy. 


Our  Belgian  linens  come 
from  Belgium. 


Our  luggage 
comes  from  next  door. 


F 


ior  some  things,  there's  only  one 
place  to  go. 
A  place  where  climate,  tradition  or 
sometimes  just  plain  luck  has  resulted  in 
an  exceptional  product. 

At  Lands'  End;  we're  forever  searching 
for  such  places.  Like  merchants  since 
the  time  of  Marco  Polo,  we  travel  to  the 
ends  of  the  map  -  to  find  manufacturers 
as  finicky  about  materials  and  construction 
as  we  are. 

Sometimes,  we  find  them  practically  in 
our  own  backyard.  Our  catalog  is  full  of  nice 
things  from  the  good  old  USA.  From  such 
places  as  Water  Valley,  Mississippi.  Richland, 
Pennsylvania.  Puyallup,  Washington.... 

But  not  always.  For  our  Interlochen  Shirt, 
we  went  to  Peru. 


For  our  Cashmere  Sweaters,  to  Inner 
Mongolia. 

If  you  want  to  see  the  latest  things  our 
merchants  have  brought  back  from 
their  travels,  we'd  be  happy  to  send  you 
a  free  copy  of  our  catalog. 

It  comes  from 
Wisconsin. 


_i 

©1997  Lands' End,  Inc.  ^BjSjtttBST' 

|  ^^Srfe^d- 

For  our  free  catalog,  call  anytime,  24  hours  a  day, 

1-800-356-4444  Please  mention  ad  [rn] 
Name  


Address  - 


Apt.. 


City. 


State . 


Zip . 


Phone  i  '.  

Mail  to:  1  Lands'  End  Lane,  Dodgeville,WI  53595 
http:/ / www.landsend.com/catalogs-rn 


Day/Night  (circle  one) 


THE 


SELECTION 


.  (As  of press  time,  all  items  were  available; 
however,  FYI  can  t  guarantee  that  they  will  be  if  all 
of  you  order  the  same  thing  at  the  same  time.) 
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Prom  dining  on  the  move 

e  o  decomposition  right  in  your  own  backyard.... 
L  'roving  once  again  that  if  you've  got  a  credit  card,  you 
an  get  it  in  the  mail.  (No  box-tops  required.) 


J  For  the  li'l  couch  potato  in  your  home. 
Overstuffed  club  chair  and  ottoman  come  in 
main-proof  cotton  floral  or  indigo  denim. 

em  #32261  (chair  only)  $300 

iem  #32262  (both)  $400 

Ld-In-Hand  800-872-9745 

Wine-tasting  without  the  pesky  hang- 
wiers.  Bacchanales  teaches  enology  by  scent 
\one.  Includes  40  odoriferous  tins,  snifter 
md  three  guidebooks.  Developed  in  France. 

an  #S7471N  $95 

line  Enthusiast  800-417-7788 

jO  Finally,  a  use  for  all  that  junk  in  our 
mirage.  Gallery-quality  metal-mosaic 
vbtchen  table  ($1,350)  made  from  recycled 
md  frames  and  bicycle  parts.  Glass  top  not 
w.cluded.  Many  other  items  available. 
source  Revival  800-866-8823 

it)  Mmmmmm        Silky  smooth  goose 

me  gras  is  poached  in  special  bouillon  and 
acented  with  black  Perigord  truffles,  fust 
\§n't  ask  them  how  they  make  it.  (1.1  lb.) 

Ifm  #  CMC09  $225 

trossian  800-828-9241 

M  /  Decomposition  is  a  snap  with  this  gal- 
mnized-steel  rotary  composter.  Multi- 
H  led,  68-gallon  drum  lets  oxygen  in,  drops 
i  idy-for-the-garden  dead  matter  out. 

im  #1561  $286 

mgenbach  800-362-1991 

It)  Nice  dogs,  great  bookends.  Stone  com- 
\\site  Labrador  heads  from  a  '40s  wood 
\rving  by  American  Georgia  Santora. 


Items  #F697  (black)  &  #F101376  (brown)  $68 

Art  &  Artifacts  800-231-6766 

Sleek,  ergonomic  Sonoma  Task  Light 
has  touch-sensitive  switch,  18-watt  flat 
bulb  for  even  illumination.  Sexy  as  a  super- 
model, with  a  price  tag  to  match.  ($479.) 
Waldmann  Lighting  800-634-0007 

Surpass  the  Joneses,  then  feed  'em  din- 
ner with  this  48"  backyard  grill.  Has  three 
20,000-BTU  burners,  infrared  rotisserie, 
built-in  smoker  and  side  burner.  Requisite 
novelty  apron  not  included.  ( $3, 650.) 
Frontgate  800-626-6488 

Out:  finger  food.  In:  civilized  dining, 
anytime,  anywhere.  European  picnic  gad- 
get splits  into  knife  and  fork,  with  cork- 
screw and  can-opener.  Now  if  we  can  only 

figure  out  how  to  eat  this  soup  

Items  #9824  (maple)  &  #9823  (s-steel)  $42 

Travel  Smith  800-950-1600 

Impress  the  investment  club  with  this 
classy  reproduction  of  a  Louis  Sullivan 
balaster  from  the  late,  great  Chicago  Stock 
Exchange.  Copper-plated  aluminum  is 
antique-patinaed,  for  use  indoors  or  out. 

Item  #51680  $349 

Circa  800-945-7777 

Freedom  from  bologna  sandwiches! 
Bento  Box  Thermal  Lunch  Carrier 
includes  utensils  and  four  leak-proof  con- 
tainers for  soup,  hot  entrees  and  sauce. 

Item  #863010   $59 

Container  Store  800-733-3532 


FYI 
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THE  BULL  BOARD 


By  ANTHONY  DePALMA  ^jf 

TORONTO,  Dec.  3  -  When  a  ml 
seumgoer  vomited  on  a  Mondrian 
masterwork  at  the  Museum  of  Mod- 
ern Art  in  New  York  last  month, 
museum  officials  called  it  "an  unfor- 
tunate incident"  and  said  the  young 
man  involved  had  apparently  not 
done  anything  deliberate  to  harm  the 
painting. 

But  now  the  man,  a  22-year-old 
Toronto  art  student,  has  acknowl- 
edged that  he  intentionally  defaced 
the  painting,  "Composition  in  Red, 
White  and  Blue,"  in  what  he  contend- 


>t2i;-     -       ,  i„iCMsltY's  abandon- 
Georgetown  ^^hat  English 

**0t*\\T£w  two  authors 
majors  study  at  ie*         are  and 
among  Chauoj,  ^*^cism  and 
which  drew  ^  year  _  is 

w  study  by  the 

1 

Tn  their  place,  courses 


LosAngc 


Baker,  47,  wa;e^S;t(S  m'1Cted  murderer  Lawrence 
tening  to  a  TV  w in T I  metal  toilet  seat  w™e 
Prison  in  PinsbuS  mSS! a^ead.Phon^  Glials  at  the 
t  T ,  „,  '^ourgh  blamed  bad  wmng  in  the  headphones. 


Milton 
prompted  a 
now  the  norm 


teach-in  last  year 


noW  tne  ,  Porum  finds. 

pics,  like  "The 
Film"  (Georgetown); 


n  popular  culture  topics 


an  artistic  statement  about 
sressively  trite  and  painfully  ba- 
Tart. 

In  a  telephone  interview  today 
from  the  computer  lab  at  the  Ontario 
College  of  Art  and  Design,  where  he 
is  a  student,  the  man,  Jubal  Brown, 
said  he  also  vomited  —  this  time  in 
deep  red  —  on  a  work  by  the  French 
impressionist  Raoul  Dufy  at  the  Art 
Gallery  of  Ontario  on  May  15. 

"My  piece  was  intended  to  be  a 
trilogy,  with  one  performance  for 
each  of  the  primary  colors,"  he  said. 


A  Capitol  Police  security  aide  re- 

,?f^t0.aCCept  the  sessional 
identification  of  Rep.  Luis  V.  Gutier- 

and  told  him  and  his  daughter  to  "go 
back  to  the  country  you  carne  from  - 
the  representative  said  yesterday 


LONDOff-ToHr  Scot- 
no/1  f°lferswere  s<>  dedi- 
cated to  their  sport  that 

tee  of  their  long-time 
1   Paying  partner  did  not 

ing  their  round 

Jimmy  Hogg,  77,  col- 
lapsed and  died  of  a 
heart  attack  moments  af- 
ter firing  the  opening 
shot  in  a  game  with  hif 
regu  ar  partners  in  Fife 
Scotland,  today's  Guard- 
ian newspaper  reported 
Hogg  s  four  partners 

Paused  while  he  was  tak 
and  then  played  on. 


and 


Gangster 
"Melodrama 
(Duke  University) 


Soap  Opera 
nd  "20th-Centu 
Boxing  Fiction  and 


American 
irtm 
lppe 
i  dor 
lake 

H  Jer7  h  ^nmS'^^l  nonprofit 
^National  *  u™l™tion  0f  alumni, 
^educational  organizai  i995 

^donors  and  trustees  iouilu__  „„Ulir( 
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educational  org 

[donors  and  "^"'^p  culture 
l&^uSS^thestu- 

;dents  want. 


Dole's 


IdUer 


whales* 


]\Priest,^eQthEx. ; A 


I  Iowa 

Sac  City  —  A  2,225-p«ind  popcorn  ball 
will  be  demolished  today  by  daredevil 
|01ie  Anderson  at  the  Sac  County  Fair- 
grounds. "I  got  tired  of  baby-sitting  a  one- 
ton  popcorn  ball,  so  I  decided  to  blow  it 
up,"  said  booster  Shirley  Phillips. 


-r 


showed  that  k   ,     Sliest     I  ea< 


overeat. 


More  than  700  enraged  Chinese 
college  students  destroyed  a  the- 
ater after  seeing  a  sex 'education 
him  that  was  not  as  stimulating  as 
they  expected. 


Texas 

Llndale  —  The  Lindale  Inde- 
pendent  School  District  has  reject- 

ed  32  books  for  an  advanced  place- 
ment English  class.  Cited:  values 
conflicting  with  the  community. 
Moby  Dicfe  is  among  the  banned. 


!and  man 
1*8  to  restart 


■ 
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sweet-  More  horsepower 

its  nastier  I  Women  resurrect  the  music  biz    for  your  PC 


$4.95  (Canada  $5.95) 


72  Tax  dodger 

"I  had  no  idea  I 
could  go  to  jail." 


42  Mr.  Tough  Guy 

"We  believe  that 
Samsonite  will 
be  the  Cinderella 
story  of  1997." 


90  Happy  tunes 

"This  new  music* 
not  about  who's 
shooting  who 
or  who's  taking 
people  out  in 
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AFTER  IDENTIFYING 
WHAT  THIS  WAS, 
IEEP  ENGINEERS 
MASTERED  IT 


Obviously  our  engineers  spend  most  of  their 
time  off-road.  However,  all  that  off-road  expertise 
makes  handling  the  hard,  smooth  stuff,  well, 
easy.  The  latest  example  of  all  that  engineering 
expertise — the  Jeep,,  Grand  Cherokee  TSi. 

What  you'll  notice  first  about  the  TSi  are  the 
aggressive  16-inch  alloy  wheels  fitted  with  high- 


performance  Goodyear8  Eagle  LS  tires,  a  setup  usua 
reserved  for  those  autobahn  cruisers. 

Step  inside  and  you'll  find  perforated  leatht 
faced  seats,  a  10-way  power  drivers  seat,  and  rac 
controls  located  right  on  the  steering  wheel. 

When  you  eventually  tire  of  all  that  civiliz 
driving,  take  the  TSi  off- road.  Remember,  Gra 


lier 


Always  wear  your  seat  belt.  Jeep  is  a  registered  trademark  of  Chrysler  Corporation. 


'.herokee  TSi  is  a  Jeep  vehicle  first,  as  proven  by  its 
ighly  advanced  Quadra-Trac®  four-wheel  drive. 

Underneath  it  all  is  an  available  220-horse  V8 
hat  has  more  than  enough  power  whether  you're 
n  mud  and  rocks  or — what's  that  word  again?  Oh 
es,  pavement.  Now  if  our  engineers  could  just 
Igure  out  what  those  painted  lines  are  for.  For 


more  information,  call  1-800-925-JEEP  or  visit  our 
Web  site  at  http://www.jeepunpaved.com 

Jeep 
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Eric  Nee 


Rita  Koselka 


silicon@forbes.com 

How  many  BITS  OF  DATA  can  you  fit  on  the  head  of  a  pin?  Time 
was  when  only  an  electronics  trade  publication  would  ask  such  a 
question.  Nowadays  a  business  manager  can't 
make  strategic  decisions  without  thinking 
about  technology.  Nor  can  investors.  And 
that's  why  you  can't  cover  business  without 
covering  information  technology — witness  the 
fact  that  four  of  our  last  eight  cover  stories 
have  been  about  computers. 

Recognizing  this,  and  because  Silicon  Valley 
is  where  the  technology  action  mostly  is  these 
days,  we  have  established 
,  ^  Silicon  Valley  bureau 
(E-mail  your  story  ideas  to 
silicon@forbes  .com ) . 

Manager  of  the  bureau  is  Eric  Nee,  43,  a 
1977  graduate  of  the  University  of  California 
at  Santa  Cruz  who  has  spent  13  years  as  a  Sil- 
icon Valley-based  journalist,  the  last  4  as 
editor-in-chief  of  Upside  magazine,  a  publica- 
tion that  covers  the  high-technology  industry. 
MM  During    his  tenure 

Upside  won  numerous 
awards,  and  Nee  has  made  his  mark.  Among 
his  own  noteworthy  articles  were  a  prescient 
1991  story  on  Cisco  Systems  when  it  was  one- 
sixtieth  the  size  it  is  today,  and  a  story  the 
same  year  about  Hewlett-Packard  revealing 
David  Packard's  dramatic  rescue  of  the  com- 
pany he  founded.  Nee  knows  about  gigabit 
densities;  see  his  take  on  TeraStor  Corp.,  on 
page  154.  More  important,  he  knows  when  a  MM 
business  manager  needs  to 
know  about  such  things. 

Joining  Nee  in  the  Burlingame  office  are 
three  Forbes  veterans:  Senior  Editor  Rita 
Koselka,  author  of  articles  on  such  diverse 
topics  as  multivariate  testing  and  game  theory; 
Staff  Writer  Josh  McHugh,  who  wrote  last 
year's  cover  story  on  Trilogy  Development 
Group;  and  Contributing  Editor  Jeffrey 
Young,  who  wrote  the  recent  cover  profile  of 
KMH  Microsoft's  Steven  Ballmer. 

"We  hope  to  profile  hot  startups  like  the 
next  Cisco,  and  coming  disasters  like  the  next  Apple,  before  people 
read  about  them  in  the  other  business  publications,"  says  Nee.  "We 
will  alert  Forbes  readers  to  coming  technologies  that  will  change 
the  way  they  do  business."  And,  of  course,  as  part  of  the  Forbes 
team  they  will  challenge  conventional  wisdom  whenever  and  wher- 
ever it  seems  to  need  challenging.  • 


Josh  McHugh 


Jeffrey  Youn£ 


Executive  Editor 
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PETER  O'MALLEY, 
YOU  DONT  HAVE  TO 
SELL  THE  DODGERS! 

According  to  the  complicated  tax  planning  explained  to  you  by  your  attorney,  you  would  have  to  pay  $200  million 
in  estate  taxes  if  the  team  was  worth  $363  million  and  you  died.  That  really  isn't  necessary.  It  is  not  that  complex.  All 
you  need  to  do  is  buy  a  one  payment  last-to-die,  $200  million  survivership  life  insurance  policy  on  you  and  your  wife  . 
The  cost  is  $20  million,  based  on  current  assumptions. 


"The  team  would  present 
a  heavy  tax  burden  to  his 
family  if  he  were  to  die, 
O'Malleysaid." 

80B  NIGHTEHGSLt  &  JEAN  MERL 
L.A.  TIKES  STAFF  WRITERS 


"The  estate  tax,  the 
lawyer  said,  miqht  force 
beneficiaries  to  refinance 
or  conduct  a  distress  sale." 


ROSS  NEWHAN 

L.A.  TIMES  STAFF  WRITER 


Upon  your  death,  the  $20  million  will  produce  income 
and  estate  tax  free  proceeds  of  $200  million  which  can  be 
used  to  pay  the  estate  taxes.  Effectively,  the  insurance 
company  paid  the  taxes  for  you.  You  would  have  to  pay 
$11  million  in  gift  taxes  to  make  the  $200  million  estate 
tax  free.  Since  the  $11  million  would  be  out  of  your  estate, 
at  your  death  the  gift  tax  cost  effectively  is  only  $5  million. 
There  is  no  reason  to  pay  $200  million  in  estate  taxes  when 
you  can  pay  only  $5  million  in  gift  taxes. 

Since  the  $20  million  produces  a  return  of  $200  million, 
it  cannot  be  looked  at  as  an  expense,  just  an  Investment 
Alternative.  So  the  only  real  net  cost  of  taxes  you  pay  is 
$5  million. 


Barry  Kaye,  respected 
author  and  creator  of  The 

Investment  Alternative 


Since  your  sister  owns  half  of  the  team,  if  she  is  younger, 
the  overall  cost  will  be  even  less  for  her  share,  but  in  this  manner,  we  can 
cover  up  to  $400  million  in  estate  taxes,  just  in  case  the  team  was  worth 
$726  million  at  your  deaths. 

YOU  DONT  HAVE  TO  SELL  THE  DODGERS  FOR  ESTATE  TAX 
REASONS.  YOU  SIMPLY  HAVE  TO  USE  MY  INVESTMENT 
ALTERNATIVE  METHOD  AND  BUY  A  LIFE  INSURANCE  POLICY! 

Even  if  you  do  sell,  you  can  still  effectively  pay  the  first  $200  million  of 
estate  taxes  for  only  $5  million. 

Whether  you  own  the  Dodgers,  a  business,  real  estate,  or  just 
substantial  assets,  you  can  do  the  same.  If  you're  worth  $363 
million,  $36  million  or  $2  million! 


If  you'd  like  more  information  about  The 
Investment  Alternative,  ask  for  my  special 
report,  How  To  Increase  Your  Exemptions 
From  $600,000  to  $363  Million!,  which 
contains  valuable,  not  to  be  missed 
information.  For  more  information  on 
these  approaches,  send  for  Die  Rich  and 
Tax  Free!  and  my  3-hour  video  seminar, 
Make  Millions  Save  Millions!,  a  $130 
value,  for  just  $69.95. 

Pleas*  add  S4H  M 10  and  ST  where  applicable  MC  and  VISA  accepted. 

Call  (800)  DIE-RICH 


Barry  Kaye  Associates® 
Wealth  Creation  Centers® 


t  Tax  Cost  Discount  Specialists 


1901  Avenue  of  the  Stars,  Los  Angeles,  CA  90067 
(310)277-9400  FAX  (310)  282-0775 
(800) 343-7424 


My  definitive  new  book,  The  Investment 
Alternative,  will  be  published  on  March  26. 
Discover  the  power  of  these  important 
techniques  that  can  offset  any  tax  or  loss, 
preserve  any  estate,  create,  optimize  and 
maximize  any  asset.  A  must  read  for  any- 
one worth  $2  million  or  more.  Call  now 
to  place  an  advance  order  so  you  can  take 
advantage  of  my  important  new  methods 
as  quickly  as  possible.  $29.95. 

Please  add  S4H  S4  10  and  ST  where  applicable.  MC  and  VISA  accepted 

Call  (800)  343-7424 


All  figures  depend  on  age.  sex.  mantal  status  and  mm-guaranteed  current  assumptions  ol  interest  and  mortality,  using  an  individual  or  last-l 


policv  based  on  current  law 


3  1*7  Barry  Kaye  Associates  and  Wealth  Creation  Center 
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Joyce  McCracken,  Mgr.  Sales  Information; 

Diane  Loparnos,  Tom  Marlow, 

Ana  Maria  Miranda,  Robin  Stein; 

Patricia  Deckelnick,  Adv.  Services  Manager; 
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Kluge  stumbles 

In  A  cover  STORY  titled  "The  cheap- 
skate billionaire"  (Feb.  26,  1996), 
Forbes  looked  at  how  82 -year-old 
mogul  John  Kluge  (net  worth,  $7.2 
billion)  was  cobbling  together  his 
second  media  empire.  His  $314  mil- 
lion (estimated  1996  revenues) 
Metromedia  International  Group  was 
heavily  in  debt  and  gushing  red  ink. 
But  then  Kluge  has  a  long  record  of 
creating  value  out  of  odds  and  ends. 

With  Metromedia  International, 
however,  Kluge  keeps  stubbing  his 
toe.  Metromedia  has  lost  about  $200 
million  from  continuing  operations 
over  the  past  two  years.  Since  our 
story  appeared,  the  stock  has  sunk  to 
10  from  14,  while  the  market  has 
surged  20%.  Most  of  the  blame  goes 
to  Metromedia's 


entertainment 


division.  It  had  an  operating  loss  of 
around  $37  million  last  year,  and  its 
main  unit,  Orion  Pictures,  was  forced 
to  borrow  $200  million  to  service  its 
debt  and  make  acquisitions. 

Now  rumors  abound  that  Kluge 
wants  to  sell  the  entertainment 
group.  The  logic  goes  that  this  would 
let  him  focus  on  his  higher-growth 
wireless  telecom  operations  in  East- 
ern Europe  and  China.  But  buyers  of 
Hollywood  assets  are  scarce  these 
days.  And  many  of  Orion's  lucrative 
foreign  distribution  rights  have 
already  been  sold  off. 

Longtime  Kluge  partner  Stuart 
Subotnick  denies  that  Metromedia  is 
shopping  the  entertainment  proper- 
ties around.  Nor,  he  insists,  is  Kluge 


backing  away  from  his  strategy  of 
using  the  assets'  programming  and 
cash  flow  to  develop  Metromedia's 
foreign  telecom  business.  "It's  the 
same  strategy,"  Subotnick  says.  But  it 
doesn't  seem  to  be  working  very  well. 

-Justin  Doebele 

A  jewel's  lost  luster 

On-line  computer  service  pioneer 
CompuServe  was  H&R  Block's  crown 
jewel  three  years  ago,  and  we  thought 
it  would  turn  the  Kansas  City,  Mo.- 
based  tax  preparer  into  one  of  the 
winners  in  multimedia  (Dec.  6,  1993). 

It  hasn't  worked  out  that  way.  On 
Feb.  17  Chief  Executive  Robert 
Massey  resigned  after  serving  less 
than  two  years  as  boss  at  the  Colum- 
bus, Ohio  outfit.  Days  later,  the  com- 
pany reported  a  fiscal  third-quarter 
loss  of  $14  million,  compared  with 
net  income  of  $9  million  a  year  earli- 
er. The  stock,  which  went  public  last 
April  at  30  a  share,  has  cratered  to  a 
recent  10!4 

What  happened?  Early  last  year 
CompuServe  decided  to  go  after  the 
mass-market  consumer,  broadening 
its  initial  focus  on  business,  profes- 
sional and  technical  users.  The  strat- 
egy failed:  Price  wars  and  higher  sell- 
ing costs  thwarted  efforts  to  match 
the  hundreds  of  millions  of  dollars 
that  America  Online  and  Microsoft 
were  pouring  into  marketing.  Out- 
gunned and  losing  money,  Com- 
puServe announced  in  November 
that  it  would  return  to  concentrating 
on  its  original  smaller  audience.  It 
also  pulled  the  plug  on  wow!,  a 
second  on-line  service  it  had  devel- 
oped to  compete  with  AOL  for  novice 
users  and  children. 

"In  retrospect,  it  [the  mass  market 
strategy]  was  a  mistake,"  admits 
Frank  Salizzoni,  CompuServe's 
acting  chief  executive  and  head  of 
H&R  Block.  He  confirms  that  Block 
(sales,  $1.7  billion)  now  wants  to  spin 
off  or  sell  its  remaining  80%  stake  in 
CompuServe,  but  not  until  the  ser- 
vice returns  to  profitability. 

Finding  a  buyer  won't  be  easy. 
CompuServe  has  a  second  business — 
network  services  for  corporations — 
which  accounts  for  about  30%  of  rev- 
enues. "There  really  isn't  anyone  who 
would  want  both  pieces,"  says  Emily 
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Remember  When  The  Challenge  Was 
Getting  From  Point  A  To  Point  B? 

Many  multinational  companies  are  now  based  in  the  same 
place:  the  entire  world.  And  a  high  percentage  of  them  are 
Ernst&Young  clients.  Because  in  everything  from  information 
technology  to  tax  consulting,  we  offer  the  advantage  of  a  sin- 
gle point  of  contact  coupled  with  thorough  local  knowledge 
and  implementation  capabilities. 

As  part  of  a  worldwide  organization  that  has  72,000  peo- 
ple in  134  countries,  we  can  make  doing  business  anywhere 
as  easy  as  71. 

There  Isn't  A  Business  We  Can't  Improve  m 

=U  Ernst&Young 


Bentley  Brooklands  Trophy  Edition 
Lease:  $1,875  A  Month* 

36  Months  Of  24-Hour  Roadside  Assistance 
3-Year  Limited  Warranty 


1-800-237-6557 

■  Ollored  lo  qualllied  lessees  by  Primus  Financial  Services  Inc  through  participating  authorized  dealers  Subiect  to  availability  Price  based  on  36- 
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less  7%  required  dealer  contribution,  which  could  aflect  Final  negotiated  transaction  Requires  $15,892  down  payment.  $1,900  security  deposit  and 
first  monthly  lease  payment  at  lease  Inception  for  a  total  of  $19,667  due  at  signing  Total  ol  monthly  payments  $67,500  Lessee  responsible  for 
license,  registration,  title,  taxes.  Insurance  and  maintenance  Option  to  purchase  at  end  of  lease  for  $81,052  II  vehicle  is  not  purchased,  lessee  is 
responsible  for  excess  mileage  charge  of  $.50  pel  mile  over  30.000  miles  and  damage  and  excess  wear  Must  take  delivery  by  April  30,  1997  May 
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Switching  Jobs  Can  Have  An 
Unfortunate  Effect  On  Your  Retirement  Savings. 
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PENALTY 


Don't  Lose  40%  Or  More  Of  Your  Retirement  Plan  To  Taxes  And  Penalties. 
Call  For  Your  Free  Information  Kit  Today. 


How  you  handle  the  payout 
from  your  former  employer's 
retirement  plan  is  very  impor- 
tant. Handled  incorrectly,  your 
decision  could  cost  you  40% 
or  more  in  taxes  and  penalties. 

T.  Rowe  Price  can  help.  Call  us 
for  our  free  kit  on  managing  your 


retirement  plan  distribution, 
which  clearly  explains  the 
pros  and  cons  of  the  options, 
so  you  can  decide  what's 
best  for  you.  Because  we'd 
hate  to  see  your  retirement 
plan  go  all  to  pieces. 

1-800-401-4627 


Invest  With  Confidence 

TRoweRice 


•ML. 


T.  Rowe  Price  Investment  Services,  Inc.  1RAR034933 


Green,  an  industry  analyst  at  For- 
rester Research.  Likely  candidates  for 
the  big  consumer  piece:  Microsoft  or 
a  foreign  telecom  company  bent  on 
entering  the  U.S.  market. 

Now  what  about  those 

trade  missions? 

Anyone  who  rkad  Forbes'  June 
17,  1996  Informer  column  shouldn't 
be  too  surprised  by  the  news  that 
President  Clinton  was  hosting 
White  House  overnighters  for  his 
biggest  campaign  contributors.  "To 
raise  cash  for  its  election  war 
chest,"  the  item  reported,  "the 
Democratic  National  Committee  is 
hawking  private  dinners  with  Pres- 
ident Clinton,  tagalong  spots  on 
foreign  trade  missions  and  other 
elbow-rubbing  ops  with  senior  offi- 
cials. For  these  up-close  encoun- 


The  Lincoln  bedroom  of  the  White  House 
Brimming  with  history — and  donors. 


ters,  donors  must  be  willing  to 
cough  up  $100,000  or  more. 

"Too  steep?  $50,000  will  get  you  a 
spot  in  the  audience  to  watch  and 
listen  to  Clinton  deliver  his  Saturday 
morning  radio  show  from  the  White 
House.  Or  a  night  in  the  Lincoln 
bedroom  for  $130,000." 

At  the  time,  we  asked  the  Dem- 
ocratic National  Committee  for  a 
comment.  "We  don't  know  about 
any  of  that,"  a  spokesperson  lied. 

As  Senator  Fred  Thompson 
(R-Tenn.)  prepares  for  hearings  into 
campaign  finance  sleaze,  his  staffers 
might  want  to  check  who  tagged 
along  on  overseas  trade  missions,  and 
what  they  paid  for  the  privilege,  wm 
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1 hese  fros  have  a  lot 

In  Common 


The  Tools  of 
Their  Trade. 

The  challenges  these  pros  have  are 
about  balancing  demanding  sched- 
ules, capitalizing  on  opportunities  and 
selecting  the  right  "business"  tools. 

So,  whether  you're  the  world's 
number  one  tennis  player  or  the 
Chairman  and  CEO  of  a  successful 
company,  you  need  the  right  tools 
to  give  you  the  competitive  edge,  to 
make  you  more  productive  and  pro- 
vide you  more  time. 


Dr.  Sidney  Wurman, 
Chairman  and  CEO, 
Hamtatt  International  Industries 


Pete  Sampras, 
Tennis  Professional 


Executive  Jet's  Netjets""  program  of 
fractional  ownership  is  such  a  pro- 
ductivity tool.  It  allows  you  to  own  a 
business  jet  for  as  little  as  l/8th  the 
cost  of  an  entire  aircraft — with  guar- 
anteed operating  costs,  guaranteed 
iquidity  and  guaranteed  availability 
365  days  a  year,  24  hours  a  day. 

We've  been  tailoring  fractional  air- 
craft ownership  solutions  for  some  of 
the  busiest  and  most  successful  indi- 
viduals and  companies  since  we 
created  the  concept  in  1986.  No 
matter  what  your  game  is,  we  can 
tailor  a  Netjets  share  to  meet  your 
needs.  Select  the  tool  that  Pete 
Sampras  and  Dr.  Sidney  Harman 
own — Netjets. 


And  NetJets®  Europe 
From  Executive  Jet 

For  More  Information  Call 
1-800-821-2299 


Fractional  aircraft  shares  are  available  in  small,  mid-range  and  large  cabin  business  jets  including  the  Citation  SII,  Citation  V  Ultra, 

Citation  VII,  Hawker  1000,  Citation  X  and  Culfstream  IV-SP. 
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ain  ivangaroo 
and  other  heroes 


By  Ashlea  Ebeling 


Robert 
Keeshan — 
a»k<>a« 
Captain 
Kangaroo— 
a  role  model 
for  what  a 
board  mem- 
ber ought 
to  do. 


Bill  Zanker 

President  and  Founder 
Great  American  BackRub 

Howard  Schultz,  chief  execu- 
tive officer  of  Starbucks.  He 
found  a  niche,  and  he 
rode  with  it,  expanded 
it,  kept  the  quality 
good.  Coffee  was  there 
before,  but  the  way  he's 
selling  it  is  different.  Is  the 
coffee  any  better?  I  don't 
know  But  the  experience  is 
better. 

That's  what  we're  trying 
to  do  as  well. 
When  you  go  into 
Great  American 
BackRub  we  now 
offer  scalp  mas- 
sage, foot  rubs,  stress  balls  and  so  on.  I 
learned  that  completely  from  him. 

I  met  Schultz  once,  but  I  was  too  embar- 
rassed to  ask  for  advice.  I  try  to  read  every- 
thing about  him  and  try  to  learn  from  him. 
He's  a  mentor  from  a  distance. 

William  Tragos 

Chief  Executive  Officer 

tbwa  Chiat/Day 

My  role  model  is  Alexander  the  Great  because 
of  his  views  on  international  expansion.  My 
mission  is  to  grow  an  international  company. 
Most  advertising  agencies  have  bought  their 
way  around  the  globe.  Our  approach  has  been 
to  make  new  acquisitions  not  as  conquests  but 
as  ventures  with  people  who  can  infuse  their 
dna  into  our  culture. 

I  got  this  from  Alexander's  approach  to  his 
expansion.  When  he  conquered  India  or  any 
state,  he  would  marry  the  daughter  of  the 
king.  After  the  Persian  conquest,  he  took  off 
his  Greek  tunics  and  put  on  the  long  robes  of 
the  Persians.  He  did  that  to  show  respect  for 
the  country  that  he  won  militarily. 

When  in  Argentina  I  always  go  to  the  quar- 
ters where  they  tango  and  I  join  in  and  I  sing. 
I  have  a  Danish  wife.  My  four  kids  were  born 
in  four  different  countries.  There  is  not  one 
national  way  to  do  things  at  tbwa.  We  don't 
go  anywhere  unless  we  feel  we  can  be  friends 
with  the  people  we're  going  to  acquire. 


Do  you  have  a  persona!  hero? 
Someone  you  emulate  or  try  to  emu- 
late? We  asked  some  senior  execu- 
tives. Daniel  Vasella,  chief  executive 
of  Swiss  pharmaceutical  company 
Novartis  (formed  when  Ciba-Geigy 
merged  with  Sandoz  last  year) 
chooses  not  to  imitate.  "You  should 
listen  to  yourself  and  know  what  your 
strengths  and  weaknesses  are,  and 
lead  accordingly,"  he  says.  But  other 
executives  gladly  credited  some  of 
their  success  to  examples  set  by  oth- 
ers. Sometimes  they  had  never  met 
their  hero  but,  observing  his  or  her 
technique,  applied  it  to  their  busi- 
ness. Although  one  executive  said  his 
role  model  was  a  historical  person, 
the  rest  picked  contemporary  busi- 
ness people. 


Harland  Stonecipher 

Founder,  Chairman  and  Chief  Executive 

Pre-Paid  Legal  Services 

The  late  D.N.  (Nick)  Pope,  president  of 

Foundation  Life  Insurance  Company  then 

based  in  Oklahoma  City.  I  got  started  in  the 

insurance  business  with  him.  He  taught  me 

that  the  law  of  averages  will  take  care  of  you. 

The  more  calls  you  make  the  more  sales 

you  make. 

All  that  means  is  that  when  you're  market- 
ing a  product  you  have  to  be  active  and  make 
those  sales  calls,  eight  hours  a  day,  day  by  day. 
The  truth  is  that  most  things  that  are  ever 
accomplished  are  based  on  boring  principles. 

Douglas  Levine 
Founder  and  President 
Crunch 

From  Richard  Branson,  chairman  of  Virgin 
Group,  I  learned' the  value  of  a  brand.  Because 
their  brand  image  and  name  is  so  strong,  they 
were  able  to  go  from  being  a  record  label,  to 
being  a  retailer,  an  airline,  a  cola,  a  vodka. 
Crunch  has  borrowed  from  Branson.  We  also 
have  all  kinds  of  line  extensions — we  licensed 
our  brand  name  to  RCA  Records  and  our  name 
in  apparel  to  Champion;  we  have  books  with 
Doubleday  and  videos  with  Handleman. 
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If  1  ever  meet  him,  I  would  ask  him  how  it 
works  being  as  diversified  as  he  is.  Crunch, 
right  now,  is  very  synergistic.  Some  of  Bran- 
son's products  are  not  as  synergistic.  He  owns 
railroad  cars,  for  example.  How  is  owning 
Virgin  Rail  going  to  help  sell  the  Mariah  Carey 
CD?  We've  looked  at  buying  hotel  chains  or 
travel  agencies  ourselves,  so  that's  a  big  ques- 
tion for  me. 

Robert  L.  Johnson 

Chairman  and  Chief  Executive  Officer 
Black  Entertainment  Television 

John  Malonc  [of  TCI ]  taught  me  how  to  stay 
focused  while  building  a  business.  If  you've 
got  a  good  idea,  like  bet,  stick  with  it,  he  said. 

There's  always  been  the  issue  of  what  type 
of  programming  should  you  put  on  a  black 
channel.  Should  you  make  it  cross  over  and  be 
mass  appeal  or  should  you  stay  in  a  narrow- 
niche  market?  There  were  a  lot  of  people  who 
suggested  that  BET  should  be  broader  mass 
market  rather  than  niche  targeted  to  the  black 
market.  John  said  to  keep  our  focus  on  the 
black  marketplace.  That's  been  bet's  success. 

Caryn  Mandabach 
President 

The  Carsey-Werner  Co. 
I  admire  how  [Carsey-Werner  cofounder] 
Marcv  Carsey  integrated  her  work  and  family. 
She  brought  her  kids  to  work  in  the  1970s.  It 
would  be,  like,  1 1  at  night,  with  a  baby  and  a 
toddler  there.  Marcy  was  composure  intact.  In 
April  1984  we  did  a  pilot  for  The  Cosby  Show 
in  Los  Angeles,  and  I  was  pregnant,  and  I  had 
a  3 -year- old,  and  I  was  producer.  In  May  I 
moved  with  my  whole  family  to  New  York.  In 
August  Cosby  started  production  and  I  had  a 
new  baby.  Marcy  loved  it.  Tom  [Werner]  did 
too.  For  any  other  large  corporation,  it  would 
be  a  ridiculous  concept  to  run  around  the  set 
with  a  baby  in  your  arms. 

Dwight  E.  Foster 
Executive  Managing  Director 
D.E.  Foster  Partners  Inc.  (executive  search  firm) 

Robert  Keeshan,  better  known  as  TV's  Captain 
Kangaroo,  was  my  role  model  for  what  a 
board  member  ought  to  do. 

Keeshan  was  on  the  board  of  a  small  thrift 
that  was  merged  into  Anchor  Bancorp,  and  he 
migrated  to  Anchor's  main  board.  But  then  in 
the  early  1980s  Anchor  started  to  flounder. 
The  bank  needed  new  management  badly. 

When  I  first  took  on  the  assignment  as  a 
search  consultant  for  the  new  chief  executive 
officer  at  Anchor,  I  thought,  "Their  strongest 
board  member  is  Captain  Kangaroo.  Oh  no." 
But  I  soon  learned  that  he  had  a  lot  of  busi- 
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William 
and  Robert 
Meistrell, 
founders  of 
Body  Glove. 
Too  many 
people  think 
of  customers 
as  adver- 
saries, but 
not  these 


ness  acumen.  Here  was  this  guy  for  whom  the 
easiest  thing  to  do  was  to  resign.  But  he  rode 
the  whole  thing  through.  He  was  key  in 
mewing  the  board  forward.  When  James 
Large  Jr.  was  installed  as  new  chief  executive 
officer,  Keeshan  stayed  on  a  couple  of  years 
because  he  wanted  to  make  sure  the  thing 
worked.  There  was  no  financial  gain  for  Kee- 
shan in  staying,  and  he  had  his  communica- 
tions career  to  take  care  of.  But  he  believed  he 
owed  it  to  the  shareholders  and  depositors. 

Russ  Lesser 
President 

Body  Glove  (surfwear  maker) 
Bill  and  Bob  Meistrell  are  identical  twin 
brothers  who  founded  Body  Glove  in  1953. 
They're  the  epitome  of  giving  good  customer 
service  and  developing  a  loyal  following.  Too 
many  people  think  of  customers  as  adversaries. 

I  can  give  you  an  example.  Bill,  or  it  might 
have  been  Bob — it  took  me  ten  years  to  figure 
out  which  is  which — found  out  through  the 
grapevine  that  one  of  the  customers  had 
bought  a  custom  wetsuit  the  year  earlier  and 
was  unhappy  with  it.  Bill,  or  Bob,  drove  over 
to  their  house  and  said,  "How  come  you 
never  told  me  it  wasn't  perfect?  We  want  to 
take  it  back  and  make  it  right."  You  build  cus- 
tomer loyalty  that  way. 

Peter  Blau 

Chief  Creative  Officer 

Blau  Marketing  Technologies 

(direct  marketing  firm) 

My  hero  is  Howard  Stein,  the  recently  retired 
chairman  of  the  Dreyfus  Corporation.  He  was 
one  of  those  rare  chief  executives  who  actually 
managed  the  advertising  and  direct  marketing. 
He  convened  these  roundtable  meetings  and 
had  the  young  copywriters  there.  He  must 
have  been  the  only  chief  executive  officer  who 
would  deal  directly  with  such  low-ranking 
people.  He  would  say  "Hey,  I'm  not  the  be-all 
and  end-all  in  knowing  what  the  answer  is. 
I'm  going  to  let  some  kids  into  the  loop."  He 
didn't  rely  solely  on  his  own  judgment.  He 
knew  that  the  best  ideas  sometimes  come 
from  the  most  inexperienced  people.  H 


What's  on  your  mind? 

If  you  are  a  business  executive,  whether 
with  a  big  company  or  a  small  one,  we'd 
like  to  know  what's  bothering  you  these 
days,  and  what  you  are  doing  about  it. 
Tell  us  about  it  at:  mind@forbes.com. 


Forbes  ■  March  24,  1997 


Schwab's  advice  to  investors 


If  You  Don't  Have 
A  Strategy  For  Retirement, 
Consider  This  A  Wake-up  Call. 


Investing  for  retirement  is  the  most 
important  investing  many  people  will  ever 
do.  Yet  too  many  of  them  just  haven't  put 
.ill  the  pieces  together. 

They  may  have  an  IRA  or  two, 
401(k)  plan  and  funds  in  a 
money  market  account.  But  what 
they  don't  have  is  a  disciplined 
approach  that  can  bring  order 
and  purpose  to  their  investments. 

So  how  does  an  intelligent 
investor  go 
about  it? 

We  at 

Schwab  believe  the  best  way  is  to 
develop  a  well-conceived  investment 
strategy  that  takes  into  account  your 
time  horizon,  investment  objectives 
and  tolerance  for  risk. 

If  you're  years  away  from  retirement, 
you  may  want  to  invest  in  equities.  No 
other  form  of  investment  has  matched 
their  performance  over  the  past  70  years. 

If  you're  closer  to  retirement,  you 
may  want  to  pursue  a  more  conservative 
strategy  that  emphasizes  fixed  income 
investing.  Bonds  and  bond  funds  typi- 
cally deliver  consistent  income  without 
the  volatility  that  characterizes  equities. 


According  to  Charles  R.  Schwab, 
adopting  a  productive  strategy  is  the 
best  way  to  manage  your  investments. 


If  you  aren't  paying  attention  to  your 
retirement  accounts  now,  it  could  all 
seem  like  a  bad  dream  later  on. 


(Of  course,  no  one  can  guarantee 
that  by  actively  managing  your 
retirement  investments,  you're  going  to 
produce  great  results.  Your  investment 
skills,  ability  to  process  information  and 
stock  market  performance  will  all  play  a 
role  in  the  outcome.) 

Our  commitment 
to  your  retirement. 

Charles  Schwab  was  one  of  the  first 
companies  to  introduce  no-annual-fee 
IRAs,  and  that  same  determination  to 


innovate  has  allowed  us  to 
expand  our  line  of  retirement 
products  todav. 


We  offer 
401(k)  services 
and    a  variety 
of  small 
company 
retirement 

plans.  And  if  you  don't  want 
to    manage    your  investments 
yourself,  we  can  even  connect  you 
with  professional  investment  managers 
through  Schwab  AdvisorSource'." 

Bottom  line?  If  you  want  to  be  better 
prepared  for  retirement,  it's  time  to  wake 
up  to  the  possibilities. 

sear  s* 

A  Valuable  Guide  Ejf  Plam 
For  Retirement  | 
Investing: 
Yours  Free 

For  a  free  copy  of 
Schwab's  Personal  Cuidt  to  Retirement 
Planning,  call  our  toll-free  number: 

1-800-540-6713 


The  Way  It  Should  Be. 


Past  performance  is  no  guarantee  oj  future  results.  "Source:  Stocks,  Bonds,  Bills  aid  Inflation,  1095  Yearbook"  Ibborson  Associates,  Chicago. 
©1997  Charles  Schwab  &  Co..  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (3/97) 


"We  are  after  him" 

Sir:  Rc  "Tough  guy  billionaire"  (Feb. 
24).  While  John  Menard  puts  his 
profit  doliars  into  his  bank  account 
and  into  his  precious  racecar,  Home 
Depot  is  putting  its  into  employee 


John  Menard,  dreaming  of  rivals  as  roadkill 
Home  Depot  vows  to  flatten  him  first. 


raises  and  401(k)  matching  contri- 
butions. Menard  has  little  regard  for 
his  employees.  I  know  because  I 
often  hire  very  strong,  yet  tremen- 
dously dissatisfied,  ex-Menards 
employees. 

I  would  be  honored  if  Menard 
would  add  me  to  the  list  of  people  he 
wants  to  run  down,  because  we  are 
after  him  and  we  shall  prevail. 
-John  M.  Young 
Employee  trainer 
Home  Depot,  Midwest  Division 
Schaumburg,  III. 

Kind  words  for  Bear 

Sir:  Re  "Bear,  Stearns  &  The  Bucket 
Shops:  Wall  Street  Sleaze"  (.M.  24). 
Why  trash  one  of  the  most  respected 
and  successful  investment  banking 
firms  in  the  world?  Who  is 
supposed  to  police 
the  bucket  shops? 
The  clearinghouse 
or  the  NASD? 

Your  cover  story 
should  have  been 
entitled  "The  NASI) 
&     The  Bucket 
Shops:  Wall  Street 
Sleaze." 
-Steve  Simon 
Miami  Beach,  Fla. 


Sir:  If  5  eggs  out  of  1,100  are  bad, 
so  be  it.  I  think  that  percentage  is 
pretty  good. 

Forget  the  bucket.  Hats  off  to 
Bear,  Stearns. 
-Fred  Greenwai.d 
Aegis  Capital 
Valley  Stream;  N.Y. 


The  right  broker 

Sir:  Re  "Beware  the  scalpers'"  (Feb. 
24).  If  you  wanted  to  do  an  article  on 
fund/annuity  sales  abuses,  you  could 
have  easily  found  as  many  guilty  wire- 
house  brokers  as  independents. 
Being  independent  means  no  propri- 
etary products  and  no  need  to  churn 
to  make  sales  quotas. 

And  the  higher  payouts?  All  that 
means  is  that  I'm  sending  less  money 
to  New  York  to  support  a  wirehouse 
bureaucracy. 
-Gary  M.  Reed 
New  Orleans,  La. 

Our  demise?  Ludicrous 

Sir:  Re  "Off-the-shelf  autos"  (Feb. 
10).  To  say  that  CarMax  and  Auto- 
Nation "will  drive  the  bulk  of  the 
remaining  family  dealerships  out  of 
business'"  is  ludicrous.  Well-capital- 
ized family  dealerships  will  not  only 
survive  but  prosper. 

When  there  are  people  paying  18 
to  20  times  earnings  for  a  store  there 
will  always  be  sellers.  The  big  money 
has  to  eventually  dry  up.  Wall  Street 
will  demand  a  return.  It  has  only  so 
much  patience. 
-Steven  E.  Wolf 
Vice  President 
River  Oaks  Chrysler 
Houston,  Tex. 


Marriage  trends 

Sir:  Re  "Marriage  rings  and  nose 
rings"  (Feb.  10).  You  admit  the  evi- 
dence of  a  trend  toward  earlier  mar- 
riage is  "nothing  you  could  put  on  a 
spreadsheet."  If  you  can't  put  it  on  a 
spreadsheet  it's  not  a  trend.  Period. 

-Cheryl  Russell 

Contributing  Editor 
American  Demographics 
Ithaca,  N.T. 

Our  reference  to  spreadsheets  fairly 
conveys  that  it  will  be  some  time  before 
this  trend  is  confirmed. -Ed. 

But  what  about  us? 

Sir:  "Good-bye  Guangdong,  hello 
Jalisco"    (Feb.   10)   highlights  an 
important  concern.  Since  Nafta  took 
effect,  Mexico's  garment  exports  to 
the  U.S.  have  increased  three  times  as 
fast  as  similar 
C  a  r  i  b  b  e  a  n 
exports  to  the 
U.S.  Before 
Nafta  our  gar- 
ments compet- 
ed on  par.  If 
this  trend  con- 
tinues, the 
Caribbean  gar- 
ment industry — a 
leading  economic 
sector  in  the  region — could  well  be 
irreversibly  damaged. 

The  Caribbean  now  ranks  as  the 
tenth-largest  consumer  of  U.S. 
exports.  It  is  vital  that  Caribbean 
and  Mexican  exports  be  restored  to  a 
level  playing  field. 
-Richard  L.  Bernal 
Jamaican  Ambassador 
Washington,  D.C. 


Happy  husbands  earn  less    That  privileged  IRS 
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Sir:  Re  "Male  emancipation"  (Trans- 
parent Eyeball,  Feb.  10).  You  hit 
the  nail  right  on  the  head.  When 
my  wife  worked  as  a  district 
sales  manager,  she  earned 
more  than  I  in  a  good  year. 
Did  I  feel  threatened?  My 
only  regret  is  that  she  didn't 
make  twice  as  much — then  I 
could  have  retired. 
-Wiei.iam  A.  Maguiri- 
Scottsdale,  Ariz. 


Sir:  Re  Fact  and  Comment  (Feb.  24). 
Four  billion  dollars  and  the  comput- 
er doesn't  work?  The  IRS  must  start 
from  scratch?  If  the  irs  can't  get  it 
right  with  $4  billion,  how  am  I  sup- 
pose to  get  it  right?  Unfortunately, 
once  I  send  in  my  return  I  can't  start 
from  scratch  again.  I  wonder  if  this 
means  our  tax  code  is  a  little  bit 
complicated? 
-Richard  Kemple 
Pinchurst,  N.C.  ■■ 
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"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


GROWN-UP 

Deng  Xiaoping's  death  should  push  the  Administration  to 
formulate  an  adult  policy  with  China.  In  Clinton's  first  term, 
our  approach  had  all  the  predictability  of  a  drunk  driving  on 
the  road.  We  told  Beijing  terrible  things  would  happen  if 
human  rights  abuses  persisted — and  then  backed  down.  We 
were  ambiguous  when  China  began  its  saber  rattling  with 
Taiwan  a  year  ago,  letting  the  crisis  reach  a  dangerous  level. 

A  straightforward  approach  is  essential.  American  com- 
panies and  individuals  can  continue  to  trade  with  and  invest 
in  China.  Only  an  expanding  Chinese  economy  will  allow 
a  middle  class  to  emerge  that  is  less  tolerant  of  authoritar- 
ian government.  Prosperity,  obviously,  does  not  guarantee 
political  liberalization,  but  it  is  the  best  long-term  hope 


APPROACH 

for  it.  Village-level  elections,  for  instance,  are  spreading. 

We  must  continue  our  military  presence  in  Asia  and 
respond  forcefully  if  China  attempts  to  take  Taiwan.  We 
should  impose  sanctions  on  state-run  or  military-owned 
companies  if  China  sells  nuclear  equipment  to,  say,  Pakistan 
or  sells  proscribed  missiles  to  rogue  states  such  as  Iran.  We 
must  continue  to  protest  when  Buddhists  are  suppressed  in 
Tibet  or  Christians  in  China  itself,  or  when  Beijing  executes 
prisoners  for  purposes  of  obtaining  organs  to  sell  for  cash. 

China  has  no  history  of  a  rule  of  law.  Unfortunately,  the 
Clinton  Administration1s  fundraising  escapades  can  only  make 
the  Chinese  think  that  laws  don't  mean  much  here  either, 
one  reason  we  need  independent,  foil-scale  investigations. 


TOXIC 

A  group  of  Senate  Republicans  are  rightly  blocking  rat- 
ification of  the  Chemical  Weapons  Convention.  The 
treaty's  loft)'  purpose — outlawing  chemical  poisons  for  mil- 
itary use — is  laudable.  But  in  the  real 
world,  the  document  is  fatally  flawed. 

Verification  will  be  next  to  impossible. 
Given  the  ease  of  operating  lethal  labora- 
tories in  garages  and  out-of-the-way 
buildings,  clandestine  violations  will  be  ex- 
tremely difficult  to  detect,  no  matter  how 
many  inspectors  roam  the  globe.  Rogue 
states  such  as  North  Korea,  Iraq  and 
Libya  will  not  even  pretend  to  comply. 
They  flatly  refuse  to  sign  the  Convention. 

Incredibly,  the  treaty  will  allow  other 
nations  access  to  our  latest  chemical  equipment  and  infor- 
mation. Violators  of  intellectual  property  rights  in  China, 
Iran  and  elsewhere  will  no  longer  need  to  pirate  the  stuff; 
they  will  have  it  handed  to  them  on  a  platter. 


TREATY 

Nonlethal  chemical  agents  such  as  tear  gas  will  be  large- 
ly prohibited  to  our  military,  thanks  to  the  way  Clinton  is 
interpreting  this  document.  Wiat  are  our  troops  supposed 
to  do  when  faced  with  a  civilian  riot  in 
some  troubled  area  where  they  have  to 
intervene?  Shoot  into  the  crowd? 

Despite  its  basic  unverifiability,  the 
treaty  will  burden  American  chemical 
companies  with  heavy-duty  reporting 
requirements  and  make  them  subject  to 
snap  inspections.  Such  flaws  are  why 
former  Defense  chiefs  Dick  Cheney  and 
our  esteemed  Chairman,  Cap  Wein- 
berger, are  opposed.  So  are  other  for- 
eign policy  heavyweights,  including 
former  U.N.  Ambassador  Jeane  Kirkpatrick. 

Defeat  of  the  treaty,  however,  need  not  stop  the  U.S. 
from  continuing  its  program  of  destroying  its  stockpile  of 
deadly  chemical  weapons. 


CARD  SHARKS 

A  law  in  Denver,  Colo,  prohibits  scalpers 
from  selling  tickets  above  their  face  value.  So 
how  do  these  sidewalk  vendors  do  a  brisk 
business  for  the  popular  Colorado  Rockies 
baseball  team?  Popular  lore  has  it  that  cus- 
tomers pay  the  scalper  the  stated  ticket 
price — and  then  buy  a  baseball  card  from 
him  for,  say,  $50. 
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MASTER'S  VOICE 


This  year  MARKS  Bob  Bartley's  25th  anniversary  as  steward 
of  the  Wall  Street  Journal  editorial  pages.  Bob  has  made  this 
section  unquestionably  the  most  influential  of  its  kind  in  the 
nation,  lime  and  time  again  he  and  his  always-able  col- 
leagues introduce  and  advocate  issues  critical  to 
the  weal  of  die  nation,  not  to  mention  Western 
civilization.  Whether  you  agree  or  disagree  with 
the  Journal  on  particular  topics,  Bartley's  pages 
invariably  provide  fresh  information  and  insights. 
Rarely  are  their  items  trite  or  conventional. 

Bartley  was  a  pioneer  in  developing  and  dissem- 
inating what  is  now  called  supply-side  economics. 
The  enormous  expansion  we  have  experienced 
since  the  early  Eighties  is  in  no  small  part  due  to 
Bartley's  missionary  work  in  providing  philosoph- 
ical and  factual  armor  to  fighters  for  greater  indi- 
vidual opportunity.  And  just  look  at  some  of  the 
issues  he  has  helped  make  part  of  the  public  debate:  term 
limits,  the  line-item  veto,  school  choice,  medical  savings 
accounts,  and,  more  recently,  disturbing  IRS  abuses. 

The  Journal  courageously  pointed  out  flaws  in  the  bill  to 


Bartley:  Unending 
editorial  excellence. 


opinion  on  the  Virginia  Military  Institute's  being  forced  to 
admit  women.  It  has  relentlessly  defended  immigration  and 
just  as  energetically  attacked  the  destructive  zealotry  of  envi- 
ronmental regulators.  Going  against  the  conservative  grain,  it 
recently  blasted  the  balanced  budget  amendment. 

On  foreign  and  defense  policies,  Bartley  and 
his  crew  have  consistently  hit  home  runs.  They 
incisively  pointed  out  flaws  in  our  Bosnia  and 
China  policies,  questioned  the  currently  unques- 
tionable notion  of  training  men  and  women 
together  in  the  armed  forces,  and  tirelessly 
advocated  an  effective  missile  defense  system. 

On  social  issues,  Bartley  recognizes  that  there 
is  more  to  the  human  spirit  than  just  economics. 
The  Journal  did  not  hesitate  to  point  out  that 
advocates  of  partial  birth  abortions  had  been  dis- 
honest in  their  statements  about  the  frequency 
and  the  circumstances  in  which  the  procedure  is  used. 

Particularly  now  that  congressional  Republicans  seem 
to  have  lost  their  verve  and  nerve,  Bartley's  band  of 
scribes  are  more  essential  than  ever  in  giving  us  the  opti- 


ban  semiautomatic  weapons.  It  went  against  establishment    mistic,  vibrant  vision  of  what  America  can  be. 

WHY 

is  the  word  phonetic,  as  in  phonetic  spelling,  not  spelled  fonetically? 

AMERICAN  ICON 

American  Sphinx — by  Joseph  J.  Ellis  (Alfred  A.  Knopf,  laration  of  Independence  was  not  seen  as  particularly  note- 
$26).  Superbly  written,  brilliantly  wrought  portrait  of  one  worthy  at  the  time.  Adams  and  Franklin  also  sat  on  the  draft  - 
of  America's  foremost  founding  fathers.  Having 
already  penned  an  acclaimed  biography  of  John 
Adams,  Ellis  has  a  deep  appreciation  of  the  per- 
sonalities and  currents  of  the  times.  He  convinc- 
ingly describes  the  deeply  ingrained,  romantic  ide- 
alism that  makes  Jefferson  so  attractive  to  us  today. 
Jefferson  embodies  a  Utopian,  optimistic,  look-to- 
the-future  streak  in  our  psyche  that  will  always 
make  him  a  potently  appealing  figure  in  a  way  that 
the  austere  George  Washington,  the  grumpy, 
down-to-earth  John  Adams  or  the  diplomatic, 
how-to-get-ahead  Ben  Franklin  can  never  be. 

No  airbrushes  are  used  here.  Ellis  unflinchingly  describes 
Jefferson  as  being  so  glaringly  contradictory  as  to  be  able 
to  pen  the  words  "All  men  are  created  equal"  while  remain- 
ing a  slaveholder  to  the  end  of  his  life.  Jefferson's  flaws  and 
contradictions  are  dealt  with  plausibly  and  perceptively. 

Many  may  not  realize  that  Jefferson's  writing  of  the  Dec- 


ing  committee  but  gladly  left  the  task  to  Jefferson, 
feeling  they  had  more  immediate,  important 
things  to  attend  to.  Not  until  years  later  did  Amer- 
icans fasten  upon  July  4th  as  America's  birthdate 
and  the  Declaration  of  Independence  as  one  of  the 
two  seminal  documents  (along  with  the  Constitu- 
tion) in  the  creation  of  our  nation. 
Excerpt:  Jefferson's  political  vision  was  more  rad- 
ical than  liberal,  driven  by  a  youthful  romanti- 
cism unwilling  to  negotiate  its  high  standards  with 
an  imperfect  world.  One  of  the  reasons  European 
commentators  on  American  politics  have  found 
American  expectations  so  excessive  and  American  political 
thinking  in  general  so  beguilingly  innocent  is  that  Jefferson 
provided  a  sanction  for  youthful  hopes  and  illusions,  plant- 
ed squarely  in  what  turned  out  to  be  the  founding  docu- 
ment of  the  American  republic.  Hoc  American  dream, 
then,  is  just  that,  the  Jeffcrsonian  dream  writ  large. 


RESTAURANTS— GO,  CONS]       ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  Forbes  eatery  experts  Jeff  Cunningham  and  Tom  Jones. 


•  Lenox  Room — 1278  Third  Ave.,  near  73rd  St. 
(Tel.:  772-0404).  First-rate  appetizers  include  Thai  spiced 
dumpling  in  seafood  broth,  and  foie  gras  and  chicken  liver 
parfait.  For  main  courses,  try  roasted  lobster  with  ginger 
noodles  or  cornmeal-crusted  monkfish  with  polenta  cake. 

•  Brunch  at  the  Vinegar  Factory — 431  East  91st  St. 
(Tel.:  628-9608).  This  weekend-only  brunch  spot  (with  a 
potentially  long  wait)  offers  a  mouthwatering  bread  basket. 
Particularly  pleasing  dishes:  roast-tomato  and  chevre 


omelet,  vegetarian  two-bean  chili,  and  French  toast.  The 
all-you-can-eat  salad  bar  is  fair;  the  beverages  are  fresh. 

•  Orienta— 205  East  75th  St.  (Tel.:  517-7509).  Pleas- 
ant, crowded,  neighborhood  Vietnamese  place.  Food 
slightly  spicy  and  quite  sweet. 

•  Joe's  Fish  Shack — 520  Columbus  Ave.,  at  85th  St. 
(Tel.:  873-0341 ).  Laid-back:  sawdust  on  die  floor,  rolls  of 
paper  towels  on  tables,  rock  'n'  roll  on  the  sound  system. 
Steamers,  oysters,  fresh  fish,  chowders  are  all  tops.  Ml 
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In  every  era.  the  few  who  make  a  difference  are 
those  who  dare  to  imagine  a  world  beyond  the  horizon. 
A  world  in  which  old  truths  are  enriched  with  new  ones. 
The  greater  the  resources,  the  greater  the  possibilities. 
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BILLION 


of  hidden 

COSTS. 


Mentally  peel  back  the  walls  of 
your  building,  and  what  do  you 
find?  Cost.  Lots  of  it.  Sure  there's 
utility  cost,  but  the  maintenance, 
repair  and  staffing  costs  related  to 
a  facility's  energy  systems  are  even 
larger.  Factor  in  your  other  build- 
ing systems  and  support  opera- 
tions and  their  administrative 
costs,  and  the  numbers  are  huge. 
The  buildings  in  North  America 


cost  over  $70  billion  to  run  last 
year.  A  lot  of  it  was  misspent. 
Johnson  Controls  has  the  experi- 
ence to  identify  these  operational 
inefficiencies.  And  the  resources 
to  correct  them,  often  saving  mil- 
lions. Call  us  at  1-800-972-8040, 
ext.  296.  And  let  us  help  bring 
your  cost  problems  out  of  hiding. 

JQHNSON 
CONTROLS 


D  SERVICE 


UILDING     OPERATIONS     AND     MAINTENANCE    NETWORK  INTEGRATION 


Other  Comments 


Standard  Education 

There  is  great  concern  among  those 
involved  in  education  at  state  and  local 
levels  that  once  Washington  creates 
national  standards,  mandates  will  fol- 
low. Setting  world-class  standards  for 
our  schools  will  be  successful  only  if  it 
is  done  by  parents,  teachers,  adminis- 
trators, businesses  and  local  taxpayers. 

Wisconsin  is  one  example.  While 
die  state  is  developing  model  stan- 
dards, it  is  up  to  each  school  district  to 
adopt  that  model,  modify  it  or  estab- 
lish its  own  standards.  A  community 
with  a  strong  computer  industry,  for 
example,  may  want  to  have  higher  or 
more  specialized  math  requirements. 

The  pressure  for  higher-quality  edu- 
cation must  come  from  the  communi- 
ty— most  important,  from  parents. 
-Governor  Tommy  G.  Thompson 
(R-Wis.),  New  York  Times 

Push  Where  It  Counts 

Among  the  many  reasons  the  Senate 
should  not  ratify  the  Chemical  Weap- 
ons Convention  is  A-232.  This  lethal 
nerve  agent  was  concocted  by  a 
Russian  scientific  team  for  the  pur- 
pose of  circumventing  the  terms  of 
the  CWC.  A-232  would  escape  scru- 
tiny because  it  is  made  from  agricul- 
tural and  industrial  chemicals  that 
aren't  deadly  until  they  are  mixed  and 
therefore  don't  appear  on  the  CWC's 
schedule  of  banned  chemicals. 

With  or  without  the  CWC,  the  U.S.  is 
already  committed  to  destroying  its 
chemical  weapons  by  2004.  That  doesn't 
mean  the  rest  of  the  world  shares  any 
such  commitment.  Instead  of  push- 
ing a  treaty  that  can't  accomplish  its 


impossible  goals,  the  Administration 
would  be  better  advised  to  use  its 
clout,  rather  than  that  of  some  planned 
U.N. -style  bureaucracy,  in  getting  the 
Russians  to  stop  making  nerve  gas. 
-  Wall  Street  Journal  editorial 

More  and  more  of  the  prominent 
figures  in  journalism  play  the  roles 
of  partisan  advisers  more  appropri- 
ate to  the  political  world  from 
which  they  came,  while  flouting  the 
detachment,  skepticism  and  caution 
about  leaps  of  judgment  that  are 
vital  to  the  craft  they  have  joined. 
-David  Broder,  New  York  Post 

Toil  of  Tongues 

Jefferson  was  particularly  outspoken 
about  the  need  to  allow  new  words 
like  "belittle"  and  "neologism"  into 
usage.  "Dictionaries  are  but  the  de- 
positories of  words  already  legitimated 
by  usage,"  he  observed,  and  every- 
day conversation  "is  the  workshop  in 
which  new  ones  are  elaborated." 
-Joseph  J.  Ellis,  American  Sphinx 

Runaway  Train 

When  medical  insurance  coverage  is 
mandated,  experience  shows,  there  is 
enormous  pressure  for  it  to  cover  more 
and  more  services,  mostly  from 
providers  of  the  services  not  yet  cov- 
ered. If  the  government  is  going  to 
assume  or  mandate  universal  health 
care,  we  will  have  to  draw  a  line  at 
some  basic  level  beyond  which  care  is 
the  patient's  financial  responsibility.  Of 
course,  patients  must  be  allowed  to  pay 


for  such  services.  If  we  cannot  do  this, 
medical  care  will  grow  into  a  limitless 
entitlement,  defeating  any  attempt  to 
hold  die  line  on  spending  and  taxes. 
-Robert  L.  Bartley,  The  Seven  Fat 
Years  and  How  To  Do  It  Again 

Get  Real 

Athletes  are  secondary  role  mod- 
els. Your  parents  are  your  primary  role 
models.  There  [are]  not  many  Grant 
Hills  or  Michael  Jordans  out  there. 
Every  kid  wants  to  be,  but  they're  not 
going  to  be.  That's  unrealistic.  They 
have  a  better  chance  of  being  what 
their  mother  or  father  are.  And  that's 
reality.  They  should  listen  to  their  par- 
ents and  get  a  good  education. 
-Charles  Barkley,  Houston 
Rockets,  on  NBC's  Meet  the  Tress 

Stay  Strong 

As  the  Chinese  leadership  tries  to  set- 
de  down  after  the  death  of  Deng,  we 
need  to  be  steady.  China  and  its  neigh- 
bors should  know  that  we  intend  to 
stay  in  the  Pacific  as  a  stabilizing  force, 
but  we  will  not  try  to  bully  anyone. 

On  two  issues  of  external  behavior, 
we  should  be  tougher  with  the  Chi- 
nese: achieving  a  level  playing  field  in 
trade  and  curbing  the  proliferation  of 
dangerous  weapons.  They  should  also 
understand  that  their  treatment  of 
Hong  Kong  and  Taiwan  wall  signifi- 
candy  affect  our  relations.  On  issues  of 
internal  Chinese  behavior,  however,  we 
should  be  patient.  Despite  China's 
political  repression,  those  who  know 
China  best  think  that  the  opening  of  its 
economy  has  allowed  the  energy  of  free 
markets  to  penetrate  the  society  and  has 
brought  greater  freedom  of  expression. 
-David  Gergen, 

U.S.News  &  World  Report 

And  Antacid  for  Dessert 

On  the  menu  of  a  Polish  hotel: 
"Salad  a  firm's  own  make;  limpid  red 
beet  soup  with  cheesy  dumplings  in 
the  form  of  a  finger;  roasted  duck  let 
loose;  beef  rashers  beaten  up  in  the 
country  people's  fashion." 
-Derek  Daytes, 
Far  Eastern  Economic  Review  WM 
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How  big  business  makes  their  bottom  line  bigger 


If  you're  a  business  that  sends  lots  of  packages,  you  could 
save  a  lot  of  money  with  Priority  Mail™  from  the  U.S.  Postal 
Service.  Priority  Mail  two-pound,  two-to-three-day  packages 
are  only  $3.  A  savings  of  about  60%  over  two-day  FedEx" 
and  about  50%  over  UPS?  The  more  you  send,  the  more 
you  save. 


And  Priority  Mail  goes  to  every  single  Post  Office  Box  and 
address  in  the  U.S.  FedEx  doesn't.  UPS  doesn't. 

So?  Lower  costs?  Deliveries  everywhere?  What's 
Your  Priority?5"  Switch 
to  Priority  Mail  today. 
Call  1-800-THE-USPS. 


$3         $6  $3 

What's  Your  Priority?  <J 


PRIORITY 
MAIL 

UNITED  STATES  POSTAL  SERVICE tm 


Priority  Mail:  average  delivery  of  2-3  days.  Price  comparisons  based  on  Priority  Mail  up  to  2  lbs.  vs.  2-lb.  published  rates  for 
UPS  2nd  Day  Air"  from  $6.25  and  FedEx  2Day""  from  $7.45.  Surcharge  for  Priority  Mail  on-demand  pickup  ©1997  USPS 


FC74 


1  -800-THE-USPS  ext.  2003  http://www.usps.gov 


Wont  Burn  Up  On  Reentry 


•  3.2-liter,  290-horsepower,  v-6  engine  with  vtec 
•  New  6-speed  manual  transmission 
•  Leather-appointed  4-way  power  seats 

•  Acura/Bose®  Music  System 
•'Automatic  Climate  Control  System 
•  ABS  and  Traction  Control  System  (TCS) 
•  Priced  around  $86,000* 


'hile  THE  Acura  NSX  was  inspired  by  the  F-16 
fighter  jet,  it  becomes  apparent,  on  close  inspection,  that 
the  latest  NSX  was  also  influenced  by  a  rocket. 

Its  sweeping  lines  and  forward-poised  cockpit 
may  seem  familiar,  but  beneath  the  fuselage,  increased 


this  craft?"  So  we  equipped  it  with  larger  brakes. 

And  assuming  that  you'll  not  be  engaging  in  any 
covert  missions,  the  NSX  comes  in  an  eye-catching  array 
of  color  choices.  New  among  them,  Spa  Yellow  Pearl, 
Monte  Carlo  Blue  Pearl  and  Kaiser  Silver  Metallic. 


engine  displacement  allows  it  to  produce  290  horsepower* 
To  further  add  to  the  sheer  pleasure  of  driving,  we  added 
a  new  six-speed  manual  transmission  to  put  torque  right 
where  you  need  it  and  improve  midrange  acceleration. 
The  obvious  next  question  was,  "How  do  you  slow 


All  of  which,  we  should  mention,  are  specially 
formulated  to  help  resist  rock  chips,  acid  rain,  and  the 
relentless  friction  of  reentering  earths  atmosphere. 

Call  1-800-TO-ACURA  for  information, 
or  visit  our  website  at  www.acura.com.  .AtXUF^ 


Are  all  your  talents  working  in  concert? 


An  impressive  range  of  skills 
can  be  found  in  almost  every 
organization.  The  challenge,  of 
course,  is  getting  them  to  per- 
form harmoniously. 

Andersen  Consulting  works 
to  help  synchronize  all  of  your 


vital  components:  strategy, 
technology,  process  and  people. 

With  vast  experience  in  each 
of  these  areas,  we  can  help  you 
seamlessly  blend  individual 
strengths  with  collective  goals. 
Because  these  days,  organiza- 


tions don't  perform.  Unless  they 
perform  together. 

Andersen 
Consulting 


Visit  our  web  site  at  http://www.ac.com. 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


SINGAPORE:  STILL  VERY  MUCH  ON  TOP,  AND  STILL  VITAL  TO  OUR  FUTURE 


It  is  a  familiar  but  risky  practice  for  Western  theo- 
rists to  write  down  or  even  to  write  off  Asian  tigers  such 
as  Singapore.  The  two  newspaper  quotes  below  appeared 
after  the  following: 

■  a  3.3%  GDP  growth  in  the  third  quarter  of  1996,  fol- 
lowing a  second  quarter  of  7.6%; 

■  a  fourth-quarter  rebound  to  5.8%,  setting  the  year's 
growth  rate  at  7%. 

During  a  February  visit  to  Singapore,  we  met  with  Senior 
Minister  Lee  Kuan  Yew  and  Prime  Minister  Goh  Chok 
Tong.  Their  optimism  was  an  antidote  to  the  pessimism 
generated  by  the  mid- 1996  drop  in  growth  (caused  in  part 
by  a  slowdown  in  the 

SINGAPORE  -  Economic  prospects  in 
Singapore  are  looking  perky  this  year,  fol- 
lowing news  of  the  economy's  surprisingly 
robust  performance  in  the  1996  fourth  quar- 


ter, economists  said. 


— Asian  Wall  Street  Journal 
February  19,  1997 


electronics  business). 
Generally,  that  pes- 
simism has  largely  dis- 
sipated, and  estimates 
are  that  Singapore  will 
sustain  a  7%  to  8% 
growth  rate  in  1997.  This  will  be  well  in  line  with  Singa- 
pore's stunning  yearly  average  of  8.5%  for  the  past  25 years. 
Prominent  economists  say  that  this  high  is  due  to  "unsus- 
tainable" infusions  of  investment  capital  and  labor  and  that 
sustainable  growth  should  have  come  from  increased  pro- 
ductivity. But  Singapore  has  increased  productivity — out- 
put per  worker  doubled  in  the  last  15  years.  Unemploy- 
ment is  extremely  low,  and  inflation  in  1996  was  1.4%. 

Singapore's  notable  assets,  such  as  Changi  airport, 
ranked  the  world's  best,  and  the  Port  of  Singapore,  the 
world's  busiest  port  (in  tonnage),  give  the  country  a  big 
economic  advantage  over  its  neighbors. 

Wages  in  Singapore  are  higher  than  those  paid  in 
neighboring  countries,  and  the  nation  spends  more  on 
its  schools  to  ensure  that  graduates  attain  world-class  sta- 
tus in  science  and  high-tech  capabilities. 

Foreign  direct  investment  ($3.5  billion  [U.S.]  in  1995 
and  $4.1  billion  [U.S.]  in  1996)  continues  to  pour  in,  and 
new  developments  are  bursting  forth  in  striking  abundance. 
Suntec  City,  comparable  in  scope  to  Rockefeller  Center,  is 
nearing  completion.  The  complex,  inspired  by  Senior  Min- 
ister Lee,  consists  of  four  45 -story  office  towers;  a  mall  for 
businesses,  retail  shops  and  entertainment  facilities;  one  18- 
story  tower  and  a  huge  convention  and  exhibition  center — 
all  built  on  land  reclaimed  from  the  sea.  And  Suntec  City  is 


but  one  of  many  enormous  construction  projects  under  way. 

Singapore's  building  boom  also  includes  recreational  areas 
expanding  on  Sentosa  Island,  a  short  ferry,  cable  car  or  bus 
trip  (private  cars  are  restricted)  from  Singapore.  People  from 
all  over  will  soon  enjoy  Singapore's  environmental  heritage. 

Singapore's  government  is  freer  of  corruption  than  most 
others.  This  is  attributed  to  the  quality  of  its  schools;  the 
training  in,  and  the  value  placed  on,  ethics;  the  meting  out 
of  swift  and  sure  punishments;  and  the  high  salaries  paid  to 
officials  (the  Prime  Minister  is  paid  over  $1  million  [U.S.]). 

Singapore,  however,  is  not  problem-free.  Its  neighbors, 
particularly  Malaysia,  are  nipping  at  its  heels.  While  Malay- 
sia's Klang  Port  is  still  far  behind  the  Port  of  Singapore,  it  is 
expanding  and  has  lower  fees;  a  new  airport  will  be  opening 
soon,  and  the  country  has  a  rapidly  growing  stock  exchange. 

Much  attention  has  focused  on  a  new  foundation,  the 
Asia-Europe  Partnership  (ASEM).  It  consists  of  15  Euro- 
pean countries  and  10  Asian  nations  including  China,  Japan 
and  South  Korea.  The  ASEM  seeks  to  strengthen  "links 

between  Asia  and  Europe,  there- 
by contributing  to  peace,  global 
stability  and  prosperity."  Prime 
Minister  Goh  assured  us  there  is 
no  "exclusionary"  aspect  to  this 
regarding  the  U.S.,  but  we 
should  watch  ASEM  and  strive 
to  maintain  particularly  warm 
relationships  with  the  entire 
Pacific  Rim  if  we  value  and 
understand  its  importance  to 
our  security  and  development. 

Singapore's  ideas  on  democ- 
racy and  individual  rights  differ 
greatly  from  ours — particularly 
with  regard  to  the  way  it  treats 
government  opposition.  With- 
beliefs,  it  is  vital  that  the  U.S. 
continue  to  strengthen  our  relationship  by  increasing  our 
high-level  executive  and  congressional  visits.  We  should 
remember  that  when  the  Philippines  pushed  our  military 
out  of  their  islands,  Singapore  was  the  first  to  offer  us 
comparable  facilities.  We  have  too  few  true  friends  such 
as  Singapore  (and  Thailand,  of  which  more  will  be  said 
next  issue)  to  neglect  or  take  them  for  granted.  Mi 


Singapore  is  undergoing 
its  worst  economic 
slowdown  in  a  decade. 
The  government  is  passing 
the  downturn  off  as  some- 
thing temporary,  a  cyclical 
sag  caused  mainly  by  the 
easing  in  global  demand  for 
computers  and  other  elec- 
tronic products. 

Economists  and  senior 
executives,  however,  are  less 
sanguine.  They  say  that 
while  a  rebound  can  be 
expected  over  the  next  six 
months,  the  rapid  decline  in 
Singapore's  fortunes  this 
year  has  exposed  some  struc- 
tural weaknesses  which  are 
more  than  transitory. 

— Financial  Times 
November  14,  1996 

out  compromising  our 
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MUTUAl  ENTERPRISE,  IT  IS  GREAT  BECAUSE  IT  SEEKS  TO  PREVENT  CRIPPLING  INJURIES  AND  DEATH  RY  REMOVING  THE  CAUSES  Of  HOME  HIGHWAY  AND  WORK  ACCIDENTS  IT 


Liberty  Mutual  is  committed  to  reducing  the  impact  of  low  back  pain,  so  someone 
like  Joe  won't  miss  work,  or  the  occasional  piggyback  ride  with  daughter  Lisa. 
At  our  research  center  we  analyze  how  variations  in  bending  habits  can  affect  the 
risk  of  low  back  pain.  Our  research  has  led  to  innovative  products  like  Computask," 
a  software  program  we  use  to  evaluate  workplace  tasks  and  help  recommend  ways 
to  ensure  that  Joe  and  daughter  Lisa  live  safer,  more  secure  lives. 

LIBERTY 

There.*  more  information  we  d  like  to  share.  So  please  call  John  Ryan  MUTUAL 
at  (6/7)  574-5842  or  v'uil  our  webdite  at  http:Hwwwdibertym.utuaL.com     tyie  freedom  of  Lib&^i 
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Don't  blame  TV 


BY  DANIEL  ROTH 


It  is  not  the 
TV  that  makes 
the  couch 
potato.  It's 
the  couch. 


Apr.  24  marks  the 
start  of  the  third 
annual  National  TV- 
Turnoff  Week,  spon- 
sored by  a  nonprofit 
group  called  TV-Free 
America.  The  group 
helpfully  provides  a  list 
of  101  activities  to 
substitute  for  televi- 
sion. These  include: 
#7,  Learn  to  say  simple 
phrases  in  a  different 
language;  #39,  Learn 
the  metric  system; 
#94,  Do  a  rain  dance. 

Sounds  great,  but  if 
you  think  blacking  out 
the  tube  will  turn  you 
into  a  Renaissance  man, 
let  me  warn  you:  TV  is 
not  the  source  of  mind- 
lessness.  Laziness  is. 

TV-Free  America 
says  the  average  American  watches  more  than 
four  hours  a  day  and  that  only  1%  of  our  house- 
holds, presumably  the  cultural  elite,  are  TV- free. 

In  the  spring  of  1995  I  embarked  on  a  bold 
attempt  to  join  the  cultural  elite — I  got  rid  of 
my  TV.  Now  I  would  spend  evenings  and  week- 
ends fishing,  weaving  wicker  furniture  from 
hickory  limbs,  jogging  and  going  to  communi- 
ty meetings. 


Blurring  of  the  sexes,  Act  2 


BY  SYLVIA  SANSONI 


For  men  look- 
ing to  spice 
up  their  life, 
there  are  now 
Testosterone 
and  Gigolo 
nail  polish 
colors. 


A  couple  months  ago  A.  F.  Manz  of  Union, 
N.J.  wrote  in  to  decry  the  lack  of  femininity 
demonstrated  by  the  high-tech  female  entre- 
preneurs who  posed  for  our  Dec.  30,  1996 
cover  photo.  "The  cover  says  it  all:  ten  women 
in  dresses  and  ten  in 
slacks,"  Manz  grumbled. 
"Femininity  is  out,  mas- 
culinity in." 

If  that's  bad,  as  reader 
Manz  clearly  believes,  the 
situation  is  even  worse  than 
he  thinks.  It's  not  that 
masculinity  is  "in,"  but 
rather  that  there's  a  blur- 
ring of  the  sexes.  Women 
wear  pantsuits;  men  wear 
earrings  and  nail  polish. 

Hip  young  bartenders,  salesmen  in  trendy 
clothing  stores,  arty  college  students,  even 
pizza  delivery  boys  have  started  coating  their 
nails  with  gobs  of  "manly"  brown  and  blue  lac- 


The  experiment  has  been  less  than  a  success. 
Instead  of  watching  a  mind-numbing  TV  show, 
I  read  a  mindless  magazine.  Or  I  read  a  serious 
magazine,  but  fall  asleep  halfway  through. 
Lounging  on  my  couch  I  study  the  label  on  a 
Coke  can  and  read  the  warranty  to  my  stereo. 
I've  never  once  made  my  own  wicker  furniture. 
Moral?  If  there  is  one,  it's  that  people  probably 
wasted  their  time  even  before  TV  was  invented. 


quer.  Chicago  Bulls  power  forward  Dennis 
Rodman  changes  his  nail  polish  as  often  as  he 
changes  his  hair  color.  Fashion-forward  cos- 
metics companies  like  California-based  Urban 
Decay  and  Hard  Candy  sell  nail  polish  for  men. 

Hard  Candy's  new  Candy 
Man  line  includes  such 
shades  as  Testosterone 
(gray),  Gigolo  (black)  and 
Oedipus  (pine  green). 

Urban  Decay  estimates 
that  men  will  represent  10%, 
or  $1.5  million,  of  this  year's 
total  sales.  The  company 
advertises  in  male-oriented 
magazines  like  Rolling  Stone 
and  Spin. 

Think  male  nail-painting  is  just  a  fringe 
thing?  Check  out  Clemente's,  the  men's  salon 
at  Polo  Ralph  Lauren's  headquarters.  There 
you'll  see  manicurists  applying  clear  enamel  to 
freshly  clipped  nails.  Is  colored  polish  next? 
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inttnurfinLm  l  i  ldhll 


"My  life  is  miserable, 

YouVe  made  a  BIG  difference." 


How  about 
a  line  of 
inspired 
messages  that 
disenchanted 
employees 
can  give 
their  bosses? 


Want  to  motivate  your  employees?  Succes- 
sories  Inc.  wants  to  help.  The  Lombard,  111.- 
based  company  sells  posters,  mugs,  plaques 
and  greeting  cards  designed  to  make  even  the 
most  disillusioned  employee  want  to  give  you 
his  most. 

For  $29.95  you  can  buy  a  24-pack  of  moti- 
vational greeting  cards.  One  features  a  lone 
water  drop  falling  into  a  rippling  pool  of 
water.  Inside  is  this  inspiring  message:  "All 
the  little  things  you've  done  have  made  a  BIG 
difference." 

Successories  isn't  doing  so  well.  On  sales  of 
$37  million  in  the  first  nine  months  of  fiscal 
1996,  it  lost  $1.6  million.  Whether  that's 
because  bosses  don't  want  to  motivate  their 


employees  or  because  they  prefer  to  do  so  in 
their  own  words  is  hard  to  say.  But  I  have  a 
suggestion  for  Successories'  chairman  and 
founder,  Arnold  (Mac)  Anderson.  How 
about  a  line  of  motivational  messages  for 
bosses? 

Maybe  a  poster  for  the  boss'  wall:  a  soaring 
vulture  with  the  words,  "Thanks  for  all  the 
overtime.  I  haven't  seen  my  kids  in  years."  Or 
a  plaque:  "This  award  is  presented  to  [name 
of  boss]  for  forcing  me  to  make  a  big 
deference." 

For  the  factotum  just  fired:  A  preprinted 
greeting  card  that  says,  "Here's  to  the  day 
when  the  board  does  to  you  what  you  just  did 
to  me."  -N.M.  H 


THE  FORBES  INDEX 


EDITED  BY  SHLOMO  Z.  REIFMAH 


Trouble  for  Detroit?  The 
trade-weighted  U.S.  dollar 
index,  which  measures  the 
dollar  against  the  curren- 
cies of  12  major  trading 
partners,  is  9.7%  higher 
than  its  average  level  of 
last  year's  third  quarter. 
Richard  Berner,  chief  econo- 
mist at  Mellon  Bank,  pre- 
dicts more  gains  for  the  dol- 
lar in  1997,  particularly 
against  the  yen  and  the 
deutsche  mark.  He  sees  the 
dollar  peaking  at  130  yen 
and  1.80  marks  during  the 
second  quarter. 
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Close-up  on  the  Forbes  Index 
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The  Forbes  Index  is  a  measure  of 
U.S.  economic  activity  composed  of  eight 
equally  weighted  elements:  the  cost  of 
services  relative  to  all  consumer  prices, 
the  level  of  new  orders  for  durable  goods 
compared  with  manufacturers'  inventories, 
total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail 
sales,  total  consumer  installment  credit. 
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The  NCR  Scalable  Data  Warehouse. 


3  out  of  the  top  5  airlines  have  taken  off 
with  our  data  warehouses. 

Looking  to  use  data  warehousing  to  gain  a  competitive  edge?  Choose 
NCR,  the  company  that  is  recognized  worldwide  as  the  industry  leader 
"fdTnATAl  <^>ur  NCRTeradata"  database  is  the  most  proven  and 
robust  parallel  database  engine  in  the  industry 
scaling  from  a  few  gigabytes  all  the  way  up  to  10 
terabytes  and  beyond.  And  our  NCR  WorklMark'"  servers  are  the  only 
platform  that  scales  from  SMP  to  clusters  to  MPP  allowing  businesses  to 
start  their  data  warehouse  small  and  grow  it  to  any  size. 

NCR  Worldwide  Services  professionals  can  help 
you  set  up  and  maintain  a  data  warehouse  that  is 
just  right  for  your  needs.  To  learn  more  about  NCR's 
scalable  data  warehouse,  call  1  800  CALL-NCR, 
ext.  3000.  Or  visit  http://www.ncr.com 
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All  WorldMark  servers  shown  feature  Intel  Pentium  Pro  Processors.  The  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  the  Pentium  Processor  Logo  and  the  Pentium  Pro 
Processor  are  trademarks  of  Intel  Corporation.  Teradata  is  a  registered  trademark  and  WorldMark  is  a  trademark  of  NCR  Corporation.  ©1997  NCR  Corporation.  All  rights  reserved. 


Can  Richard  Nicolosi  successfully  work  the  tactics  at  Samsonite 
that  he  learned  from  Al  Dunlap  at  Scott  Paper? 

The  Dunlap  Effect 


By  Matthew  Schifrin 

Albert  Dunlap  gained  fame  and 
the  nickname  "Chainsaw  Al"  after  he 
fired  11,200  workers  at  Scott  Paper 
and  then  sold  the  company  for  $9.4 
billion  to  Kimberly-Clark  in  1995 
(see  p.  98).  Scott's  stock  increased 
$6.5  billion  in  value  in  just  20 
months.  Dunlap,  though  a  villain  to 
some  people,  became  a  hero  to  many 
investors. 

Last  year  the  mere  news  of 
Dunlap's  arrival  to  run  sagging  Sun- 
beam Corp.  increased  the  company's 
market  value  by  $1  billion.  Call  it  the 
Dunlap  Effect. 

Is  the  Dunlap  Effect  transferable? 
A  good  deal  of  it  seems  to  have 
rubbed  off  on  Richard  Nicolosi,  49. 
Nicolosi  cut  his  teeth  as  a  paper  prod- 
ucts brand  manager  at  Procter  & 
Gamble  during  the  1970s  and  1980s 
and  then  left,  after  23  years,  to 
become  a  consultant.  Al  Dunlap  met 
Nicolosi  on  a  tennis  court  in  Boca 
Raton,  Fla.  and  recruited  him  to  help 
at  Scott.  Nicolosi  left  Scott  with  $20 
million  in  stock  gains. 

The  scene  shifts.  Denver- based 
Samsonite,  the  $740  million  maker  of 
luggage,  including  such  brands  as 
American  Tourister  and  Lark,  is  a 
troubled  company.  It  was  once 
owned  by  Beatrice  Cos.  and  later  by 
the  notorious  raider,  Meshulam 
Riklis.  In  1992  it  filed  for  bankrupt- 
cy, and  emerged  with  dealsters  Leon 
Black  and  Carl  Icahn  as  leading 
shareholders.  In  early  1996  one  of 
Leon  Black's  partners  asked  executive 
search  firm  Spencer  Stuart  to  find  a 
chief  executive  like  Al  Dunlap  to 
work  his  magic  on  Samsonite. 
Dunlap  was  writing  a  book  and 
didn't  want  to  leave  Boca  Raton.  The 
headhunter  suggested  Nicolosi. 

Nicolosi  did  what  was  expected  of 
him.  He  fired  475  of  the  company's 
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8,000  employees,  shut  down  factories 
in  Mexico  and  Canada,  and  central- 
ized purchasing,  sourcing  and  freight 
costs  for  all  three  luggage  lines  Sam- 
sonite,  American  Tourister  and  Lark. 
Pre-Nicolosi,  Samsonite  had  37  dif- 
ferent wheel  and  handle  systems  on 
its  luggage  and  100  different  zipper 
systems.  Now  there  are  fewer  than  10 
variations.  To  save  money  he  even 
dropped  out  of  the  industry's  annual 
trade  show.  This  cost-cutting  should 


save  Samsonite  more  than  $30  mil- 
lion annually,  according  to  Nicolosi. 

Sure  enough.  The  Dunlap  Effect. 
Since  Nicolosi  signed  on  in  May  of 
1996,  Samsonite's  stock  has  climbed 
from  around  $18  per  share  to  nearly 
$50  recendy,  giving  the  $740  million 
(sales)  company  a  market  capitaliza- 
tion— including  long-term  debt — of 
$1.2  billion.  That's  a  hefty  price  for 
the  slow-growth  luggage  business. 
Yet  most  of  the  big  Wall  Street 


Samsonite's 
chief  executive, 
Richard  Nicolosi 
The  Wall  Street 
tycoons  are 
happy,  but 
will  his  bag 
of  tricks  sell 
on  Main  Street? 


houses  now  recommend  the  stock, 
forecasting  earnings  for  the  year 
ending  Jan.  31,  1998  of  $1.95.  ' 

Their  optimistic  predictions 
depend  heavily  on  Nicolosi's  promis- 
es to  raise  luggage  prices  across  the 
board  and  to  introduce  upscale  lug- 
gage in  the  U.S.  (Samsonite  already 
sells  high-priced  luggage  in  Europe). 

In  the  glow  of  the  Dunlap  Effect 
no  one  seems  to  be  asking:  Will  this 
work?  Raising  prices  won't  be  easy. 
"We  are  tough  with  our  vendors, 
they  don't  just  walk  in  and  out  of 
here  raising  prices,"  says  Stanley 
Schwarz,  owner  of  Innovation  Lug- 
gage, a  40-store  chain  based  in  New 
Jersey.  Cheap  imported  knockoffs  are 
popular  with  retailers  because  they 
carry  better  margins  than  highly 
advertised  U.S.  brands.  Samsonite 
has  announced  8%  average  price 
increases,  but  most  of  its  competitors 
have  raised  prices  less  or  not  at  all. 

Fancy  luggage?  Nicolosi  considers 
his  $500  Samsonite  suitcases  the  lug- 
gage equivalent  of  a  BMW.  Responds 
Kenneth  Young,  president  of  105- 
store  chain,  Florida- based  Bentley's 
Luggage,  "They  are  going  to  have  a 
difficult  time  convincing  customers 
that  they  are  luxury." 

Much  high-end  luggage  is  the 
hard-sided  stuff  popular  in  the  days 
of  travel  by  train  and  ocean  liner.  But, 
according  to  retailers  interviewed  by 
Forbes,  most  Americans  have  long 
since  gone  over  to  lighter-weight, 
soft-sided  luggage.  And  resin  prices, 
a  key  raw  material  for  suitcases,  have 
been  rising. 

Adding  to  Samsonite's  problems, 
the  company  irritated  a  lot  of  retail- 
ers by  dropping  out  of  the  trade  show 
and  also  by  announcing  that  it  would 
expand  its  160-store  retail  chain  with 
20  new  stores  per  year. 

Carl  Icahn  has  taken  his  money  and 
gone  home.  In  February  he  unloaded 
his  3.5  million  shares,  pocketing  a 
profit  of  some  $90  million.  Leon 
Black  is  staying  put,  sitting  on  a  paper 
profit  of  at  least  $265  million. 

"We  believe  that  Samsonite  will  be 
the  Cinderella  story  of  1997," 
Nicolosi  declares  in  his  best  Al 
Dunlap  manner.  More  likely,  at  the 
present  stock  price,  this  is  a  case  of 
counting  chickens  that  have  not  yet 
been  hatched.  H 
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'To  get  rich  is  glorious,"  declared  China's  late  leader  Deng  Xiaoping. 
The  Chinese  military  figured  he  meant  them,  too. 


The  People's 
Liberation  Army,  Inc. 


By  Andrew  Tanzer 

Raymond  Yiu,  a  wealthy  overseas 
Chinese,  sought  to  launch  a  luxury 
cruise  business  on  the  Yangtze  River. 
The  Ministry  of  Transportation  said 
no  foreign  operators  allowed.  Time  to 
pull  a  few  strings.  Yiu  brought  in  as  a 
partner  China  Xinxing  Corp.,  a  pow- 
erful $1  billion  (sales)  conglomerate. 
The  approvals  soon  came  through. 
The  new  partner  was  owned  by  the 
General  Logistics  Department  of  the 
all-powerful  People's  Liberation  Army. 

"In  China  you  must  have  the  right 
connections  to  get  into  certain  indus- 
tries," explains  Yiu,  vice  chairman  of 
Regal  China  Cruises.  "Xinxing  has 
strong  influence.  It's  hard  to  sav  no  to 
them." 

When  it  comes  to  the  Chinese 
army,  Hong  Kong's  Paul  Kan  learned 
to  say  yes  a  long  time  ago.  In  the  late 
1980s  he  tried  to  start  a  radio  paging 
business  in  China  for  his  Champion 
Technology.  The  bureaucrats  at  the 
Ministry  of  Posts  &  Telecommunica- 
tions dithered,  but  companies  owned 
by  the  military  jumped  at  the  chance. 
"They  were  very  eager  to  do  busi- 
ness," recalls  Kan,  who  now  has 
paging  franchises  in  dozens  of  cities 
across  China,  mainly  through  partner- 
ships with  firms  controlled  by  local 
units  of  the  pla. 

Since  the  PLA  began  marching  into 
business  in  the  early  1980s  with 
approval  from  the  Chinese  leadership, 
it  has  built  a  sprawling  network  of 
businesses.  These  enterprises  do  every- 
thing from  raising  pigs  to  running  air- 
lines and  hospitals,  mining  coal  to 
owning  hotels  and  operating  paging 
and  cellular  networks.  Three  of  the  12 
teams  in  China's  new  professional  bas- 


ketball league  (Forbes,  Mar.  10)  are 
owned  by  units  of  the  pla,  units  of 
which  also  own  several  of  the  coun- 
try's largest  textile  and  pharmaceutical 
manufacturers. 

Stories  like  this  have  convinced 
some  outsiders  that  the  People's  Lib- 
eration Army  is  an  octopus  controlling 
much  of  Chinese  industry  and  com- 
merce. "The  great  part  of  U.S.  busi- 
ness in  China  is  with  companies  and 
cartels  controlled  by  the  Chinese  mil- 
itary," New  York  Times  columnist 
Abraham  Rosenthal  wrote  recently. 

But  it  is  easy  to  read  too  much  into 
all  this.  There  is  little  centralized  coor- 
dination among  the  literally  thousands 
of  businesses  with  military  affiliations. 
Many  of  the  larger  military  affiliated 
companies  are  run  either  by  individual 
military  officers  or  retired  officers; 
others  are  managed  by  civilians.  In 
theory  the  Chinese  military's  General 
Logistics  Department  oversees  the 
PLA's  commercial  operations,  but  it  has 
publicly  admitted  it  does  not  even 
know  how  many  enterprises  are  under 
military  control.  Nor  is  it  able  to 
enforce  anything  resembling  accurate 
accounting. 

June  Teufel  Dreyer,  a  specialist  on 
the  Chinese  military  at  the  University 
of  Miami,  evokes  the  image  of  feudal 
Chinese  warlords  when  she  describes 
the  modern  pla's  businesses: 

"It's  not  a  state  within  a  state,  but 
fiefdoms  within  a  state,"  she  says.  "It's 
an  entrepreneurial  army,  which  has 
had  its  attention  diverted  from  its 
stated  purpose  of  defense,  [pla]  units 
would  rather  raise  profits  than  slog 
through  the  mud  drilling." 

Which  of  course  does  raise  prob- 


lems for  the  civil  authorities,  pla  busi- 
ness units  operating  autonomously 
have  been  accused  of  counterfeiting 
compact  discs,  sneaking  ballistic  mis- 
siles out  of  China  to  Iran  and  smug- 
gling in  luxury  cars  from  South  Korea. 
Obviously  the  civil  authorities  will 
think  twice  before  confronting  a  pow- 
erful local  general.  Says  James  Mul- 
venon,  a  China  military  consultant  for 
band:  "If  there's  money  to  be  made, 
the  pla's  there." 

The  best  estimates  of  the  scope  and 
scale  of  the  PLA's  commercial  empire 
come  from  Tai  Ming  Cheung,  Hong 
Kong-based  China  analyst  for  Singa- 
pore's Kim  Eng  Securities,  who  is 
writing  a  book  on  PLA,  Inc.  Cheung 
estimates  there  are  about  15,000  pla- 
owned  enterprises,  generating  annual 
revenues  of  maybe  $10  billion. 
Cheung  says  PLA  business  revenues  are 
expanding  in  the  low  double-digits 
each  year. 

PLA  enterprise  profits?  Official  esti- 
mates put  the  figure  at  just  over  $1 
billion,  but  Cheung  thinks  the  real 
number  is  more  like  $3  billion. 

Who  gets  the  money?  Some  is 
retained  to  spruce  up  army  barracks 
and  improve  the  diet  of  conscripts. 
Much  goes  into  the  pockets  of  PLA 
officers,  while  retired  military  officers 
often  get  plush  jobs  with  die  business 
affiliates.  Even  a  casual  observer  in 
China  will  notice  an  awful  lot  of  offi- 
cers tooling  around  in  bmws  and  Mer- 
cedes. In  some  cases  the  perks — mis- 
tresses, luxury  apartments — would  put 
the  highest-living  U.S.  corporate  exec- 
utives to  shame. 

"A  lot  of  the  unofficial  profit  is 
laundered  overseas,"  Cheung  says. 
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"PLA  companies  use  Hong  Kong  to 
move  undeclared  profits  offshore  to 
tax  havens  like  the  British  Virgin 
Islands." 

The  rise  of  PLA,  Inc.  was  as  much  a 
matter  of  necessity  as  of  ambition.  To 
help  pay  for  economic  development, 
in  the  1980s  Deng  Xiaoping  repeat- 
edly cut  the  defense  budget  in  real 
terms  and  in  the  mid-  1980s  reduced 
the  pla's  manpower  from  4.2  million 
to  3.2  million.  Beijing  plans  to  cut 
another  500,000  troops  by  1999. 

In  the  circumstances,  the  govern- 
ment not  only  did  not  interfere  when 
military  individuals  and  units  moon- 
lighted, but  even  encouraged  them  to 
do  so.  "Deng  said  go  forth  and  make 
money,  and  the  military  took  him  lit- 


erally," explains  Eden  Woon,  executive 
director  of  the  Washington  State 
China  Relations  Council  and  former 
China  adviser  to  the  Secretary  of 
Defense. 

It  was  a  sophisticated  way  for  the 
army  to  revert  to  the  ancient  military 
practice  of  living  off  the  land.  The 
Chinese  military  has  a  long  tradition 
of  self-sufficiency  dating  from  pre- 
Revolution  times.  It  has  always  raised 
its  own  vegetables  and  livestock,  pro- 
duced its  own  medicine,  manufac- 
tured army  boots  and  uniforms  and 
operated  repair  and  maintenance  facil- 
ities for  military  vehicles. 

PLA  commands  in  China  own  huge 
amounts  of  prime  urban  real  estate. 
They  have  occupied  some  of  it  ever 


since  the  days  when  the 
military  was  called  into  the 
cities  during  the  Cultural 
Revolution  to  restore 
order.  The  real  estate  had 
little  value  in  Mao's  day, 
but  is  a  gold  mine  today. 
Rather  than  restore  it  to 
municipalities  and  local 
governments,  the  soldiers 
have  simply  used  it  to  raise 
money. 

The  PLA  owns  hundreds 
of  hotels.  Among  them  are 
Guangzhou's  Ramada  and 
Beijing's  luxury  Palace 
Hotel,  the  latter  managed 
and  partly  owned  by 
Hong  Kong's  Peninsula 
Group. 

Beyond  land  and  sur- 
plus military  facilities,  the 
PLA  has  clout  to  offer 
prospective  partners.  "The 
PLA  has  privileged  access  to 
the  entire  infrastructure," 
notes  RAND 's  Mulvenon. 
Thus  the  air  force  operates 
China  United  Airlines,  a 
large  civilian  airline  that 
flies  between  military  air- 
ports. The  airline  recendy 
purchased  a  new  fleet  of 
planes  from  Canada's 
Bombardier  Inc.  The  navy 
runs  a  commercial  ship- 
ping service  between  naval 
ports  using  surplus  naval 
vessels. 

PLA  businesses  are  heav- 
ily involved  in  trucking, 
and  their  vehicles  don't  pay  tolls  or  get 
stopped  for  inspection — hence  a  roar- 
ing trade  in  illicitly  sold  or  counter- 
feited military  license  plates. 

In  China  today,  the  line  between 
government  property  and  individual 
ownership  is  not  always  clear,  and 
the  military  takes  full  advantage  of 
the  potential  confusion.  PLA  units 
routinely  divert  state-subsidized  fuel 
intended  for  defense  to  commercial 
endeavors.  "They're  not  supposed  to, 
but  when  you're  out  in  Henan 
Province,  who's  going  to  check?" 
comments  the  University  of  Copen- 
hagen's John  Frankenstein,  coeditor 
of  the  just-published  book  Mixed 
Motives,  Uncertain  Outcomes:  Defense 
Conversion  in  China. 
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China's  defense-industrial 
cdmplex  is  not  part  of  the 
network  of  businesses 
owned  by  the  People's 
Liberation  Army,  but  it, 
too,  is  moving  briskly  into 
nondcfense  businesses. 

The  defense  industries 
fall  under  the  civilian  con- 
trol of  the  State  Council 
and  are  somewhat  like  a 
Boeing  or  a  Martin  Mari- 
etta in  the  U.S.,  except 
that  they  are  state-owned. 

These  research  institutes 
and  factories  develop  and 
produce  ordnance  as  well 
as  aerospace,  electronics, 
ships,  satellites  and  nuclear 
weapons.  Since  the  early 
1980s  these  defense  com- 
panies have  moved  aggres- 
sively into  motor  vehicles, 
consumer  appliances  and 


other  civilian  goods.  In 
doing  so  they  have  avoid- 
ed shrinking  in  a  time  of 
reduced  arms  procure- 
ments and  exports. 

American  companies 
are  far  more  likely  to  tie 
up  with  civilian  defense- 
industrial  partners  than 
they  are  with  pla  enter- 
prises. For  example, 
McDonnell  Douglas' 
MD-90  is  assembled  in 
China  by  Aviation  Indus- 
tries Corp.  of  China 
(which  also  makes  mili- 
tary aircraft)  under  a 
coproduction  scheme. 
United  Technologies  has 
a  joint  venture  with  avic 
to  manufacture  aircraft 
engine  parts  for  export. 
Hughes  Electronics  has 
sold  several  satellites  that 
were  launched  by  a  unit 
of  Beijing-based  China 
Aerospace  Corp. 


The  Chinese  seldom 
scrap  defense  facilities  or 
lay  off  workers.  Instead 
the  factory  might  add  a 
refrigerator  or  a  TV  pro- 
duction line. 

China  North  Industries 
Group  (Norinco),  former- 
ly the  Ministry  of  Ord- 
nance, still  makes  tanks 
and  guns — Norinco  and 
the  pla's  Poly  Group  were 
indicted  in  the  U.S.  for 
attempting  to  smuggle 
AK-47s  to  street  gangs 
last  year.  But  Norinco 
(fixed  assets:  at  least  $7.5 
billion)  now  derives  up  to 
90%  of  its  revenues  from 
motorcycles,  cars,  vans, 
trucks  and  other  civilian 
goods.  Norinco  has 
dozens  of  joint  ventures 
or  license  arrangements 
with  foreign  companies, 
including  Daimler-Benz 
and  Suzuki. 


Along  with  bloated 
work  forces  and  too  much 
debt,  the  defense-industri- 
al factories  have  an  added 
burden:  Thousands  are 
located  in  remote,  moun- 
tainous areas  of  southwest 
and  northwest  China, 
where  Mao  moved  them 
in  the  1960s  and  1970s 
following  the  Sino-Soviet 
split.  An  American  busi- 
nessman in  Beijing 
describes  one  of  the  instal- 
lations he  visited  in 
Sichuan  province  this  way: 
a  6-mile-long,  1 -mile-wide 
series  of  plants  nestled 
between  two  mountain 
ranges  a  four-hour  van 
ride  from  Chongqing.  A 
good  location?  Only  if 
you  want  to  keep  it  safe 
from  invading  armies. 
No  wonder  most  defense - 
industrial  plants  are  still 
losing  money.     -A.T.  M 


The  pla  is  also  minting  money  on 
its  control  of  radio  frequencies.  Cham- 
pion Technology's  Paul  Kan  figures 
PLA  units  are  involved  with  about  25% 
of  China's  36  million  paging  sub- 
scribers. This  is  a  market  expanding — 
much  to  the  delight  of  equipment 
suppliers  like  Motorola — by  a  stagger- 
ing 1  million  new  customers  a  month. 

The  pager  business  pales  in  com- 
parison with  the  potential  of  the  pla's 
cellular  phone  business.  Using  its  con- 
trol of  the  800-megahertz  frequency, 
the  communications  branch  of  the 
pla's  General  Staff  Department  is 
trying  to  build  a  nationwide  mobile 
phone  network  in  a  joint  venture  with 
a  business  unit  set  up  by  the  telecom- 
munications ministry. 

The  joint  venture  is  inviting  foreign 
participation  at  die  provincial  and  local 
levels  to  help  build  and  operate  the 
systems.  San  Mateo,  Calif. -based 
International  Wireless  Communica- 
tions says  it  is  involved  in  the  network 
in  1 1  cities  through  a  joint  venture 
with  Hong  Kong's  Star  Telecom, 
iwc's  Hugh  McClung,  chairman  of 
the  joint  venture,  says  he's  found  his 
PLA  partners  to  be  remarkably  prag- 


matic, flexible  and  commercially 
minded. 

If  you  want  to  do  business  in  China, 
is  the  PLA  your  best  potential  partner? 
Some  of  the  warlords  make  better 
partners  than  others.  The  large  pla 
companies  are  heavily  staffed  with  the 
offspring  of  military  and  Communist 
Party  elders  who  often  have  unbeat- 
able connections.  For  example,  the 
chairman  of  China  Poly  Group,  the 
pla's  largest  conglomerate,  is  Wang 
Jun,  the  son  of  China's  late  vice  pres- 
ident Wang  Zhen,  and  Poly's  presi- 
dent, He  Ping,  is  a  son-in-law  of  Deng 
Xiaoping. 

On  the  other  hand,  low-level  PLA 
enterprises  may  enjoy  none  of  these 
privileges  and  could  even  be  on  bad 
terms  with  local  governments.  "The 
advantages  [of  partnering  with  the 
pla]  might  be  the  same  as  doing  busi- 
ness with  the  mob,"  counsels  a  knowl- 
edgeable China-watcher. 

What  is  all  this  access  to  monev 
doing  to  the  military?  "It  promotes 
corruption,  generates  rivalry  and 
breaks  down  die  military  as  an  organi- 
zation," maintains  Thomas  J.  Bickford 
of  the  University  of  Wisconsin  at 


Oshkosh.  "In  Shenzhen  the  PLA  had 
lavish  recreational  facilities  and  karaoke 
bars,  while  units  on  the  Russian 
border  didn't  have  enough  winter 
clothing." 

Aware  of  the  problems,  the  leader- 
ship in  Beijing  has  apparently  decided 
that  letting  soldiers  do  business  is  the 
lesser  of  several  evils.  It  keeps  some 
units  busy  at  minimum  expense  to  the 
government,  units  that  might  other- 
wise have  to  be  demobilized  and 
thrown  into  China's  already  large  pool 
of  unemployed.  Most  of  these  units 
are  rather  useless  and  the  rapid  reac- 
tion forces  and  other  elite  units  remain 
relatively  untainted.  "Ninety  percent 
of  the  PLA  is  not  very  useful  anyway," 
argues  the  National  War  College's 
Paul  H.B.  Godwin. 

Kim  Eng  Securities'  Tai  Ming 
Cheung  thinks  the  central  govern- 
ment is  trying  to  curb  expansion  into 
business  by  the  military  and  to  tight- 
en oversight.  But  most  previous 
"rectification"  campaigns  have 
amounted  to  little  more  than 
rhetoric,  as  the  sons  and  daughters 
of  China's  elite  go  about  their  mon- 
eymaking  ways.  H 
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The  ownership  of  U.S.  debt  is  shifting 
abroad.  Why  is  no  one  worrying? 
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By  Peter  Brimelow 

The  foreigners  are  coming!  Well,  actually, 
they're  already  here.  Foreign  ownership  of  the  fed- 
eral government's  debt,  minimal  for  most  of  U.S. 
history,  has  shot  up  to  a  record  peak  (27%;  see 
below).  And  an  increasing  proportion  of  that  for- 
eign ownership  is  by  central  banks,  i.e.,  arms  of  for- 
eign governments. 

At  the  same  time,  American  ownership  of  U.S. 
Treasury  notes  and  bonds  by  the  Federal  Reserve, 
commercial  banks  and  households  has  been  plung- 
ing. Recently  it  was  at  72%,  its  lowest  ever  (see 
chart  above).  As  James  A.  Bianco  of  Barrington, 
111. -based  Arbor  Trading  commodities  brokers 
points  out,  in  effect  foreign  central  banks  financed 
all  of  last  year's  federal  deficit.  By  contrast,  foreign 
central  bank  financing  of  the  federal  deficit  never 
quite  reached  50%  during  the  1980s  and  was  usu- 
ally much  lower. 

So  what?  So  those  critics  of  Ronald  Reagan's 
supply-side  boom  who  complained  it  was  just 
sneakily  borrowed  from  foreigners  were 
full  of  it,  is  what.  Where  are  you 


now,  Harvard  Professor  Benjamin  M.  Friedman, 
author  of  Day  of  Reckoning  ( 1988),  arguing  that 
Reagan-era  foreign  borrowing  inevitably  meant 
American  incomes  would  stagnate,  even  fall? 

(Still  in  Cambridge,  Mass.  He  tells  Forbes  that 
it's  "a  good  question"  why  the  foreign  debt  issue 
is  no  longer  discussed.) 

Forbes,  by  contrast,  has  always  maintained  that 
Washington's  borrowing  from  foreigners  is  not 
a  problem.  Apart  from  anything  else,  the 
debt  is  denominated  in  U.S.  dollars.  It 
can  always  be  inflated  away.  Foreign- 
ers are  being  heroic  to  take  the  risk. 

However,  there  are  some  impli- 
cations when  the  government 
finances  itself  heavily 
in  this  way. 

Total  foreign  ownership 
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CHARTICLE 


Gross  foreign  trading  in 
U.S.  Treasury  notes  and  bonds 
(six-month  average) 
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78    79    '80    '81    '82    '83    '84    '85    '86    '87    '88    '89    '90    '91    '92    '93    '94    '95  '96 

'Includes  Bermuda,  Bahamas,  Netherlands  Antilles,  British  West  Indies.  Source:  Arbor  Trading  Group. 


Holdings  of 
U.S.  Treasury  bonds  and  notes  ($billion) 


Central  bank  hold- 
ings surpass  U.S. 
commercial  banks' 


For 

one  thing, 
Arbor  Trading's 
Bianco  argues  that  it  is  always 
a  bearish  sign  when  the  majority 
holder  is  selling  and  the  minority  holder 
buying.  As  they  have  pumped  money  into  the 
stock  market,  American  domestic  investors  have 
been  net  sellers  of  U.S.  Treasurys  since  1995,  for 
the  first  time  in  two  decades.  Implication:  Bonds 
may  be  headed  down,  interest  rates  up. 

Second  implication:  An  increasing  proportion 
of  U.S.  Treasurys  may  be  in  weak  hands — hot 


The  Japanese 
retreat— but  tax 
havens  advance. 


Federal  Reserve  and 
foreign  central  banks 


money  held  by 
owners  who  will  dump  them  if  rates 
turn  up. 

Thus  U.S.  commercial  bank  holdings  have 
now  been  surpassed  by  those  of  central  banks 
(see  chart  above).  "Has  the  bond  market 
become  a  public  works  project?"  asks  Bianco. 
He  believes  that  central  banks  are  motivated  not 
so  much  by  investment  values  as  by  currency 
manipulation. 

Similarly,  recent  trading  shows  that  countries 
Bianco  regards  as  tax  havens  are  now  eclipsing 
Japan  (see  chart  above).  He  believes  this  reflects 
buying  by  vulnerable  leveraged  hedge  funds — 
and  that,  if  interest  rates  turn  up,  they  will  add 
to  the  stampede.  1 
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Duck  Logic. 


Ducks  think  differently  than 
you  or  me.  They  would 
never  forget  a  birthday. 
They  have,  to  my  knowledge,  never 
sponsored  a  negative  political  ad. 
They  avoid  talk  shows  like  the 
plague.  They  dance  in  the  rain  and 
take  great  pains  to  not  walk 
around  the  puddles.  They  observe 
human  folly  with  detached  amuse- 
ment. They  waddle  in  the  face  of 
convention. 

If  there  was  ever  a  face  that 
needed   some  waddling,  some 
I  disdain,  some  flying  into,  it's  con- 
|  vention.  Also,  its  bubbles  burst, 
its  notions  re-conceived,  its  rules 
flaunted.  That's  Duck  Logic. 

Catera  is  a  personal  luxury 
sedan  fraught  with  Duck  Logic. 
The  result  is  the  stuff  of  blue 
moons:  a  scrambling  of  preconcep- 
tions that  turns  out  to  be  a  whole 
new  omelet.  It's  luxury  that  boo- 
gies. Refinement  that  giggles.  The 
Caddy  that  zigs. 

Ducks  were  designed  in  God's 
own  wind  tunnel.  They  eschew 
adornments  that  would  make  their 
dynamics  any  less  aero.  The  resulting 


Duck  Logic  tells  us  that  wind  noise 
isn't  the  result  of  wind.  It's  a  result 
of  those  that  resist  the  wind;  out- 
side rearview  mirrors,  windshield 
wipers,  hoods.  So  engineers  tested 
and  retested  Catera  at  up  to 
125  mph  over  and  over  again. 
Partially  to  optimize  hood,  wiper 
and  mirror  designs  against  wind 


noise.  And  partially,  because  it's  fun 
to  test  things  at  125  mph. 

Duck  Logic  tells  us  that  luxury 
is  in  more  places  than  in  the  eye 
of  the  beholder,  it's  in  the...other 
places  too.  So  Catera's  driver's 
seat  is  designed  to  be  particularly 
comfortable  because  its  "hip 
points"  have  been  raised  for  the 
optimum  driving  position.  And  the 
available  power  memory  seat 
adjusts  for  three  different  drivers. 
Partially  because  that  helps  each 


driver  have  optimal  control.  And 
partially,  because  it's  fun. 

No  discussion  of  Duck  Logic 
would  be  complete  without  music. 
It's  a  little-known  fact  that  ducks 
fly  in  the  midst  of  commercial 
radio  waves,  allowing  them  perfect, 
distortion-free  sound,  a  boon  to 
their  migratory  travels.  (They  plan 
flight  lanes  carefully,  to  circumvent 
the  broadcast  signals  of  shock 
jocks  and  talk  radio.)  Duck  Logic 
knows  the  virtue  of  clear  sound 
on  long  trips.  It  led  to  the  design 
of  an  optional  sound  system  with 
computer  programs  to  create  a 
three-dimensional  picture  of  how 
sound  would  behave  in  a  Catera. 
Partially  because  great  sound 
would  be  fun.  And  partially, 
because  it  would  be  a  lot  of  fun. 
(Duck  Logic  is  no  prisoner  to 
logic.) 

Duck  Logic  sneers  at  the  mun- 
dane, scoffs  at  the  expected, 
waddles  and  flies  in  the  face  of 
convention  and  then,  way  over  its 
head.  Duck  Logic  begets  Catera: 
luxury  that's  fun,  the  Caddy  that 
zigs.  The  ducks  would  be  proud. 


CADI  LLAC. 
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Iways  wear  safety  belts,  even  with  air  bags. 


THE  CADDY  THAT  ZIGS.. 


STARTING  AT  $29,995 

MSRP  EXCLUDING  DESTINATION  CHARGE.  Tax,  license 
and  optional  equipment  extra.  For  the  authorized  Catera  dealer 
nearest  you,  call  I -800-333-4CAD  or  visit  us  at  www.catera.com 
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In  the  last  four  years  alone, 
over  40  million  people  have 
turned  to  AMD  processors 
to  run  Microsoft  Windows- 
compatible  software.  Powerful 
chips  that  put  a  world  of 
information,  education  and 
fun  at  your  child's  fingertips. 
But  just  as  importantly,  AMD 
chips  are  also  helping  to  make 
computers  more  affordable. 
Because  what  is  more 
priceless  than  your  child's 
imagination?  Visit  our  website 
or  call  1-800-222-9323. 


The  AMD-K5 
processor  offers  powerful 
performance  at  an  affordable 
price  for  home  and  business  PC's. 


AMD£I 

www.amd.com 
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j3  ling  blood 
for  pizza 


BY  THOMAS  SOWELL 


Dr.  Thomas  Sowell  is 
an  economist  and  a 
senior  fellow  at  the 
Hoover  Institution  in 
Stanford,  Calif. 


Two  STORIES  about  the  California  legal 
system — one  trivial,  one  bitterly  grim — show 
what  is  so  wrong  about  national  trends  in  law 
and  politics  over  the  past  three  decades. 

The  city  of  San  Francisco  passed  a  law 
making  it  illegal  to  refuse  to  make  deliveries  in 
high-crime  neighborhoods.  It  all  started  when 
someone  wanted  to  order  a  pizza  and  the  com- 
pany said  that  it  did  not  deliver  in  that  part  of 
town.  This  is  not  uncommon  in  other  cities  or 
for  deliveries  of  other  things  besides  pizza. 

Back  during  the  1991  Gulf  War,  those 
opposed  to  sending  American  troops  to  the 
Middle  East  called  our  military  action  "trad- 
ing blood  for  oil."  But  none  of  those  people 
seems  to  have  protested  the  San  Francisco  law 
as  trading  blood  for  pizza. 

Since  most  people  in  high-crime  neighbor- 
hoods are  not  criminals,  it  is  of  course  unjust  in 
some  cosmic  sense  that  they  should  be  deprived 
of  things  that  other  law-abiding  people  have 
available  to  them.  But  vandals,  hoodlums  and 
murderers  are  expensive  luxuries  for  their 
neighbors  in  many  ways,  including  higher  insur- 
ance rates,  lower  property  values  and  fewer 
businesses  to  provide  either  services  or  jobs. 

The  claim  of  an  unhappy 
childhood  is  supposed  to  justify 
a  lesser  sentence  for  criminals. 


These  costs  are  undeniable.  The  question  is: 
Who  should  pay  these  costs?  Should  it  be 
third  parties,  such  as  drivers  delivering  pizza, 
who  might  have  to  pay  with  their  lives? 

The  quest  for  cosmic  justice  often  takes  this 
form.  After  some  people  are  shown  to  suffer 
some  deprivation  because  of  tilings  that  are  not 
their  fault,  the  attempt  to  restore  them  to  where 
they  would  have  been  without  their  particular 
disability  often  proceeds  in  utter  disregard  of 
what  costs  this  imposes  on  other  innocent  people. 

Group  quotas  and  preferences  attempt  to 
redress  history  at  the  expense  of  other  appli- 
cants for  jobs,  college  admission  or  govern- 
ment contracts — usually  people  who  had 
nothing  to  do  with  creating  the  problems  of 


groups  which  have  now  been  singled  out  to 
receive  cosmic  justice.  Yet  things  that  hap- 
pened 40  years  ago  are  used  to  justify  discrim- 
ination against  people  in  their  20s  and  30s. 

Among  the  most  deadly  versions  of  the  quest 
for  cosmic  justice  are  the  murder  trials  in  which 
the  murderer's  childhood  becomes  an  issue.  The 
claim  of  an  unhappy  childhood,  full  of  neglect 
and  abuse,  is  supposed  to  justify  a  lesser  sentence. 

Assuming  that  these  claims  are  true,  we 
might  say,  "There  but  for  the  grace  of  God  go 
I."  On  the  other  hand,  we  could  say  the  same 
thing  about  the  person  who  was  murdered. 
But,  again,  this  approach  singles  out  A  for 
cosmic  justice,  regardless  of  what  this  does  to 
B,  C  and  the  others. 

People  who  were  outraged  by  how  long  the 
O.J.  Simpson  criminal  trial  dragged  on,  as 
well  as  by  the  verdict,  were  told  that  this  was 
all  due  to  Simpson's  fame,  wealth  and  race. 
Yet  another  California  murder  trial,  that  of 
Richard  Allen  Davis,  took  even  longer, 
though  none  of  these  factors  was  at  issue. 

Even  the  guilt  of  the  defendant  was  not  at 
issue.  It  is  uncontested  that  he  entered  the 
home  of  12 -year-old  Polly  Klaas  on  the  night 
of  October  1,  1993,  abducted  her  at  knife 
point  and  later  killed  her.  But,  though  this 
happened  months  before  Nicole  Simpson  was 
murdered,  the  trial  of  Richard  Allen  Davis  was 
still  going  on  a  year  after  the  marathon  O.J. 
Simpson  criminal  trial  was  finally  over. 

What  took  so  long?  The  quest  for  cosmic 
justice. 

First  of  all,  legal  objections  were  made  to 
holding  the  trial  in  the  community  where  the 
crime  was  committed.  After  this  was  all 
argued  out  by  the  lawyers  and  the  location  of 
the  trial  changed,  months  more  were  required 
to  select  a  jury.  Then  there  had  to  be  more 
legal  wrangling  over  whether  there  were  "spe- 
cial circumstances"  that  would  justify  the 
death  penalty,  since  mere  murder  is  no  longer 
sufficient  reason  for  an  execution. 

Finally,  when  all  that  was  sorted  out  and  the 
jury  decided  that  Davis  was  guilty  of  first-degree 
murder  with  special  circumstances,  then  the 
penalty  phase  of  the  trail  unfolded.  That  was 
when  the  testimony  about  his  childhood  began. 

Whatever  the  truth  about  Davis'  childhood — 
which  we  may  never  know — neither  Polly  Klaas 
nor  her  family  had  anything  to  do  with  it.  Nor 
did  any  of  the  other  victims  of  other  violent 
criminals  who  will  be  walking  the  streets  while 
awaiting  trial,  as  our  clogged  courts  delve  into 
all  these  imponderables  at  interminable  length. 

Some  think  of  these  quixotic  quests  of  our 
laws  and  policies  as  attempts  to  produce  "social 
justice."  But  nothing  is  more  anti-social  than 
disregarding  the  costs  to  society  at  large.  H 
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Chances  are,  your  next  business  jet  will  fly  more  often,  fly  farther,  and 
perform  a  wider  variety  of  missions. 

In  other  words — your  next  business  jet  must  do  everything  well. 

The  new  Falcon  50EX  sets  the  standard  for  versatility.  Depart  fully 
loaded  out  of  short  airstrips.  Make  multiple  stops — without  refueling. 

Because  it  has  three  engines,  the  50EX  can  cross  oceans  without 
deviating  for  ETOPs  (restrictions  that  limit  twin-engine  planes  on 
commercial  overwater  routes). 

Climb  to  an  initial  cruise  altitude  of  41,000  feet  in  just  23  minutes 
(maximum  takeoff  weight).  Then  stretch  your  legs — at  .80  Mach 
you'll  fly  400  nm  farther  than  the  original  Falcon  50. 

In  the  cockpit,  the  new  Collins  Pro  Line  4  large-tube  avionics  reflect 
a  capable  and  pilot-friendly  command  center. 

Take  the  next  step.  Call  John  Rosanvallon  in  the  U.S.  at 
(201)  967-2746  or  Jean-Claude  Bouxin  in  Paris  at  (331)  40-83-93-08. 


THE  FALCON  50EX 


Good-bye,  shipping  department.  Hello,  logistics  department. 
There's  a  huge  difference. 

Replacing  inventory 
with  information 


By  Scott  Woolley 

They  used  to  call  it  the  shipping 
department.  Now  it's  the  logistics 
department.  What's  the  difference?  A 
lot  of  time.  A  lot  of  money. 

In  1990  Inacom  Corp.,  which  sells 
customized  PCs  to  businesses,  signed 
on  Skyway,  Union  Pacific  Corp.'s 
logistics  subsidiary.  Skyway  didn't 
merely  replace  a  piece  of  Inacom's 


shipping  department.  It  helped  revamp 
the  logistics  of  the  business.  Before 
Skyway  took  over,  monitors,  modems 
and  keyboards  usuallv  were  shipped  to 
Inacom's  headquarters  in  Omaha. 
They  were  packaged  with  central  pro- 
cessing units  and  shipped  to  Inacom's 
customers,  with  the  same  components 
sometimes  crisscrossing  the  country. 


Today  Skyway  picks  up  monitors 
from  Compaq  Computer's  plant  in 
Fremont,  Calif,  modems  from  U.S. 
Robotics  in  San  Francisco  and  other 
items  from  manufacturers  across  the 
U.S.  Trucks  are  beginning  to  whisk 
many  directly  to  four  Skyway-owned 
distribution  centers  situated  near 
many  of  Inacom's  customers;  there 


Somewhere 
between  Dallas 
and  San  Francisco, 
a  Skyway  trucker 
receives  E-mail 
instructions  via 
satellite 

If  the  customer 
in  San  Francisco 
decides  it  needs 
its  computers 
extra  quick,  the 
trucker  can  be 
instantly  rerouted 
to  the  nearest 
airport,  where  a 
cargo  plane  will 
be  waiting. 
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Logistics  lure 


Ticker  Revenues 
($mil) 

1        Markpt  ran 

mat  net  oap 

($mil) 

Earnings  per  share 
'96          '97  est 

Rprpnt 

price 

P/E  ratio 
'96  '97est 

^harp^ 

O  1 1 Q  1  CO 

outstanding 
(mil) 

1996 
return 
on  equity 

LTD 

to 
cap 

Eagle  USA  Airfreight 

EUSA 

$212 

$615 

$0.72 

$0.79 

BY, 

46.2 

42.1 

18.5 

29% 

0.0% 

Expediters  Internationa! 

EXPD 

670 

582 

0.95 

Lie 

m 

23.9 

20.7 

25.6 

17 

0.0 

Fritz  Cos2 

FRTZ 

483 

363 

"0.46 

1.46 

10% 

22.3 

7.0 

35.4 

7 

36.0 

Harper  Group 

HARG 

595 

354 

1.36 

1.51 

22% 

16.4 

14.7 

15.9 

13 

13.7 

Hub  Group  A 

HUBG 

750 

137 

1.35 

1.40 

26% 

20.0 

19.2 

5.1 

NA 

NA 

Mark  VII 

MVII 

564 

148 

1.20 

1.41 

30% 

25.7 

21.9 

4.8 

21 

2.0 

Ryder  Systems 

R 

5,519 

2,612 

-0.51 

2.41 

32 

NM 

13.3 

81.3 

-3.3 

68.0 

'Latest  12  months.  'Financials  as  of  Nov.  30, 1996 

NA:  Not 

available.  NM:  Not  meaningful. 

Sources:  Alex.  Brown  &  Sons;  Standard  & 

Poor's;  company  reports. 

Wall  Street  is  paying  above-average 
multiples  for  many  logistics 
companies'  earnings. 


they  are  packaged  with  computers 
from  Inacom.  The  final  orders  are 
shipped  directly  to  end  users  from  the 
center  nearest  them. 

Suppose  an  Inacom  customer  in 
San  Francisco  needs  its  computers 
extra  fast.  Skyway's  logistics  people  can 
call  a  California-bound  driver  on  his 
cell  phone  or,  using  a  new  device  from 


Qualcomm  Inc.,  E-mail  him  in  his 
truck's  cab.  They'll  tell  him  to  make  a 
drop  at  the  nearest  airport.  The  San 
Francisco  customer,  meanwhile,  can 
log  on  to  Skyway's  Web  site  to  find 
out  when  the  order  will  arrive. 

There  you  have  the  difference 
between  shipping  and  logistics.  The 
one  moves  boxes  from  one  spot  to 
another.  The  other  rethinks  the 
whole  order-to-delivery  sequence. 

Dennis  Strittmatter,  Inacom's  vice 
president  of  distribution,  who  over- 


sees the  Skyway  program,  says  it  has 
cut  by  up  to  25%  the  elapsed  time 
from  receipt  of  orders  to  delivery. 

"This  is  not  just  outsourcing  exist- 
ing [shipping  department]  functions," 
says  Kip  Hawley,  Skyway  chief  execu- 
tive. "We  want  to  replace  inventory 
with  information,  and  once  you  have 
all  this  data  percolating  up,  you  have  to 
be  able  to  manage  it  differently." 

Take  Cisco  Systems.  It  ships  tons 
of  routers  to  Europe  each  week.  It 
needs  to  know  where  each  box  is  at 
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all  times.  It  must  be  able  to  reroute 
an  order  at  any  time  to  fill  urgent 
requests.  It  needs  to  let  customers 
know  exactly  when  orders  will  arrive. 

Two  months  ago  Cisco  brought  in 
UPS  Worldwide  Logistics  with  a  sys- 
tem designed  to  take  this  complex 
scheduling  off  its  back.  Using  its 
knowledge  of  international  plane, 
train  and  trucking  schedules,  this  UPS 
division  can  track  Cisco's  routers 
from  San  Jose,  Calif,  to  European 
customers  in  under  four  days.  When 
Cisco  did  the  job,  deliveries  took  up 
to  three  weeks.  Cisco's  Greg  Stein 
says  this  saves  a  bundle  on  inven- 
tories. Speed  is  all-important.  If  UPS 
Worldwide's  planes  or  trucks  can't 
offer  the  quickest  route,  its  logistics 
unit  will  subcontract  the  job  to 
Lufthansa,  KLM  or  Danzas,  a  Euro- 
pean trucking  firm. 

Later  this  year  UPS  Worldwide  will 
start  installing  custom  software  into 
Cisco's  routers  at  its  Eindhoven  ware- 
house in  the  Netherlands,  in  essence 
moving  the  final  manufacturing  step 
nearer  to  the  customer.  That  will  let 


Cisco  cut  inventories  more. 

Another  service  the  logistics  com- 
panies offer:  knowledge  of  local  cus- 
toms laws  and  import  duties.  UPS 
Worldwide  struck  a  deal  with  Dutch 
customs  to  let  its  computers  aggre- 
gate Cisco's  import  duties  into  a 
monthly  bill.  It  is  paid  once  customers 
receive  die  goods  instead  of  each  time 
the  routers  land  at  the  airport.  More 
savings  in  time  and  paperwork. 


An  Inacom 
loading  dock 
in  Ontario,  Calif. 
At  a  nearby 
facility,  logistics 
company  Skyway 
collects  compo- 
nents that  Inacom 
bundles  into  com- 
puter systems  to 
be  shipped  by 
Skyway  to  the 
final  users.  The 
result  is  big  sav- 
ings for  Inacom. 


Logistics  firms  are  saving  Apple 
Computer  customers  time  as  well.  If 
you  phone  to  complain  that  your  new 
monitor  broke,  there  will  be  a  replace 
ment  on  your  doorstep  the  next  morn- 
ing if  all  goes  well — thanks  to  FedEx 
Logistics,  a  division  of  Federal  Express 
Corp.  You  then  pack  the  busted  moni- 
tor in  the  same  box,  and  the  FedEx 
employee  picks  it  up  and  ships  it  off  to 
FedEx  headquarters  in  Memphis. 
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Apple  never  sees  the  damaged  mon- 
itor; an  outside  repair  firm  working  at 
the  FedEx  warehouse  fixes  it.  The 
repaired  monitor  goes  to  the  next  cus- 
tomer with  a  broken  monitor.  Bottom 
line:  Customers  get  working  monitors 
quicker,  and  Apple  takes  another  bite 
out  of  inventory  costs. 

The  logistics  industry  is  on  a  roll. 

For  the  ups  Logistics  Group,  of 
which  UPS  Worldwide  Logistics  is  a 
major  part,  this  was  a  $500  million 
business  last  year,  up  25%  from  the 
year  before.  Chief  Executive  Ray 
Thurston  predicts  revenues  will  hit 
about  $650  million  this  year. 

In  a  sense  the  booming  logistics 
industry  is  a  child  of  the  Internet. 
The  public  Net  and  its  first  cousins, 
the  private  intranets,  offer  big  advan- 
tages over  older  information  tech- 
nologies: speed,  accuracy  and  the 


ability  to  pass  data  back  and  forth 
between  suppliers  and  distributors. 

In  a  soon-to-be-published  paper 
Flau  Lee,  a  Stanford  engineering  and 
business  professor,  explains  how  this 
works.  The  Internet  facilitates  simul- 
taneous communication  among  the 
people  involved  in  the  distribution: 
manufacturers,  sales  reps,  bankers, 
insurers,  final  customers.  The  more 
information  piped  into  the  system,  die 
more  efficient  everything  becomes. 

For  example,  Procter  &  Gamble  is 
planning  to  use  the  Internet  to  track 
how  many  Pampers  a  Wal-Mart  sells 
every  day.  P&G  plans  to  extract  sales 
data  on  the  diapers  directly.  This  is 
bound  to  be  more  accurate  than  a 
store  manager's  once-a-week  estimate 
of  how  much  he  needs,  p&g's  logis- 
tics department  will  use  that  infor- 
mation to  help  keep  retailers'  diaper 


inventories  at  optimal  levels. 

As  the  P&G  example  shows,  not  all 
companies  feel  it  necessary  to  farm 
out  their  logistics  work.  Indeed, 
orders  for  sophisticated  supply-chain 
management  software  from  such  soft- 
ware houses  as  Germany's  SAP  AG  and 
the  Netherland's  Baan  arc  growing 
even  faster  than  the  logistics  out- 
sourcing firms,  60%  to  70%  a  year. 

FedEx  Logistics,  UPS  Worldwide, 
Skyway  and  the  rest  of  the  indepen- 
dent logistics  companies  figure  there's 
plenty  of  room  for  them  and  for  the 
do-it-yourselfers.  Independent  logistics 
specialists  took  in  $25  billion  in  rev- 
enues last  year  and  are  predicted  by 
many  to  do  $50  billion  a  year  by  2000. 
The  promise  of  saving  just  a  bit  of  the 
$700  billion  a  year  that  U.S.  business- 
es spend  on  inventory  and  moving  it 
around  should  fuel  the  growth  of  a 
logistics  industry  still  in  its  infancy. 

Of  course,  where  there's  opportu- 
nity, there's  competition.  "Now  that 
the  market  wants  integrated  logistics 
services,  all  the  trucking  companies 
want  to  get  into  warehousing  and  all 
the  warehousing  companies  want  to 
get  into  trucking,"  says  Arthur 
Mesher,  head  of  integrated  logistics 
strategy  at  the  Gartner  Group. 
Ryder  and  J.B.  Hunt  are  truckers 
that  have  been  expanding  their  ware- 
housing capability  to  render  addi- 
tional logistical  services.  Chicago- 
based  DCI  Inc.  is  a  storage  company 
that  also  rents  vehicles  from  truckers 
when  its  clients  want  items  shipped. 

Former  Treasury  Secretary  Wil- 
liam Simon  and  his  son  William  Jr. 
plan  to  make  a  lot  of  money  from  the 
logistics  revolution.  Over  the  past 
nine  years  Morristown,  N.J. -based 
William  E.  Simon  &  Sons  has  put 
together  a  mishmash  of  shipping  and 
storage  companies,  including  Bekins 
Co.,  the  movers.  The  Simons  are 
tying  these  assets  together  with  the 
latest  in  wireless  and  Internet  com- 
munications technology.  They  now 
market  .a  broad  range  of  logistics  ser- 
vices through  their  privately  owned 
Internationa]  Logistics  Ltd.  Based  in 
Hillside,  111.,  the  company  booked 
$900  million  last  year.  "The  logistics 
business  is  full  of  high-margin  oppor- 
tunities," beams  Bill  Simon  Jr.  "Most 
customers  don't  know  the  full  range 
of  competitive  options."  H 


Heineken 
on  the 
Internet 


A  WARM  spell  hit  Florida 
last  month,  pushing  up 
demand  for  beer  and  catch- 
ing many  brewers  and  dis- 
tributors short.  Many,  but 
not  Heineken. 

Over  the  past  eight 
months  Heineken  has 
invested  heavily  in  logistics 
software  produced  by 
Logility,  Inc.,  a  subsidiary 
of  Atlanta- based  American 
Software  Inc.  With  the  new 
software,  Heineken  uses  the 
Internet  to  provide  contin- 
ually updated  data  to  dis- 
tributors— and  even  the 
home  office  in  Amsterdam. 


Distributors  enter  their 
sales  figures  and  orders  on 
Heineken's  Web  page.  Sup- 
pose a  warm  front  is  moving 
into  Miami  as  Malibu  braces 
for  a  storm.  The  local  dis- 
tributors can  increase  or 
decrease  their  orders  as  the 
barometer  rises  or  falls,  and 
Heineken  can  quickly 
reroute  shipments  or  even 
adjust  production. 

Quite  a  difference  from 
the  old  days,  when  distribu- 
tors had  to  wait  10  to  12 
weeks  for  a  new  order  to  be 
filled — meaning  distributors 
had  to  overstock  beer 
(expensive)  or  understock  it 
(and  risk  losing  sales). 

Heineken's  logistics  soft- 
ware is  a  harbinger  of  even 
bigger  changes  in  the  way 
people  do  business.  Ger- 
many's $2.4  billion  (rev- 
enues) SAP  AG,  the  world's 
largest  seller  of  inventory 
management  software, 
just  released  a  new 
version  of  its  widely  used 
R/3  System.  The  new 
version  will  run  over 
the  Internet.  All  of  SAP's 
major  competitors  are 
following  suit.     -S.W  M 
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At  the  Hartford  we  believe 


insurance  should  give  you  the 


confidence  to  take  on  what 


life  has  to  offer.  Our  products 


are  designed  to  help  you  do 


just  that.  We  offer  workers' 
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and  managed  disability.  As  well 
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How  do  we  bring  our  customers  one  of 
the  lowest  electric  costs  in  America? 

We  follow  a  simple  pattern.  We  cut  costs  and  tailor  our  business  to  run  more  efficiently.  As  a  result  our  prices  are  16%  below 
the  national  average  and  among  the  lowest  in  the  nation.  Which  is  something  that  suits  our  3.6  million  customers  perfectly. 
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AT&T  is  growing  only  one-sixteenth  as  fast  as  long 
distance  competitor  Excel  Communications,  which 
sells  phone  services  the  way  Shaklee  sells  vitamins. 

Million-man 
sales  force 

By  Suzanne  Oliver 


"I  HAVE  A  THEORY,"  says 

Kenneth  Troutt,  founder 
of  Excel  Communications, 
as  he  explains  his  poor  col- 
lege grades.  "It  is  that  A 
and  B  students  work  for  C 
students." 

The  theory  holds  true  for 
Troutt.  This  son  of  a  school 
cook  grew  up  in  an  East  St. 
Louis  housing  project  and 
barely  got  through  South- 
ern Illinois  University.  His 
low  grades,  as  it  turned  out, 
were  not  predictive  of  his 
success  in  life.  Today  his 
long  distance  company  is 
the  country's  fastest-grow- 
ing. He  employs  2,200 
people,  many  of  whom 
were,  no  doubt,  A  and  B 
students.  His  59%  of  Excel 
is  worth  $1.2  billion. 

Troutt,  49,  isn't  just  any 
C  student.  He's  someone 
who  saw  the  payoff  from  HHH 
using  a  pyramid  sales  force 
to  sell  long  distance  service.  Long  dis- 
tance service  happens  to  be  an  indus- 
try with  a  iot  of  slack  between  whole- 
sale prices  and  retail  prices.  Plenty  of 
room  there  to  reward  sales  reps— and 
for  a  few  of  these  reps  to  get  rich. 

In  a  pyramid  selling  scheme,  the 
mass  of  salespeople  at  the  bottom  line 
up  a  handful  of  customers  to  buy  the 
product  or  service.  Many  of  the  sales- 
people will  bring  in  only  a  small 
volume  of  business,  but  if  you  have 
enough  of  them  the  business  will 
mushroom.  Typical  products:  cos- 
metics (Mary  Kay),  household  goods 
(Amway),  vitamins  (Shaklee). 

The  folks  who  make  money  aren't 


Excel  founder  Kenneth  Troutt 

The  gentleman  with  the  C  average  and  the  A+  net  worth. 


the  ones  who  move  the  goods.  The 
big  money  goes  to  the  people  who 
recruit  the  salespeople  and  to  the 
people  who  recruit  the  people  who 
recruit  the  salespeople.  If  you  con- 
vince a  customer  to  become  a  sales 
rep,  you  get  not  just  a  commission  on 
his  phone  bill  but  also  an  override  on 
any  customers  he  recruits,  and  so  on 
down  the  pyramid. 

At  Dallas,  Tex. -based  Excel,  the 
salesman  at  the  top,  former  high 
school  football  coach  Paul  Orberson, 
earns  $1  million  a  month.  The  com- 
pany trumpets  his  success  in  order  to 
haul  in  new  recruits. 

Representatives  are  encouraged  to 


sign  up  their  relatives  and  friends  as 
customers  (shades  of  MCl's  Friends  & 
Family  plan).  That  keeps  turnover 
low,  at  least  among  the  customers. 
"My  mom  isn't  going  to  quit  Excel 
for  a  check  from  AT&T.  She  is  loyal  to 
me,"  says  Excel  representative  Clin- 
ton O'Rear,  a  part-time  marketing 
consultant  in  Dallas.  Still,  there  is 
plenty  of  turnover  among  the  sales 
reps — 80%  don't  even  last  a  year. 

Most  recruits  pay  $195  to  join, 
often  mesmerized  by  visions  of  emu- 
lating Orberson.  Excel  is  the  coun- 
try's fifth-largest  long  distance  com- 
pany, with  4.1  million 
customers.  But  Excel  also 
boasts  1  million  sales  reps. 
That  means  the  average 
Excel  rep  has  only  four  cus- 
tomers, and  one  of  them  is 
himself.  No  wonder  the 
turnover  is  so  high. 

The  average  Excel 
monthly  bill  is  $28,  and  the 
commission  at  the  bottom  is 
2%.  That  means  the  average 
salesman  at  the  bottom  is 
hauling  in  all  of  $20  a  year 
in  commissions.  The  few 
who  climb  the  pyramid  do 
better,  collecting — besides 
commissions — bonuses 
when  reps  in  their  pyramid 
sign  up  new  customers. 

In  the  manner  of  a 
chain-letter  scheme,  the 
pyramid  relies  on  a  stream 
of  new  recruits  for  its  pros- 
perity. The  company  netted 
a  fat  $144  million  on  rev- 
enue of  $1.4  billion  last 
year.  Minus  the  $195 
recruiting  fees,  though,  Excel  would 
have  been  in  the  red. 

Troutt  says  that  he  doesn't  look  on 
the  $195  as  a  source  of  profit  at  all. 
He  says  he  spends  more  on  market- 
ing services  ($367  million)  than  he 
takes  in  from  those  sign-up  fees 
($261  million).  That  may  be  true, 
but  it  doesn't  necessarily  mean  the 
company  will  see  its  profits  go  up  if 
and  when  it  stops  recruiting.  It's 
impossible  in  this  business  to  segre- 
gate marketing  outlays  aimed  at 
potential  recruits  from  marketing 
outlays  aimed  at  potential  phone 
users.  The  two  audiences  are  almost 
one  and  the  same. 
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You'd  give  your  life  for  them. 
But  that's  not  what  they  want. 

They  just  want  you 
to  stay  healthy. 


The  fact  is,  you  could  be 
at  risk  of  having  a  first  heart  attack, 
if  you  have  high  cholesterol. 

PRAVACHOL  is  proven  to  help 
prevent  a  first  heart  attack. 


PRAVACHOL  is  the  only 
cholesterol-lowering  drug 
of  its  kind  proven  to  help 
prevent  a  first  heart  attack. 
And  the  grim  fact  of  the 
matter  is,  up  to  33%  of 
people  do  not  survive  their 
first  heart  attack. 
Improving  your  diet 
and  exercise  is  important, 
but  may  not  be  enough. 
So,  ask  your  doctor  about 
Pravachol.  It  may  help  you 
live  a  longer,  healthier  life. 


Pravachol,  when  used  with 
diet,  is  proven  to  reduce  the  risk 
of  a  first  heart  attack,  lower  the 
risk  of  death  from  heart  disease, 
and  lessen  the  risk  of  heart 
surgery,  based  on  a  new  landmark 
five-year  study  including  over 
6,500  males  with  high  cholesterol 
and  no  evidence  of  heart  disease. 
Pravachol  is  a  prescription  drug, 
so  you  should  ask  your  doctor 
or  healthcare  professional  if 
Pravachol  is  right  for  you.  Some 
side  effects,  such  as  slight  rash 
or  mild  stomach  upset,  occur 
in  about  2-4%  of  patients. 
Pravachol  should  not  be  taken 
by  women  who  are  pregnant  or 
nursing,  people  who  are  allergic 


to  any  of  its  ingredients  or  by 
anyone  with  liver  disease.  Your 
doctor  may  perform  blood  tests 
to  check  your  liver  function 
before  and  during  treatment. 
Tell  your  doctor  right  away  if  you 
experience  any  muscle  pain  or 
weakness,  as  it  may  be  a  sign  of 
a  rare,  but  serious  side  effect.  Be 
sure  to  mention  any  medications 
you  are  taking  so  any  possible 
serious  drug  interactions  can  be 
avoided.  Please  see  important 
information  on  the  next  page. 


prAchoe 

pravastatin  sodium  sa 


Visit  our  Web  site  at  www.pravachol.com 


Ask  your  doctor 
if  Pravachol  is  right  for  you  or  call 

1-800-PREVENT 

PRAVACHOL  helps  prevent  first  heart  attacks. 

©1996  Bristol-Myers  Squibb  Co. 


Pravastatin  Sodium  Tablets 

CONTRAINDICATIONS:  Hypersensitivity  to  any  component  of  this  medication  Active  liver  disease  or 
unexplained,  persistent  elevations  in  liver  function  tests  (see  WARNINGS)  Pregnancy  and  lactation. 
Atherosclerosis  is  a  chronic  process  and  discontinuation  of  lipid-lowering  drugs  during  pregnancy  should 
have  little  impact  on  the  outcome  of  long-term  therapy  of  primary  hypercholesterolemia.  Cholesterol  and 
other  products  of  cholesterol  biosynthesis  are  essential  components  for  fetal  development  (including 
synthesis  of  steroids  and  cell  membranes).  Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol 
synthesis  and  possibly  the  synthesis  of  other  biologically  active  substances  derived  from  cholesterol,  they 
may  cause  fetal  harm  when  administered  to  pregnant  women.  Therefore,  HMG-CoA  reductase  inhibitors  are 
contraindicated  during  pregnancy  and  in  nursing  mothers  Pravastatin  should  be  administered  to  women 
of  childbearing  age  only  when  such  patients  are  highly  unlikely  to  conceive  and  have  been  informed 
of  the  potential  hazards.  If  the  patient  becomes  pregnant  while  taking  this  class  of  diug,  therapy  should  be 
discontinued  and  the  patient  apprised  of  the  potential  hazard  to  the  fetus.  WARNINGS:  Liver  Enzymes  — 
HMG-CoA  reductase  inhibitors,  like  some  other  lipid-lowering  therapies,  have  been  associated  with 
biochemical  abnormalities  of  liver  function.  Increases  of  serum  transaminase  (ALT.  AST)  values  to  more  than 
3  times  the  upper  limit  of  normal  occurring  on  2  or  more  (not  necessarily  sequential)  occasions  have  been 
reported  in  1 .3%  of  patients  treated  with  pravastatin  in  the  US  over  an  average  period  of  1 8  months.  These 
abnormalities  were  not  associated  with  cholestasis  and  did  not  appear  to  be  related  to  treatment  duration. 
In  those  patients  in  whom  these  abnormalities  were  believed  to  be  related  to  pravastatin  and  who  were 
discontinued  from  therapy,  the  transaminase  levels  usually  fell  slowly  to  pretreatment  levels."  These 
biochemical  findings  are  usually  asymptomatic  although  worldwide  experience  indicates  that  anorexia, 
weakness,  and/or  abdominal  pain  may  also  be  present  in  rare  patients  It  is  recommended  that  liver 
function  tests  be  performed  before  the  initiation  of  treatment,  at  6  and  12  weeks  after  initiation  of 
therapy  or  elevation  in  dose,  and  periodically  thereafter  (e.g.,  semiannually).  Patients  who  develop 
increased  transaminase  levels  should  be  monitored  with  a  second  liver  function  evaluation  to  confirm  the 
finding  and  be  followed  thereafter  with  frequent  liver  function  tests  until  the  abnormality(ies)  return  to  normal. 
Should  an  increase  in  AST  or  ALT  of  three  times  the  upper  limit  of  normal  or  greater  persist,  withdrawal  of 
pravastatin  therapy  is  recommended.  Active  liver  disease  or  unexplained  transaminase  elevations  are 
contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONS)  Caution  should  be  exercised  when 
pravastatin  is  administered  to  patients  with  a  history  of  liver  disease  or  heavy  alcohol  ingestion  (see 
CLINICAL  PHARMACOLOGY:  Pharmacokinetics/Metabolism)  Such  patients  should  be  closely  monitored, 
started  at  the  lower  end  of  the  recommended  dosing  range,  and  titrated  to  the  desired  therapeutic  effect. 
Skeletal  Muscle  —  Rare  cases  of  rhabdomyolysis  with  acute  renal  failure  secondary  to 
myoglobinuria  have  been  reported  with  pravastatin  and  other  drugs  in  this  class.  Uncomplicated 
myalgia  has  also  been  reported  in  pravastatin-treated  patients  (see  ADVERSE  REACTIONS)  Myopathy, 
defined  as  muscle  aching  or  muscle  weakness  in  coniunction  with  increases  in  creatine  phosphokinase  (CPK) 
values  to  greater  than  10  times  the  upper  normal  limit,  was  rare  (<  0  1%)  in  pravastatin  clinical  trials. 
Myopathy  should  be  considered  in  any  patient  with  diffuse  myalgias,  muscle  tenderness  or  weakness,  and/or 
marked  elevation  of  CPK.  Patients  should  be  advised  to  report  promptly  unexplained  muscle  pain,  tenderness 
or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued 
if  markedly  elevated  CPK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  Pravastatin  therapy 
should  also  be  temporarily  withheld  in  any  patient  experiencing  an  acute  or  serious  condition 

Rredisposing  to  the  development  of  renal  failure  secondary  to  rhabdomyolysis,  e.g.,  sepsis; 
ypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte  disorders;  or 
uncontrolled  epilepsy.  The  risk  of  myopathy  during  treatment  with  another  HMG-CoA  reductase  inhibitor  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cyclosporine,  niacin,  or  fibrates  However,  neither 
myopathy  nor  significant  increases  in  CPK  levels  have  been  observed  in  three  reports  involving  a  total  of  100 
post-transplant  patients  (24  renal  and  76  cardiac)  treated  for  up  to  two  years  concurrently  with  pravastatin 
10-40  mg  and  cyclosporine.  Some  of  these  patients  also  received  other  concomitant  immunosuppressive 
therapies.  In  one  single-dose  study,  pravastatin  levels  were  found  to  be  increased  in  cardiac  transplant 
patients  receiving  cyclosporine.  Further,  in  clinical  trials  involving  small  numbers  of  patients  who  were  treated 
concurrently  with  pravastatin  and  niacin,  there  were  no  reports  of  myopathy.  Also,  myopathy  was  not  reported 
in  a  trial  of  combination  pravastatin  (40  mg/day)  and  gemfibrozil  (1200  mg/day),  although  4  of  75  patients 
on  the  combination  showed  marked  CPK  elevations  versus  one  of  73  patients  receiving  placebo.  There  was 
a  trend  toward  more  frequent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  in 
the  group  receiving  combined  treatment  as  compared  with  the  groups  receiving  placebo,  gemfibrozil,  or 
pravastatin  monotherapy  (see  PRECAUTIONS:  Drug  Interactions)  The  use  of  fibrates  alone  may 
occasionally  be  associated  with  myopathy.  The  combined  use  of  pravastatin  and  fibrates  should  be 
avoided  unless  the  benefit  of  further  alterations  in  lipid  levels  is  likely  to  outweigh  the  increased  risk 
of  this  drug  combination.  PRECAUTIONS:  General  —  Pravastatin  may  elevate  creatinine  phosphokinase 
and  transaminase  levels  (see  ADVERSE  REACTIONS).  This  should  be  considered  in  the  differential  diagnosis 
of  chest  pain  in  a  patient  on  therapy  with  pravastatin.  Homozygous  Familial  Hypercholesterolemia. 
Pravastatin  has  not  been  evaluated  in  patients  with  rare  homozygous  familial  hypercholesterolemia.  In  this 
group  of  patients,  it  has  been  reported  that  HMG-CoA  reductase  inhibitors  are  less  effective  because  the 
patients  lack  functional  LDL  receptors.  Renal  Insufficiency.  A  single  20  mg  oral  dose  of  pravastatin  was 
administered  to  24  patients  with  varying  degrees  of  renal  impairment  (as  determined  by  creatinine 
clearance).  No  effect  was  observed  on  the  pharmacokinetics  of  pravastatin  or  its  3a-hydroxy  isomeric 
metabolite  (SO  31,906).  A  small  increase  was  seen  in  mean  AUC  values  and  half-life  (t1/?)  for  the  inactive 
enzymatic  ring  hydroxylation  metabolite  (SQ  31 ,945)  Given  this  small  sample  size,  the  dosage  administered, 
and  the  degree  of  individual  variability,  patients  with  renal  impairment  who  are  receiving  pravastatin  should 
be  closely  monitored.  Information  for  Patients  —  Patients  should  be  advised  to  report  promptly 
unexplained  muscle  pain,  tenderness  or  weakness,  particularly  if  accompanied  by  malaise  or  fever.  Drug 
Interactions  —  Immunosuppressive  Drugs.  Gemfibrozil.  Niacin  /Nicotinic  Acid).  Erythromycin:  See 
WARNINGS:  Skeletal  Muscle.  Antipynne  Since  concomitant  administration  of  pravastatin  had  no  effect  on 
the  clearance  of  antipyrine,  interactions  with  other  drugs  metabolized  via  the  same  hepatic  cytochrome 
isozymes  are  not  expected.  Cholestyramine/Colestipol:  Concomitant  administration  resulted  in  an 
approximately  40  to  50%  decrease  in  the  mean  AUC  of  pravastatin.  However,  when  pravastatin  was 
administered  1  hour  before  or  4  hours  after  cholestyramine  or  1  hour  before  colestipol  and  a  standard  meal, 
there  was  no  clinically  significant  decrease  in  bioavailability  or  therapeutic  effect.  (See  DOSAGE  AND 
ADMINISTRATION:  Concomitant  Therapy.)  Warfarin:  In  a  study  involving  10  healthy  male  subjects  given 
pravastatin  and  warfarin  concomitantly  for  6  days,  bioavailability  parameters  at  steady  state  for  pravastatin 
(parent  compound)  were  not  altered.  Pravastatin  did  not  alter  the  plasma  protein-binding  of  warfarin. 
Concomitant  dosing  did  increase  the  AUC  and  Cmax  of  warfarin  but  did  not  produce  any  changes  in  its 
anticoagulant  action  (i.e.,  no  increase  was  seen  in  mean  prothrombin  time  after  6  days  of  concomitant 
therapy).  However,  bleeding  and  extreme  prolongation  of  prothrombin  time  has  been  reported  with  another 
drug  in  this  class.  Patients  receiving  warfarin-type  anticoagulants  should  have  their  prothrombin  times 
closely  monitored  when  pravastatin  is  initiated  or  the  dosage  of  pravastatin  is  changed.  Cimetidme:  The  AUC« 
12 1»  for  pravastatin  when  given  with  cimetidine  was  not  significantly  different  from  the  AUC  for  pravastatin 
when  given  alone.  A  significant  difference  was  observed  between  the  AUC's  for  pravastatin  when  given  with 
cimetidine  compared  to  when  administered  with  antacid.  Digoxin:  In  a  crossover  trial  involving  18  healthy 
male  subjects  given  pravastatin  and  digoxin  concurrently  for  9  days,  the  bioavailability  parameters  of  digoxin 
were  not  affected.  The  AUC  of  pravastatin  tended  to  increase,  but  the  overall  bioavailability  of  pravastatin  plus 
its  metabolites  SQ  31 ,906  and  SO  31 ,945  was  not  altered.  Cyclosporine:  Some  investigators  have  measured 
cyclosporine  levels  in  patients  on  pravastatin,  and  to  date,  these  results  indicate  no  clinically  meaningful 
elevations  in  cyclosporine  levels.  In  one  single-dose  study,  pravastatin  levels  were  found  to  be  increased  in 
cardiac  transplant  patients  receiving  cyclosporine.  Gemfibrozil:  In  a  crossover  study  in  20  healthy  male 
volunteers  given  concomitant  single  doses  of  pravastatin  and  gemfibrozil,  there  was  a  significant  decrease 
in  urinary  excretion  and  protein  binding  of  pravastatin.  In  addition,  there  was  a  significant  increase  in  AUC, 
Cmax,  and  Tmax  for  the  pravastatin  metabolite  SQ  31,906.  Combination  therapy  with  pravastatin  and 
gemfibrozil  is  generally  not  recommended  In  interaction  studies  with  aspirin,  antacids  (1  hour  prior  to 
PRAVACHOL),  cimetidine.  nicotinic  acid,  or  probucol,  no  statistically  significant  differences  in  bioavailability 
were  seen  when  PRAVACHOL  (pravastatin  sodium)  was  administered.  Other  Drugs:  During  clinical  trials,  no 
noticeable  drug  interactions  were  reported  when  PRAVACHOL  was  added  to:  diuretics,  antihypertensives, 
digitalis,  ACE  inhibitors,  calcium  channel  blockers,  beta-blockers,  or  nitroglycerin.  Endocrine  Function  — 
HMG-CoA  reductase  inhibitors  interfere  with  cholesterol  synthesis  and  lower  circulating  cholesterol  levels 
and,  as  such  might  theoretically  blunt  adrenal  or  gonadal  steroid  hormone  production  Results  of  clinical 
trials  with  pravastatin  in  males  and  post-menopausal  females  were  inconsistent  with  regard  to  possible 
effects  of  the  drug  on  basal  steroid  hormone  levels.  In  a  study  of  21  males,  the  mean  testosterone  response 
to  human  chorionic  gonadotropin  was  significantly  reduced  (p<  0.004)  after  16  weeks  of  treatment  with  40 
mg  of  pravastatin  However,  the  percentage  of  patients  showing  a  >  50%  rise  in  plasma  testosterone  after 
human  chorionic  gonadotropin  stimulation  did  not  change  significantly  after  therapy  in  these  patients.  The 
effects  of  HMG-CoA  reductase  inhibitors  on  spermatogenesis  and  fertility  have  not  been  studied  in  adequate 
numbers  of  patients.  The  effects,  if  any,  of  pravastatin  on  the  pituitary-gonadal  axis  in  pre-menopausal 
females  are  unknown.  Patients  treated  with  pravastahn  who  display  clinical  evidence  of  endocrine 
dysfunction  should  be  evaluated  appropriately.  Caution  should  also  be  exercised  if  an  HMG-CoA  reductase 
inhibitor  or  other  agent  used  to  lower  cholesterol  levels  is  administered  to  patients  also  receiving  other  drugs 
(e.g.,  ketoconazole,  spironolactone,  cimetidine)  that  may  diminish  the  levels  or  activity  of  steroid  hormones. 
CNS  Toxicity  —  CNS  vascular  lesions,  characterized  by  perivascular  hemorrhage  and  edema  and 
mononuclear  cell  infiltration  of  perivascular  spaces,  were  seen  in  dogs  treated  with  pravastatin  at  a  dose  of 
25  mg/kg/day.  a  dose  that  produced  a  plasma  drug  level  about  50  times  higher  than  the  mean  drug  level  in 
humans  taking  40  mg/day  Similar  CNS  vascular  lesions  have  been  observed  with  several  other  drugs  in  this 
class.  A  chemically  similar  drug  in  this  class  produced  optic  nerve  degeneration  (Wallerian  degeneration  of 
retinogeniculate  fibers)  in  clinically  normal  dogs  in  a  dose-dependent  fashion  starting  at  60  mg/kg/day,  a 
dose  that  produced  mean  plasma  drug  levels  about  30  times  higher  than  the  mean  drug  level  in  humans 
taking  the  highest  recommended  dose  (as  measured  by  total  enzyme  inhibitory  activity).  This  same  drug  also 
produced  vestibulocochlear  Wallerian-like  degeneration  and  retinal  ganglion  cell  chromatolysis  in  dogs 
treated  for  14  weeks  at  180  mg/kg/day.  a  dose  which  resulted  in  a  mean  plasma  drug  level  similar  to  that 


study  in  rats  fed  pravastatin  at  doses  of  1 0. 30,  or  1 00  mg/kg  body  weight,  there  was  an  increased  incidence 
of  hepatocellular  carcinomas  in  males  at  the  highest  dose  (p  <  0.01)  Although  rats  were  given  up  to  125 
times  the  human  dose  (HD)  on  a  mg/kg  body  weight  basis,  serum  drug  levels  were  only  6  to  10  times  higher 
than  those  measured  in  humans  given  40  mg  pravastatin  as  measured  by  AUC.  The  oral  administration  of  10. 
30,  or  100  mg/kg  (producing  plasma  drug  levels  approximately  0.5  to  5.0  times  the  human  drug  levels  at  40 
mg)  of  pravastatin  to  mice  for  22  months  resulted  in  a  statistically  significant  increase  in  the  incidence  of 
malignant  lymphomas  in  treated  females  when  all  treatment  groups  were  pooled  and  compared  to  controls 
(p  <  0.05).  The  incidence  was  not  dose-related  and  male  mice  were  not  affected.  A  chemically  similar  drug 
in  this  class  was  administered  to  mice  for  72  weeks  at  25, 100,  and  400  mg/kg  body  weight,  which  resulted 
in  mean  serum  drug  levels  approximately  3.  15,  and  33  times  higher  than  the  mean  human  serum  drug 
concentration  (as  total  inhibitory  activity)  after  a  40  mg  oral  dose.  Liver  carcinomas  were  significantly 
increased  in  high-dose  females  and  mid-  and  high-dose  males,  with  a  maximum  incidence  of  90  percent  in 
males.  The  incidence  of  adenomas  of  the  liver  was  significantly  increased  in  mid-  and  high-dose  females. 
Drug  treatment  also  significantly  increased  the  incidence  of  lung  adenomas  in  mid-  and  high-dose  males  and 
females.  Adenomas  of  the  eye  Harderian  gland  (a  gland  of  the  eye  of  rodents)  were  significantly  higher  in 
high-dose  mice  than  in  controls.  No  evidence  of  mutagenicity  was  observed  in  vitro,  with  or  without  rat-liver 
metabolic  activation,  in  the  following  studies:  microbial  mutagen  tests,  using  mutant  strains  of  Salmonella 
typhimurium  or  Escherichia  coir,  a  forward  mutation  assay  in  L51 78Y  TK  +/-  mouse  lymphoma  cells;  a 
chromosomal  aberration  test  in  hamster  cells;  and  a  gene  conversion  assay  using  Saccharomyces  cerevisiae. 
In  addition,  there  was  no  evidence  of  mutagenicity  in  either  a  dominant  lethal  test  in  mice  or  a  micronucleus 
test  in  mice.  In  a  study  in  rats,  with  daily  doses  up  to  500  mg/kg,  pravastatin  did  not  produce  any  adverse 
effects  on  fertility  or  general  reproductive  performance.  However,  in  a  study  with  another  HMG-CoA  reductase 
inhibitor,  there  was  decreased  fertility  in  male  rats  treated  for  34  weeks  at  25  mg/kg  body  weight,  although 
this  effect  was  not  observed  in  a  subsequent  fertility  study  when  this  same  dose  was  administered  for  11 
weeks  (the  entire  cycle  of  spermatogenesis,  including  epididymal  maturation).  In  rats  treated  with  this  same 
reductase  inhibitor  at  180  mg/kg/day,  seminiferous  tubule  degeneration  (necrosis  and  loss  of  spermatogenic 
epithelium)  was  observed  Although  not  seen  with  pravastatin,  two  similar  drugs  in  this  class  caused  drug- 
related  testicular  atrophy,  decreased  spermatogenesis,  spermatocyte  degeneration,  and  giant  cell  formation 
in  dogs.  The  clinical  significance  of  these  findings  is  unclear.  Pregnancy:  Pregnancy  Category  X.  —  See 
CONTRAINDICATIONS  Safety  in  pregnant  women  has  not  been  established  Pravastatin  was  not  teratogenic 
in  rats  at  doses  up  to  1 000  mg/kg  daily  or  in  rabbits  at  doses  of  up  to  50  mg/kg  daily.  These  doses  resulted 
in  20x  (rabbit)  or  240x  (rat)  the  human  exposure  based  on  surface  area  (mg/meter?).  However,  in  studies  with 
another  HMG-CoA  reductase  inhibitor,  skeletal  malformations  were  observed  in  rats  and  mice.  There  has 
been  one  report  of  severe  congenital  bony  deformity,  tracheo-esophageal  fistula,  and  anal  atresia  (Vater 
association)  in  a  baby  born  to  a  woman  who  took  another  HMG-CoA  reductase  inhibitor  with 
dextroamphetamine  sulfate  during  the  first  trimester  of  pregnancy.  PRAVACHOL  (pravastatin  sodium)  should 
be  administered  to  women  of  child-bearing  potential  only  when  such  patients  are  highly  unlikely  to  conceive 
and  have  been  informed  of  the  potential  hazards.  If  the  woman  becomes  pregnant  while  taking  PRAVACHOL 
(pravastatin  sodium),  it  should  be  discontinued  and  the  patient  advised  again  as  to  the  potential  hazards  to 
the  fetus.  Nursing  Mothers  —  A  small  amount  of  pravastatin  is  excreted  in  human  breast  milk.  Because  of 
the  potential  for  serious  adverse  reactions  in  nursing  infants,  women  taking  PRAVACHOL  should  not  nurse 
(see  CONTRAINDICATIONS)  Pediatric  Use  —  Safety  and  effectiveness  in  individuals  less  than  18  years  old 
have  not  been  established.  Hence,  treatment  in  patients  less  than  18  years  old  is  not  recommended  at  this 
time.  ADVERSE  REACTIONS:  Pravastatin  is  generally  well  tolerated;  adverse  reactions  have  usually  been 
mild  and  transient.  In  4-month  long  placebo-controlled  trials,  1 .7%  of  pravastatin-treated  patients  and  1 .2% 
of  placebo-treated  patients  were  discontinued  from  treatment  because  of  adverse  experiences  attributed  to 
study  drug  therapy;  this  difference  was  not  statistically  significant.  In  long-term  studies,  the  most  common 
reasons  tor  discontinuation  were  asymptomatic  serum  transaminase  increases  and  mild,  non-specific 
gastrointestinal  complaints.  During  clinical  trials  the  overall  incidence  of  adverse  events  in  the  elderly  was 
not  different  from  the  incidence  observed  in  younger  patients  Adverse  Clinical  Events  —  All  adverse 
clinical  events  (regardless  of  attribution)  reported  in  more  than  2%  of  pravastatin-treated  patients  in  the 
placebo-controlled  trials  are  identified  in  the  table  below;  also  shown  are  the  percentages  of  patients  in 
whom  these  medical  events  were  believed  to  be  related  or  possibly  related  to  the  drug: 


All  Events  Events  Attributed 

to  Study  Drug 


Body  System/Event 

Pravastatin 

Placebo 

Pravastatin 

Placebo 

(N  =  900) 

(N  =  411) 

(N  =  900) 

(N  =411) 

% 

% 

% 

Cardiovascular 

Cardiac  Chest  Pain 

4.0 

3.4 

0.1 

0.0 

Dermatologic  Rash 

4.0* 

1.1 

1.3 

0.9 

Gastrointestinal 

Nausea/Vomiting 

7.3 

7.1 

29 

3.4 

Diarrhea 

6.2 

5.6 

2.0 

1.9 

Abdominal  Pain 

5.4 

6.9 

2.0 

3.9 

Constipation 

4.0 

7.1 

2.4 

5.1 

Flatulence 

3.3 

3.6 

2.7 

3.4 

Heartburn 

2.9 

19 

2.0 

0.7 

General 

Fatigue 

3.8 

3.4 

1.9 

1.0 

Chest  Pain 

3.7 

1.9 

0.3 

0.2 

Influenza 

2.4* 

0.7 

0.0 

0.0 

Musculoskeletal 

Localized  Pain 

10.0 

9.0 

1.4 

1.5 

Myalgia 

2.7 

1.0 

06 

0.0 

Nervous  System 

Headache 

6.2 

3.9 

1.7" 

0.2 

Dizziness 

3.3 

3.2 

1.0 

0.5 

Renal/Genitourinary 

Urinary  Abnormality 

2.4 

2.9 

0.7 

1.2 

Respiratory 

Common  Cold 

7.0 

6.3 

0.0 

0.0 

Rhinitis 

4.0 

4.1 

0.1 

0.0 

Cough 

2.6 

1.7 

0.1 

0.0 

"Statistically  significantly  different  from  placebo. 


In  the  Pravastatin  Primary  Prevention  Study  (West  of  Scotland  Coronary  Prevention  Study)  (see  CLINICAL 
PHARMACOLOGY:  Clinical  Studies)  involving  6595  patients  treated  with  PRAVACHOL  (pravastatin  sodium) 
(N  =  3302)  or  placebo  (n  =  3293)  the  adverse  event  profile  in  the  pravastatin  group  was  comparable  to  that 
of  the  placebo  group  over  the  median  4.8  years  of  the  study.  The  following  effects  have  been  reported  with 
drugs  in  this  class;  not  all  the  effects  listed  below  have  necessarily  been  associated  with  pravastahn  therapy: 
Skeletal:  myopathy,  rhabdomyolysis.  arthralgia.  Neurological:  dysfunction  of  certain  cranial  nerves  (including 
alteration  of  taste,  impairment  of  extra-ocular  movement,  facial  paresis),  tremor,  vertigo,  memory  loss, 
paresthesia,  peripheral  neuropathy,  peripheral  nerve  palsy,  anxiety,  insomnia,  depression.  Hypersensitivity 
Reactions:  An  apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one  or  more 
of  the  following  features:  anaphylaxis,  angioedema,  lupus  erythematous-like  syndrome,  polymyalgia 
rheumatica,  dermatomyositis,  vasculitis,  purpura,  thrombocytopenia,  leukopenia,  hemolytic  anemia,  positive 
ANA.  ESR  increase,  eosinophils,  arthritis,  arthralgia,  urticaria,  asthenia,  photosensitivity,  fever,  chills,  flushing, 
malaise,  dyspnea,  toxic  epidermal  necrolysis,  erythema  multiforme,  including  Stevens- Johnson  syndrome 
Gastrointestinal:  pancreatitis,  hepatitis,  including  chronic  active  hepatitis,  cholestatic  jaundice,  fatty  change 
in  liver,  and,  rarely,  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma;  anorexia,  vomiting.  Skin:  alopecia, 
pruritus.  A  variety  of  skin  changes  (e.g.,  nodules,  discoloration,  dryness  of  skin/mucous  membranes,  changes 
to  hair/nails)  have  been  reported.  Reproductive:  gynecomastia,  loss  of  libido,  erectile  dysfunction,  bye 
progression  of  cataracts  (lens  opacities),  ophthalmoplegia  Laboratory  Abnormalities,  elevated 
transaminases,  alkaline  phosphatase,  and  bilirubin;  thyroid  function  abnormalities.  Laboratory  Test 
Abnormalities  —  Increases  in  serum  transaminase  (ALT,  AST)  values  and  CPK  have  been  observed  (see 
WARNINGS)  Transient,  asymptomatic  eosinophilia  has  been  reported  Eosinophil  counts  usually  returned  to 
normal  despite  continued  therapy  Anemia,  thrombocytopenia,  and  leukopenia  have  been  reported  with  HMG- 
CoA  reductase  inhibitors  Concomitant  Therapy  —  Pravastatin  has  been  administered  concurrently  with 
cholestyramine,  colestipol,  nicotinic  acid,  probucol  and  gemfibrozil.  Preliminary  data  suggest  that  the  addition 
of  either  probucol  or  gemfibrozil  to  therapy  with  lovastatin  or  pravastahn  is  not  associated  with  greater 
reduction  in  LDL-cholesterol  than  that  achieved  with  lovastatin  or  pravastatin  alone.  No  adverse  reactions 
unique  to  the  combination  or  in  addition  to  those  previously  reported  for  each  drug  alone  have  been  reported. 
Myopathy  and  rhabdomyolysis  (with  or  without  acute  renal  failure)  have  been  reported  when  another  HMG- 
CoA  reductase  inhibitor  was  used  in  combination  with  immunosuppressive  drugs,  gemfibrozil,  erythromycin, 
or  lipid-lowering  doses  of  nicotinic  acid.  Concomitant  therapy  with  HMG-CoA  reductase  inhibitors  and  these 
agents  is  generally  not  recommended  (See  WARNINGS:  Skeletal  Muscle  and  PRECAUTIONS:  Drug 
Interactions.)  OVERDOSAGE:  To  date,  there  are  two  reported  cases  of  overdosage  with  pravastatin,  both  of 
which  were  asymptomatic  and  not  associated  with  clinical  laboratory  abnormalities.  If  an  overdose  occurs,  it 
should  be  treated  symptomatically  and  supportive  measures  should  be  instituted  as  required. 
CAUTION:  Federal  (USA)  law  prohibits  dispensing  without  prescription. 
Consult  package  insert  before  prescribing  PRAVACHOL*  (pravastatin  sodium). 
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A  fair  question  is:  Who  are  Excel's 
real  customers?  The  people  who  buy 
the  phone  services?  Or  the  sales 
recruits?  You  can  make  the  case  that 
the  sales  recruits  are  where  Excel 
makes  its  real  money. 

But  there's  still  one  big  thing  that 
makes  Excel  different  from  a  chain 
letter.  Here,  there  is  a  real  business 
attached  to  the  pyramid.  Excel's  long 
distance  rates,  as  little  as  6]A  cents  a 
minute,  are  quite  competitive  with 
those  from  AT&T  and  MCI. 

How  can  Excel  be  competitive 
when  it  has  to  buy  almost  all  of  its 
telephone  service  from  other  phone 
companies — its  competitors,  that  is? 
Because  of  the  strange  economics  of 
long  distance:  Fixed  costs  are  huge, 
marginal  costs  scant.  The  outfits  that 
own  fiber-optic  lines  and  switching 
gear  retail  their  service  at  high  prices, 
enough  to  recoup  all  their  costs.  But 
they  are  willing  to  sell  idle  capacity  at 
deep  discounts  to  wholesalers — any 
revenue  above  marginal  costs  being 
found  money.  Think  of  it  like  airline 
seats.  If  an  airline  can  get  even  $10 
on  a  seat  that  would  otherwise  fly 
empty,  it  is  $10  ahead. 

By  1993,  five  years  after  starting 
Excel,  Troutt  was  able  to  negotiate 
volume  discounts  with  his  network 
providers.  The  phone  connections  he 
sells  for  $28  now  cost  him  only  $16 
wholesale.  The  rest  goes  into  profit 
and  into  sales  commissions. 

Disreputable?  As  if  to  validate 
Excel's  sales  methods,  AT&T  just 
signed  an  agreement  with  Shaklee, 
the  pyramid  vitamin  company.  MCI 
sells  long  distance  through  Amway. 
Sprint  and  LCI  use  independent  direct 
sales  groups  to  sell  their  long  distance 
service,  too. 

Only  Excel  uses  independent  reps 
exclusively.  To  keep  them  busy, 
Troutt  has  introduced  paging  services 
and  is  negotiating  to  resell  cellular 
service,  Internet  access  and  direct 
broadcast  satellite  services. 

Troutt  may  have  gotten  Cs  in  alge- 
bra, but  his  arithmetic  is  darned 
good.  His  great  growth  engine  will 
slow  down  someday,  when  Excel  runs 
out  of  recruits.  Or  when  better  pric- 
ing systems  squeeze  some  of  the 
profit  out  of  the  business.  But  for 
now  it  is  working  so  beautifully  that 
even  AT&T  is  trying  to  copy  it.  Hi 


Despite  union  outcries  and  vestiges  of  patriotic  fervor, 
Ernesto  Zedillo  is  slowly  fulfilling  his  promise 
to  crack  open  Mexico's  huge  energy  market. 

The  education 
of  Jesus  Reyes 


By  Toni  Mack  with  Jose  Aguayo 


President  Ernesto  Zedillo  Ponce  de  Leon  (left)  and  Energy  Minister  Jesus  Reyes  Heroles 
They're  putting  $7  billion  worth  of  power  plants  up  for  grabs  by  private  firms. 


Ricardo  Trujillo  manages  a  bottle 
manufacturing  plant  in  Mexicali,  in 
Mexico's  Baja  California  peninsula, 
for  the  big  glassmaker  Vitro  S.A.  For 
five  years  the  plant  has  burned  fuel  oil 
and  propane,  but  in  September  Tru- 
jillo will  replace  these  energy  sources 
with  1.4  million  cubic  feet  a  day  of 
natural  gas,  piped  in  from  the  U.S.  It 
will  be  part  of  the  deliveries  made  by 
a  partnership  of  San  Diego's  Enova 
International,  Los  Angeles'  Pacific 
Enterprises  and  Mexicali's  Proxima 
S.A.,  which  are  spending  $25  million 
on  pipelines  to  bring  gas  to  25,000 
Mexicali  homes  and  businesses. 

"Natural  gas  is  a  real  blessing," 
grins  Trujillo.  "Now  we  spend 
$205,000  a  month  on  fuel  oil  and 
propane.  The  gas  will  cost  $149,000 


a  month."  And  burn  cleaner,  too, 
helping  Mexicali  reduce  the  thick 
black  smoke  from  oil-fired  factories. 

Mexicali's  U.S.  gas  deal  is  the  first 
concrete  result  of  a  1995  announce- 
ment by  the  Comision  Reguladora  de 
Energia,  Mexico's  energy  regulatory 
arm,  that  private  companies — includ- 
ing foreign  ones — would  be  invited 
to  bid  on  projects  providing  natural 
gas  service  in  20  regions.  Since  then 
only  the  Mexicali  project  has  broken 
ground.  But  this  month  the  cre  will 
announce  which  of  five  bidder 
groups — including  Enova  Interna- 
tional, Houston's  NorAm  Energy 
Corp.  and  Spain's  Repsol  S.A. — has 
won  the  competition  to  provide  gas 
service  in  north-central  Chihuahua 
state  (pop.  670,000).  Right  now  the 
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CRE  is  soliciting  bids  to  serve  Toluca 
and  Hermosiilo.  It  promises  to  accept 
bids  for  eight  other  regions  soon. 

The  cre's  movement  surprises 
some  energy  analysts.  Just  a  few 
months  ago  Mexico  seemed  to  be 
retreating  full  speed  from  promises  to 
start  privatizing  its  energy  sector.  In 
1992  Petroleos  Mexicanos,  the  coun- 
try's state-owned  oil  monopoly, 
announced  plans  to  raise  as  much  as 
$6  billion  by  auctioning  off  61  of  its 
petrochemical  plants.  But  last  fall 
Mexico's  powerful  energy  unions 
forced  the  government  to  call  off 
Pemex's  auction.  The  peso  took  a 
dive  on  fears  that  Mexican  President 
Ernesto  Zedillo  Ponce  de  Leon  was 
backing  away  from  Mexico's  entire 
economic  reform  program. 

The  fears  were  not  calmed  when 
Energy  Minister  Jesus  Reyes  Heroles 
announced  a  plan  to  offer  a  mere 
49%  stake  in  the  plants,  not  the  100% 
originally  promised.  Pemex  will  keep 
the  other  51%. 

This  was  a  major  victory  for  the 
unions,  which  correctly  believe  that 
private  owners  would  slash  the  payrolls 
of  these  bloated  chemical  plants. 
"Nobody  in  his  right  mind  would 
invest  in  those  plants  now,"  explains 
George  W.  Grayson,  a  Mexico  expert 
at  the  College  of  William  &  Mary. 
"You  have  to  deal  with  the  oil  workers' 
union  and  environmental  problems, 
and  you  wouldn't  even  have  clear  tide 
to  the  land.  It's  not  worth  it  for  49%." 

But  there  was  a  silver  lining  in  the 
fiasco.  Says  Energy  Minister  Reyes: 
"We  learned  that  what  people  are 
opposed  to  is  selling  off  publicly 
owned  assets — not  to  companies, 
even  foreign  ones,  building  new 
plants."  Thus  the  Zedillo  Adminis- 
tration reformers  have  turned  away 
from  auctioning  old  energy  assets, 
and  toward  allowing  private  compa- 
nies to  build  and  own  100%  of  new 
plants  and  bring  in  new  energy 
supplies. 

Mexico's  electricity  industry  will  be 
opened  to  private  ownership  of  new 
plants.  "We  need  another  9,767 
megawatts  of  generating  capacity  by 
2005,"  says  Reyes.  "We  expect  at 
least  two- thirds  of  that  to  be  built  by 
private  companies."  That's  some 
$7  billion  worth  of  power  plants  up 
for  grabs  by  private  firms. 


The  ball  is  rolling.  In  January 
Arlington,  Va.'s  AES  Corp.,  Japan's 
Nichimen  Corp.  and  Mexico's  Grupo 
Hermes  won  the  bidding  to  build  a 
long-delayed  $240  million,  440- 
megawatt  project  in  the  city  'of 
Merida.  Four  other  projects  have 
been  put  out  to  bid,  with  five  more 
to  come  later  this  year.  That's  a  total 
of  about  3,000  megawatts. 

The  Merida  project  will  nearly 
double  the  electricity  available  in  the 
Yucatan.  Significandy,  it  is  a  truly  pri- 
vate project,  not  a  build-own-transfer 
deal  whereby  the  Mexican  govern- 
ment will  end  up  with  the  assets.  The 
AES  group  will  own  and  operate  the 
Merida  plant  and  sell  its  power  on 


Vitro's  Mexicali  bottle-manufacturing  plant 
"Natural  gas  is  a  real  blessing." 


contract  to  Mexico's  state-owned 
monopoly  utility,  the  Comision  Fed- 
eral de  Electricidad.  The  cfe  will  dien 
distribute  the  power  to  local  homes 
and  businesses. 

The  bottom  line:  The  new  plant's 
owners  will  sell  juice  to  cfe  at  about 
2.5  cents  per  kilowatt-hour — 29% 
below  the  CFE's  own  3.5  cents/kilo- 
watt-hour  generating  cost.  Another 
good  lesson  for  the  Zedillo  reform- 
ers, says  Reyes:  "We  learned  that 
when  the  builder  keeps  the  power 
plant  at  the  end  of  the  day,  he  shops 
around  hard  for  equipment  and  con- 
struction suppliers." 

Even  the  $29  billion  (1996  rev- 
enues) oil  monopoly,  Pemex,  is  turn- 
ing, glacially,  to  the  private  sector.  In 
1998  new  rules  meant  to  clear  the 


corrosive  air  in  nearly  all  of  Mexico's 
urban  areas  will  require  electricity 
producers  to  switch  from  fuel  oil  to 
gas.  Rafael  Quijano,  a  Mexico  expert 
at  a  Washington,  D.C. -based  consul- 
tancy, the  Petroleum  Finance  Co., 
estimates  that  the  switch  will  boost 
Mexico's  gas  needs  by  around  700 
million  cubic  feet  a  day,  17%  over 
current  output. 

To  develop  the  gas  reserves  Mexico 
will  need,  Pemex's  director  general, 
Adrian  Lajous,  is  seeking  help.  On 
Dec.  31,  1996  Pemex  called  for  bids 
on  a  program  to  tap  a  huge  pool  of 
gas  in  northeastern  Mexico  called  the 
Burgos  Basin.  Under  the  terms  of  the 
deal,  a  service  contractor — probably 
a  U.S.  outfit  like  Halliburton  Co.  or 
Schlumberger  Ltd. — will  do  all  the 
technical  work  to  drill  3 1  wells  in  one 
field.  Reported  goal:  gas  production 
of  180  million  cubic  feet  a  day.  The 
contractor  is  expected  to  finance  the 
work  and  receive  payment  as  the  gas 
is  sold.  Bids  are  expected  to  come  in 
close  to  $200  million. 

Don't  read  too  much  into  this. 
The  Mexicans  are  offering  foreigners 
no  equity  in  their  patrimony.  The 
contractor  will  get  only  his  set  fee, 
not  a  slice  of  output  or  profits. 

But  having  budged  a  little,  Pemex 
might  budge  some  more,  especially 
now  that  Venezuela's  state-owned 
Petroleos  de  Venezuela  is  showing 
what  can  happen  when  private  firms 
get  to  share  the  wealth.  Shell,  BP, 
Occidental  Petroleum  and  others 
are  investing  a  total  of  $5  billion  in 
profit-sharing  contracts  to  help 
Venezuela  nearly  double  its  3-mil- 
lion-barrel-a-day  crude  production. 
Investments  of  that  size  could 
propel  Mexico  from  sixth  place  in 
world  oil  exports  to  second,  after 
Saudi  Arabia. 

What's  next?  Petroleum  Finance 
Co.'s  Quijano  says  logical  next  steps 
might  be  a  return  to  auctions  with 
the  privatization  of  Pemex's  oil 
pipelines  and  terminals.  Or  perhaps 
service  contracts  to  let  private  oilmen, 
including  foreigners,  squeeze  more 
from  old  oilfields  abandoned  by 
Pemex.  Whatever  the  exact  steps, 
there's  clearly  life  in  the  Zedillo 
Administration's  promise  to  reduce 
the  state's  role  in  Mexico's  energy 
businesses.  ■■ 
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By  the  time  Lumina  needs  its  first 
scheduled  tune-up,  the  hid  in  the  mailroom 
could  he  the  company  president. 


Li  U  TTl  1  YI  (X      Purchasing  a  fleet  car  doesn't  have  to  he  difficult.  Not  when  it's  a  Chevy™  Li 


It's  so  low  maintenance,  it  can  go  up  to  1 00,000  miles  hefore  its  first  scheduled  tune-up.* 


There  are  no  transmission  fluid  changes  under  normal  driving  conditions.  And  the  Lumina  hody  is 


warranted  against  rust-through  for  six  years  or  100,000  miles!  It's  also  affordable.  Which 


ikes  Lumina  an  easy  choice  for  your  fleet.  Because  chances  are,  you've  got  plenty  of  other  things  to 


worry  ahout.  Like  an  amhitious  mail  clerk  who's  got  an  eye  on  your  joh. 


Genuine  Chevrolet" 

The  Cars  More  Americans  Trust. 


YOU  SEE  OPPORTUNITY 


IN  ASIA  AND  IN  EUROPE 


FIDELITY  HAS  ONE  FOOT 


FIRMLY  IN  EACH. 


WHO  BETTER  TO  HELP  YOU 


WITH  THE  NEXT  STEP? 


INTERNATIONAL  FUNDS:  2/3  OF  ALL  INVESTMENT  OPPORTUNITIES  ARE  OUTSIDE  THE  U.S. 


You've  decided  the  time  is  right 
to  diversify  overseas.  Which  mar- 
kets? Which  stocks?  Chances 
are,  you  don't  have  the  time  or 
resources  to  study  all  the  foreign 
markets;  to  learn  their  economic 
and  political  situations,  their 
histories  and  outlooks.  Fidelity 
however,  puts  its  considerable 
resources  to  work  gathering  the 
information  necessary  to  help 
you  become  a  smarter  investor. 

FIDELITY  COVERS  THE 
WORLD  FOR  YOU 

Many  of  our  440  investment 
professionals  worldwide  live  and 
work  in  the  regions  they  cover. 
Our  people  know  the  markets 
firsthand;  they  visit  the  companies 
and  talk  to  local  officials.  Because 
of  our  worldwide  reach,  we're  able 
to  extract  in-depth  information 
from  remote  markets  and  share 
those  insights  with  our  other  ana- 
lysts and  portfolio  managers  via 


Selection  of  Fidelity's  International  Funds1 

December  '96  Average  Annual  Returns 

1  Year 

5  Year 

10  Year 

(or  Life  of  Fund) 

Diversified  International  Fund 

20.02% 

11.01% 

11.10%* 

Worldwide  Fund 

18.72% 

13.70% 

9.54%* 

Europe  Fund 

21.86% 

13.78% 

1 1 .80% 

Hong  Kong  and  China  Fund 

36.76% 

33.47%* 

Latin  America  Fund 

26.80% 

7.76%* 

Nordic  Fund 

37.44% 

29.55%* 

round-the-clock  teleconferences 
and  real-time  links  on  our  global 
computer  network. 

INTERNATIONAL  FLEXIBILITY, 
STOCK  BY  STOCK 

We  build  our  portfolios  by  select- 
ing every  security  individually.  To 
help  you  diversify  internationally, 
Fidelity  offers  20  international 
funds:  6  broadly  diversified;  14 
that  target  specific  regions  or 
countries.  Fidelity  also  provides 
you  with  in-depth  information  to 
help  make  you  smarter  about  your 
choices.  Remember,  foreign  invest- 
ments involve  greater  economic, 
political,  and  currency  fluctuation 
risks,  which  may  be  further 


magnified  in  emerging  markets. 
Of  course,  past  performance  is 
no  guarantee  of  future  results, 
and  you  may  have  a  gain  or 
loss  when  you  sell  your  shares. 


CALL  FOR  YOUR 

FREE 
INTERNATIONAL 
FUND  KITS 

and  consider  these 
funds  for  your  IRA 


1-800-544-0109 


www.fidelity.com 
24  hours  a  day 


Fidelity 


Investments* 


TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

For  more  complete  information,  including  charges  and  expenses,  call  for  a  free  prospectus.  Please  read  it  carefully  hefore  you  invest  or  send  money. 

'Average  annual  total  returns  for  the  period  ending  12/31/96  are  historical  and  include  changes  in  share  pnce,  and  reinvestment  of  dividends  and  capital  gains,  and  the  effect  of 
the  funds'  3%  sales  charge  for  all  funds  listed  except  Diversified  International  and  Worldwide,  which  do  not  have  sales  charges  Europe  Fund  has  a  redemption  fee  of  1.0%  on 
shares  held  less  than  90  days.  Hong  Kong  and  China,  Latin  America,  and  Nordic  Funds  have  a  redemption  fee  of  1.5%  on  shares  held  less  than  90  days.  Share  prices  and  returns 
will  vary.  "Life  of  Fund  as  of  fund  inception  date  for  Diversified  International  is  12/27/91,  5/30/90  for  Worldwide,  1 1/1/95  for  Hong  Kong  and  China,  4/19/93  for  Latin  America 
and  1 1/1/95  for  Nordic  Fidelity  Distributors  Corporation.  2d/26731.001 


EDITED  BY  LAURA  SAUNDERS 


The  IRS  has  a  new  way  to  get  ordinary,  decent  folks  to  comply  with  the  tax  code: 
Throw  other  ordinary,  decent  folks  in  jail. 

"But  I'm  a  nobody" 

By  Janet  Novack 


Al  Capone  went  to  jail  for  tax 
offenses.  He  was  a  bad  guy. 

Leona  Helmsley  went  to  jail  for  tax 
offenses.  She  was  a  billionaire's  wife. 

Roger  Chastain  spent  four  months 
at  Lompoc  Federal  Prison  Camp. 
He's  just  an  ordinary  guy  who  had 
trouble  paying  his  bills. 

Chastain,  56,  is  a  general  practice 
lawyer  from  the  small  town  of  Jack- 
son, Calif.  He  filed  accurate  returns 
for  1985  through  1989.  But  he  was, 
like  many  self-employed  workers, 
strapped  for  cash  at  tax  time.  The 
$48,700  he  owed  Uncle  Sam  grew, 
with  interest  and  penalties,  to  more 
than  $100,000.  A  jury  convicted  him 
of  five  misdemeanor  counts  of  failure 
to  pay  his  taxes  on  time. 

Says  Chastain,  who  now  lives  in  a 
Sacramento  halfway  house,  "I  knew 
[the  tax]  was  a  financial  obligation, 
but  I  had  no  idea  I  could  go  to  jail." 

You  sure  can  go  to  jail.  A  decade 
ago  54%  of  convicted  tax  cheats  got 
probation.  That  fell  to  30%  after  the 
U.S.  Sentencing  Commission  issued 
tough  standards.  Still  not  satisfied, 
the  commission  ratcheted  up  sen- 
tences again  for  tax  offenses  taking 
place  after  Nov.  1,  1993.  It  proposed 
yet  another  toughening  this  past  Jan- 
uary. Under  the  current  rules,  even 
with  the  break  you  get  for  pleading 
guilty,  jail  is  pretty  much  required  if 
you  cheat  the  IRS  out  of  more  than 
$40,000.  You  can  also  wind  up  in  the 
cooler  for  far  smaller  evasions  if  you 
insist  on  going  to  trial. 

The  IRS  will  pursue  surprisingly 
small  cases  if  you  lie  or  forge  docu- 
ments during  an  audit.  "I  have  a 
criminal  case  right  now  where  the  tax 
deficiency  is  under  $1,000,"  reports 
New  York  defense  lawyer  Robert  S. 
Fink.  "The  client  was  in  disbelief.  He 
said  to  me,  'But  I'm  a  nobody.'  " 

Last  year  the  IRS  helped  convict 
2,028  people  (not  counting  drug 
dealers)  and  put  1,401  of  them  in 


prison  or  home  detention.  A  lot  of 
the  convicts  were  like  the  folks  next 
door,  including  clergymen,  nurses, 
librarians  and  store  owners.  The  total 
is  up  from  the  1,641  nondruggies 
who  were  convicted  and  the  996  who 
lost  their  liberty  in  1990. 

Are  you  scared?  That's  the  idea. 
The  Internal  Revenue  Service,  known 
for  targeting  mobsters  and  celebrities 


for  criminal  investigation,  can't  afford 
to  do  as  many  audits  as  it  used  to. 
Last  year  it  audited  only  1  in  60  tax- 
payers, down  from  1  in  17  in  1963. 
So  the  taxmen  have  decided  that 
another  way  to  convince  regular  folks 
to  file  honest  returns  is  to  make 
unpleasant  examples  of  regular  folks 
who  get  caught  cheating. 

"Most  cheaters  get  away  with  it," 
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So  how's  your  audit  going? 


Real  audit  performance  focuses 


11  R22 

A  _L  *  ^_>J  audit  engagements 

re-engineered  to  add  value  using  Global 
Total  Engagement  Quality. 


on  risks,  opportunities  and 


issues  -  and  ensures  that  your 
service  expectations  are  being  met. 


1,017,108  hours  of  non- 
value-adding  time  eliminated  from  audit 
engagements. 


2,100,326  audit  work  papers  now 

computerized  via  our  leading-edge,  Lotus 
Notes- based,  paperless  audit  technology. 


$billions 


in  reputational  value 
protected  for  our  clients. 


How  real  is  yours? 


Coopers  &  Lybrand  L.L.P. 
Not  Just  Knowledge.  Know  How.s 


An  audit  is  only  as  useful  as  the  information  it 
uncovers.  So  at  Coopers  &  Lybrand,  we've  created 
a  comprehensive  audit  process  designed  to  find 
what  others  can't.  Our  audits  examine  the  very 
core  of  your  organization,  and  then  channel  the 
findings  into  intelligent  solutions  and  ideas.  Real 
audit  performance.  One  more  reason  it's  never 
been  a  better  time  to  call  Coopers  &  Lybrand.  For 
more  information,  call  1-800-660-8027,  ext.  1013, 
or  visit  us  on  the  Internet  at  www.colybrand.com. 


Coopers  f^^?1?^ 

ybrSnd         a  professional  services  firm 


TAXING  MATTERS 


says  Fink.  "But  if  you  lose,  they  cut 
off  your  hand.  That's  what  IRS  crimi- 
nal enforcement  is  all  about." 

Disputes  that  used  to  be  resolved 
as  civil  cases  are  now  ending  up  in 
criminal  proceedings,  says  Philadel- 
phia criminal  tax  law  expert  Ian 
Comisky.  In  December  a  grand  jury 
indicted  Los  Angeles  movie  executive 
Peter  Miles  Hoffman,  47,  for  tax  eva- 
sion. Hoffman  paid  taxes  on 
$617,000  of  income  in  1989,  includ- 
ing his  salary  as  president  of  now 
defunct  Carolco  Pictures.  In  1989 
Carolco  also  credited  him 
with  a  big  chunk  of 
deferred  income,  which  he 
didn't  pay  taxes  on  at  the 
time.  Meanwhile,  Carolco 
lent  Hoffman  $426,000. 
In  1990  Carolco  paid  him 
the  deferred  income, 
deducting  the  balance  of 
the  loans.  Hoffman 
declared  every  penny  of 
income  from  his  W-2  on 
his  tax  return. 

This  is  criminal?  So 
claims  the  IRS.  Its  agents 
have  decided  the 
loan/deferred  compensa- 
tion strategy  was  a  scheme 
to  evade  taxes  in  the  year 
they  were  due. 

Thomas  Pollack,  Hoff- 
man's lawyer,  doesn't  like 
the  looks  of  this.  "This  is 
something  that  clearly 
should  have  been  a  civil 
dispute,"  he  says. 

Do  you  get  frequent- flier 
miles  for  business  travel? 
Listen  to  this  tale. 

Michael  Mathis  is  a  ref-  HHi 
eree  for  the  National  Bas- 
ketball Association  who  lives  in 
Cincinnati.  The  NBA  gives  him  first- 
class  tickets  to  fly  to  games.  For  years 
he  would  cash  in  the  tickets,  buy 
coach  seats  and  pocket  the  difference. 
Then  he  would  use  frequent-flier 
miles  to  upgrade  back  to  first  class. 
He  was  indicted  last  month  for  not 
reporting  the  cash.  He  faces  five 
felony  counts.  If  convicted  he  will 
lose  his  job  and,  according  to  the 
guidelines,  would  be  sentenced  to 
about  eight  months. 

Frequent-flier  miles  are  a  sore  sub- 
ject with  the  IRS.  Basic  tax  principles 


clearly  make  freebies  taxable  when 
they  are  awarded  for  business  travel 
and  then  used  for  personal  travel.  But 
the  IRS  knows  that  trying  to  enforce 
this  rule  with  regard  to  frequent-flier 
miles  would  ignite  a  taxpayer  revolt. 
So  the  best  the  IRS  can  do  is  to  pick 
on  Mathis  because  he  turned  his  fre- 
quent-flier miles  into  cash.  Terrence 
Grady,  Mathis'  lawyer,  denounces  the 
case  as  a  "horrendous  abuse  of  the 
American  criminal  justice  system." 

On  Jan.  21,  1994  IRS  special  (crim- 
inal) agents  descended  on  Nal's  Paint 


David  Santora 
39 

Underpaid  by  $9,932 


Center  in  Worcester,  Mass.  "They 
were  there  for  ten  hours,"  store 
owner  David  Santora  recalls.  "They 
took  everything  away  in  a  van,  all  our 
books,  all  our  computers." 

Like  a  lot  of  small  businessmen, 
Santora  was  guilty  of  something.  At 
the  suggestion,  he  says,  of  the  store's 
former  controller,  he  and  relatives 
working  at  the  store  had  each  taken 
$50  a  week  in  unreported  cash  out  of 
the  register  to  supplement  their 
meager  salaries.  Santora,  39,  pleaded 
guilty  last  year  to  evading  $9,932  in 
corporate  taxes  for  1991  and  1992. 


"I  knew  it  was  wrong,"  he  says.  "But 
it  was  such  a  small  amount,  I  thought 
nothing  would  come  of  it.  It  was  like 
jaywalking."  Last  May  he  was  sentenced 
to  six  months  of  home  detention. 

How  will  you  know  if  the  IRS  has 
picked  you  for  criminal  treatment? 
"Special  agents  travel  in  pairs,"  quips 
Chicago  tax  lawyer  Theodore  Sinars. 
"If  two  IRS  agents  show  up  at  your 
home  or  place  of  business,  they're 
usually  from  the  criminal  division." 

In  fact,  a  routine  audit  can  turn 
into  a  criminal  case  at  any  point;  the 
documents  you've  provid- 
ed can,  and  almost  certain- 
ly will,  be  used  against  you. 
Chicago  podiatrist  Florence 
Peters  got  a  letter  from  civil 
agents  who  began  what 
they  assured  Peters' 
accountant  was  a  routine 
audit.  After  taking  17 
months  and  all  Peters' 
records,  the  civil  agents 
sent  the  case  to  the  criminal 
division.  In  December  a 
jury  convicted  Peters,  46, 
of  tax  fraud.  Prosecutors 
alleged  that  in  1988  and 
1989  alone,  she  failed  to 
report  $275,000  in  insur- 
ance and  patient  payments 
while  deducting  $40,000 
in  personal  expenses, 
including  depreciation  on  a 
Jacuzzi.  Peters  is  appealing. 
If  her  conviction  is  upheld, 
she'll  likely  spend  at  least  a 
year  in  the  pen. 

Advice  to  taxpayers  with 
guilty  consciences:  First, 
don't  talk  to  an  IRS  audi- 
tor— and  especially  not  to  a 
special    agent — yourself. 
Send  a  lawyer  or  an  accountant. 
Second,  stay  on  good  terms  with 
business  partners  and  former  spous- 
es. Peters'  trouble  started  when  her 
ex-husband  sent  an  IRS  special  agent 
copies  of  500  corporate  checks  he 
alleged  Peters  had  written  for  per- 
sonal expenses. 

Here  are  some  more  things  tax 
cheats  should  never  do: 
■  Tell  conflicting  stories.  A  common 
mistake  is  to  report  a  higher  income  on 
a  bank  loan  application  than  on  a  tax 
form.  Leo  Cunningham,  an  assistant 
U.S.  attorney  in  San  Jose,  Calif,  says 
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A  few  words  about  your  IRA. 


So  you've  got  your  IRA  in  the  stock  market. 
Since  1990,  the  ride's  been  great.  But  every  once  in 
a  while  you  hear  that  a  market  correction  is  coming. 

So,  you  take  your  IRA  off  the  market,  park  it  in  a 
bank,  and  pull  in  a  pathetic  3%.  Or  you  can  call  LifeUSA 
and  ask  us  about  Annu-A-Dex. 

Annu-A-Dex  is  a  fixed  annuity  that  lets  you  have 
the  best  of  both  worlds.  You  lock  in  the  gains  you 
already  have  with  the  security  of  a  fixed  annuity.  You 

also  have  the  chance  to 
participate  if  the  stock 
market  continues  to  rise. 


7f\  /    Signing  Bonus 


receive  your  funds. 


That's  the  cake.  Now  the  icing.  You'll  also  get  an 
immediate  gain  of  7%  the  minute  your  premium  is 
paid.  With  the  bonus,  you  have  a  guarantee  that  your 
principal  will  increase  by  45%  in  the  next  seven  years, 
market  correction  or  not.  And  if  the  market  does  bet- 
ter than  that,  you  get  half  of  the  action.  With  no  risk. 

As  great  as  all  of  this  sounds,  this  is  no  wild,  new 
idea  from  an  unknown  company.  LifeUSA  has  over 
$4  billion  in  assets,  and  was  recently  named  by  Forbes 
magazine  to  its  "Assets  500"  list.  We  invite  you  to  find 
out  more  about  Annu-A-Dex  T  •  C  IB  A 
with  a  call  to  1-800-950-7372.  JLllCUw#4 


P6100N  must  be  annuitized  for  a  minimum  of  seven  years  to  receive  the  bonus.  Not  available  in  all  states.  Marketed  through  LifeUSA  and  issued  by  Allianz  Life  Insurance  Company  of  North  America.  Not  licensed  in  NY. 


The  110-Passenger  Me  i 


Smooth,  roomy,  quiet  and  powerful.  For  the  person  who  not  o 

Awarded  a  five-star  Best-in-G 


- 


'         '  'Driver  and  passenger  from  crash  test  data  only  useful  in  comparing  vehicles  within  5001bs.  For  a  Grand  Marquis  brochure  call  I  800  446-8888,  or  visit  www.mercuryvehicles. 


Mercury 

IMAGINE  YOURSELF 
IN  A  MERCURY 


ury  Grand  Marquis. 

jplenty  of  friends  but  who  also  knows  how  to  treat  them, 
lg  in  latest  government  crash  test! 
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TAXING  MATTERS 


his  office  has  recently  started 
charging  small  business  owners 
who  do  this  with  bank  fraud. 
It's  easier  to  prove  than  tax  eva- 
sion and  carries  no  chance  of 
probation. 

■  Consume  conspicuously.  In 
the  minds  of  many  IRS  agents, 
signs  of  wealth  and  success  are 
prima  facie  grounds  for  suspi- 
cion. When  an  IRS  special  agent 
spotted  a  $158,000  Rolls-Royce 
Corniche  convertible  parked 
outside  a  restaurant  in  Exeter, 
N.H.,  he  jotted  down  the 
license  plate  and  traced  the  car 
to  Anthony  and  Shirley  Olbres. 
He  asked  IRS  auditors  to  check 
into  the  Olbres'  exhibit  booth 
design  business.  Five  years  later 
they  were  convicted  of  tax  fraud 
for  underreporting  around 
$750,000  in  income.  They're 
currendy  awaiting  resentencing. 
Had  they  driven  a  Toyota  they 
almost  certainly  wouldn't  be 
facing  jail  time. 

■  Neglect  to  send  in  the  Social 
Security  and  income  taxes  with- 
held from  your  employees'  pay-  H 
checks.  The  IRS  estimates 
employers  fail  to  send  in  $19.4  billion 
a  year,  and  in  the  last  few  years  it  has 
started  using  criminal  penalties  to 
attack  the  problem.  In  November 
Rao  Gollapudi,  owner  of  Softstar 
Computer  Consultants  of  Iselin,  N.J., 


Michael  Mathis 
54 

Cashed  in  frequent-flier  miles 


was  convicted  of  failing  to  turn  over 
$320,000  in  payroll  taxes.  He  was 
just  sentenced  to  two  years  in  prison. 
■  Undershoot  taxable  income  by  a 
large  percentage  amount.  Virginia 
real  estate  developer  Danny  Watts, 


who  began  serving  36  months 
in  October,  showed  taxable 
income  of  minus  $10,000  on  his 
1040  in  1989,  when  his  income 
was  really  more  like  $460,000. 

■  Be  involved  in  sleazy  prac- 
tices. While  auditing  a  personal 
injury  law  firm  in  Los  Angeles, 
an  IRS  examiner  noticed  that 
checks  the  firm  had  written  to 
doctors  were  cashed  at  check- 
cashing  outfits.  Agents  quizzed 
the  doctors,  who  said  they  used 
the  cash  to  pay  kickbacks  to 
attorneys.  (They  were  also  keep- 
ing some  of  it  as  unreported 
income.)  The  investigation 
spread.  So  far,  11  attorneys,  16 
physicians  and  14  administrators 
and  go-betweens  have  been 
convicted  on  tax  fraud  and 
related  charges,  drawing  terms 
of  up  to  five  years. 

■  Use  a  corrupt  tax  preparer. 
Twenty-one  clients  of  Abrams 
Associates,  a  Manhattan 
accounting  firm,  have  been 
sentenced  for  writing  checks 
for  phony  charitable  contribu- 
tions and  business  expenses  to 
bogus  accounts  set  up  by  the 

firm.  Abrams  kept  10%  of  the 
money  and  kicked  back  the  rest. 
Last  month  a  North  Carolina  physi- 
cian who  used  the  scheme  to  evade 
taxes  on  $1.7  million  in  income  got 
two  years  in  prison.  M 


Fessing  up 

If  you've  filed  a  less  than 
honest  tax  return  or 
haven't  filed  at  all,  is  it  wise 
to  confess? 

Usually,  if  you  voluntari- 
ly file  honest  amended 
returns  before  you've  been 
targeted  by  IRS  civil  or 
criminal  agents,  you  won't 
be  criminally  prosecuted, 
you'll  just  be  socked  with 
interest  and  civil  penalties. 
But  the  IRS  insists  it's  not 
bound  by  this  "voluntary 
disclosure"  policy  and  that 
it  gets  to  decide  what  "vol- 
untary" means  anyway. 


Former  Prince  George's 
County,  Md.  criminal 
defense  lawyer  Gary  Cour- 
tois,  39,  just  finishing  up 
four  months  in  a  Peters- 
burg, Va.  prison  camp, 
insists  he  filed  amended 
returns  because  he  had 
been  worrying  about  his 
tax  problems  for  a  long 
time.  But  the  IRS  decided 
that  Courtois'  disclosure 
wasn't  voluntary  because 
he  knew  his  ex-wife  was 
about  to  turn  him  in.  Pros- 
ecutors contended  Cour- 
tois underreported  his 
income  by  $500,000  over 
seven  years.  At  sentencing 
he  wasn't  even  given  a 


break  for  his  "voluntary" 
disclosure. 

On  the  other  hand,  last 
September  a  New  York 
federal  judge  dismissed 
four  misdemeanor  failure- 
to-file  charges  against  a  tax 
attorney  on  the  grounds 
that  he  had  voluntarily 
filed  the  delinquent  returns 
and  that  the  IRS  was  bound 
by  its  policy  of  not  prose- 
cuting in  such  cases. 

Unfortunately,  says  New 
York  tax  lawyer  John  J. 
Tigue  Jr.,  the  ruling  has  a 
good  chance  of  being 
reversed. 

Still,  Tigue  counsels:  "If 
the  IRS  isn't  already  chasing 


you  and  no  one  is  threat- 
ening to  turn  you  in  and 
you're  not  a  movie  star,  a 
drug  dealer,  a  lawyer  or  a 
politician,  then  file  or 
amend  your  returns. 
They're  not  going  to 
prosecute  you." 

Meanwhile,  Tigue  cau- 
tions, don't  jump  at  a  state 
tax  amnesty  offering  penal- 
ty waivers  for  those  who 
confess — unless  you're 
ready  to  settle  with  the 
feds,  too.  Some  of  the  36 
states  that  have  conducted 
amnesties  since  1981  have 
shared  the  information 
they  garnered  with  the  IRS. 
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Ironically,  some  of  the  business 
practices  that  are  designed  to  save  you 
money  can  actually  put  your  bottom  line 
at  risk.  For  example,  outsourcing  can 
lead  you  to  utilize  vendors  that  may  not 
be  integrated  into  your  loss  prevention 
program.  Consolidation  has  eliminated 
redundancy,  and  for  those  utilizing  Just 
In  Time  Production,  there's  no  inventory 
if  your  manufacturing  system  happens 
to  shut  down.  And  just  where  does  that 
leave  your  product?  Off  the  shelves. 


T  LOOKS  EVEN  SCARIER 
ON  A  BALANCE  SHEET. 


The  key  to  global  risk  management  in 
this  business  environment,  then,  is  a 
partner  who  offers  expertise  in  helping 
customers  manage  risk.  A  partner  such 
as  Allendale  Insurance.  We  can  measure 
and  quantify  exposure  in  places  you 
didn't  even  know  you  were  vulnerable. 
And  with  offices  and  partners  around 
the  world,  we  can  help  advise  you  on 
local  regulations  and  conditions.  Equally 
important,  we  can  do  all  of  this  cost 
effectively.  Because  as  devastating  as 
a  catastrophic  fire  is  in  person,  it  can 
be  just  as  devastating  on  paper. 


©1997,  Allendale  Insurance.  P.O.  Box  7500, 
Johnston,  Rhode  Island  02919 
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PEOPLE  ON  THE  FAST  TRACK 


Cagers  don't  score  by  whining  about  how  little  they  get 
the  ball  passed  to  them.  They  score  by  shooting. 
That  outlook  is  driving  Stephanie  Streeter  to  the  top. 

Full- court  press 

By  Damon  Darlin 


On  MOST  WEEKENDS  Stephanie  Streeter  and 
her  husband  can  be  found  in  a  west  side  Los 
Angeles  gym  teaching  prcteen  girls  how  to  set 
a  pick  or  make  a  behind-thc-back  pass.  It  may 
look  like  basketball  to  you,  but  Streeter 
believes  she  is  training  the  next  generation  of 
women  executives. 

Streeter  says  most  boys  learn  team  sports  as 
a  matter  of  course  and  apply  the  lessons  to  the 
grown-up  business  world.  Most  girls  suffer 
because  they  don't.  "I  tell  their  moms  and 
dads  that  team  playing  will  be  important  to 
them  down  the  line,"  she  adds. 

Streeter  speaks  from  experience.  She  grew 
up  in  Los  Angeles  and  played  varsity  basketball 
at  Stanford  for  four  years,  ending  up  as  team 
captain.  At  39  she  is  a  group  vice  president  at 
Avery  Dennison,  a  maker  of  adhesives  and 
labels  based  in  Pasadena,  Calif.  Her  office 
products  division  brings  in  almost  a  third  of 
Avery's  $3.2  billion  in  revenue. 

She  came  to  the  attention  of  Charles  D. 
Miller,  Avery's  chairman  and  chief  executive, 
at  a  product  planning  meeting  in  1986.  The 
new  product  manager  stood  up  to  boldly  out- 
line her  plans  to  get  Avery  a  chunk  of  the 
growing  office  automation  market.  She  pro- 
posed persuading  Microsoft  and  word  process- 
ing program  creators  to  make  Avery's  address 
label  the  standard  for  desktop  printing.  Every 
time  Word  users  printed  out  a  label,  they 
would  refer  to  a  list  of  "Avery  codes" — 
Avery's  own  product  codes.  In  essence,  they 
were  an  endorsement  for  Avery  products. 

"I  realized  this  young  woman  was  changing 
the  name  of  the  game.  She  was  changing  the 
rules,"  says  Miller.  Streeter's  original  concept 
of  office  labels  for  the  computer  is  a  business 
that  has  grown  to  over  $300  million,  from 
$30  million  in  1986. 

What  did  she  learn  about  business  on  the 
basketball  court?  The  5-foot-8  former  power 
forward  and  guard  answers:  "Basketball  teach- 
es you  when  you  need  to  lead  and  when  not 
to.  Only  one  person  can  have  the  ball  at  a 
time.  You  learn  what  it  feels  like  to  miss  a  free 
throw  at  the  end  of  the  game  and  how  to  deal 
with  it.  You  can  walk  away  from  it  at  the  end. 


And  you  can  replay  what  you  did  to  see  what 
was  right  and  what  was  wrong." 

Streeter  made  some  misses  in  business:  the 
notebook  that  turned  into  a  backpack  and  the 
in-store  kiosks  for  labelmaking.  But,  as  on  the 
basketball  court,  she  treated  her  flops  as 
lessons  rather  than  letting  them  get  her  down. 
She  rebounded  with  a  push  into  office  prod- 
ucts for  home  use,  especially  for  kids.  "It  was  a 
flat  forehead  thing,"  she  says  of  the  kids' 
market,  smacking  her  head  with  her  hand.  But 
no  one  else  saw  it. 

Her  division  was  soon  churning  out  more 
than  200  new  products  a  year,  like  rubbery 
comfort  grips  on  fat  Hi-Liter  markers,  greet- 
ing card  stock  to  print  cards  at  home  and  an 
Avery  Kids  line  for  printing  colorful  stickers. 

Her  staff  followed  her  Microsoft  example 
and  worked  out  a  deal  with  Mattel.  Deals  with 
Disney  and  Broderbund  are  in  the  works.  They 
will  incorporate  Avery  codes  in  their  game 
software,  which  kids  will  be  able  to  use  to  print 
out  Barbie  stickers  or  Lion  Kinjj  pictures. 

Streeter's  career  shows  that  you  can  get 
ahead  in  business  without  the  usual  creden- 
tials. She  did  a  little  computer  programming 
after  college,  but  decided  she  really  wanted  a 
marketing  job  with  a  packaged-goods  compa- 
ny. No  takers.  Where  was  her  M.B.A.?  But  she 
won  a  job  as  an  assistant  product  manager  on 
a  cold-call  interview  with  Avery,  which  was 
looking  for  people  with  computer  back- 
grounds. After  her  Microsoft  coup,  she  moved 
up  fast.  "She  did  it  the  way  she  does  every- 
thing. Very  quietly,"  says  her  predecessor, 
Donald  Thompson,  now  chief  executive  of 
Hunt  Manufacturing  in  Philadelphia. 

Unassuming  yet  confident,  she  came  to  an 
office  Halloween  party,  appropriately  enough, 
as  the  Energizer  Bunny.  "She's  going  to  be  the 
chief  executive  of  a  big  company  someday," 
predicts  Patrick  S.  Parker,  the  crusty  chairman 
of  Parker  Hannifin,  who  met  Streeter  at  a 
chance  encounter  last  year.  "We've  got  to  make 
this  gal  a  director,"  he  said,  and  did.  The  talk  is 
that  she  is  one  of  four  executives  who  may 
become  Avery's  next  president.  If  somebody 
else  doesn't  grab  her  first.  *■ 
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Morgan  means  more 


More  in  1897,  more  in  1997 


In  the  archives  of  The  Pierpont  Morgan  Library  in  New  York,  the  historic 
syndicate  books  of  J.  P.  Morgan  &  Co.  record  the  firm's  early  public  market 
equity  and  debt  underwritings. 


strategic  advice   •  mergers  &  acquisitions   •  debt  &  equity  capital  raising   •  swaps  & 


staying  power 


A  century  ago,  J.  P.  Morgan  &  Co.  brought  promising  young  companies  and 
prominent  investors  together  to  create  what  grew  to  be  the  world's  most  successful 
corporations  -  General  Electric,  U.S.  Steel,  and  others. 

Today,  the  "books"  recording  our  equity  transactions  have  given  way  to  computers. 
But  the  printouts  still  include  many  of  the  world's  leading  companies,  most 
promising  enterprises,  and  most  powerful  investors. 

Issuers  and  investors  know  they  can  rely  on  us,  as  perhaps  on  no  other  firm,  for 
fair  dealing,  execution  of  the  highest  quality,  and  support  for  the  long  term. 

That's  because  at  J.  P.  Morgan  we  provide  our  clients  with  more.  More  objective 
advice.  More  in-depth,  standard-setting  research.  More  trading  support.  And 
more  of  a  commitment  to  make  issuers'  and  investors'  endeavors  work  far  into 
the  future,  just  as  we  did  100  years  ago. 

Today,  issuers  and  investors  alike  know  they  can  depend  on  J.  P.  Morgan's 
performance,  long  after  the  books  are  closed. 

www.jpmorgan.com 


J  P  Morgan 


erivatives 


credit 


arrangement  &  loan  syndication   •  sales  &  trading  •  asset  management 

©1997  J  P  Morgan&Co  incorporaled  JP  Morgan  Secotilies  Inc  member  SIPC  JP  Morgan  is  the  markelmg  name  lor  J  P  Morrjan&Co  Incorporated  awl  ils  subsidiaries  worldwide  Morgan  means  moie1"  is  a  service  marfc  ol  J  P  Morgan&Co  Incorporated 
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IBM,  the  manufacturer,  wants  to  get  out 

of  personal  computer  manufacturing. 

Inacom,  the  distributor,  is  about  to  get  in  deeper. 

Watch  out,  Dell 


By  John  R.  Hayes 

ibm  is  throwing  IN  the  towel. 
Unable  to  match  the  prices  or  speed 
of  delivery  of  mail-order  manufac- 
turers, IBM  will  allow  a  few  of  its 
most  trusted  distributors  to  produce 
up  to  60%  of  its  commercial  PC 
line — the  IBM  boxes  that  go  to  big 
corporate  buyers.  The  distributors 
will  assemble  the  computers  under 
the  IBM  nameplate.  IBM  will 
design  the  machines  and  pro- 
vide the  parts. 

IBM  is  doing  this  out  of 
necessity.  The  only  companies 
that  can  make  decent  money 
selling  PCs  to  corporate  cus- 
tomers are  those  that  control 
their  inventory  costs — the 
standout  example  being 
Michael  Dell's  Dell  Computer. 
Dell  builds  a  machine  after  the 
order  comes  in  and  then  rushes 
it  via  truck  to  the  customer.  By 
contrast,  IBM  builds  what  it 
thinks  will  sell  and  hopes  the 
orders  will  match;  if  they  don't, 
the  company  winds  up  with 
leftovers  that  can  get  very  stale 
very  quickly,  like  lettuce. 

The  inventory  suffering  con- 
tinues further  down  the  distrib- 
ution channel.  Until  recently  a 
wholesaler    that    wanted  to 
answer  every  possible  customer  Wk 
need  would  have  had  to  stock 
IBM  machines  in  2,200  combinations 
of  hard  drive,  processor,  memory 
and  so  on. 

By  more  precisely  matching  its 
orders  and  output,  Dell  turns  its 
inventory  32  times  a  year.  IBM  prob- 
ably turns  its  PC  inventory  12  times. 

To  get  its  products  out  die  door 
faster  and  cheaper,  IBM  is  teaming  up 
with  its  biggest  distributor:  Inacom 
Corp.,  based  in  Omaha,  Nebr. 
Shipping  about  75,000  PCs  a  month 
to  big  customers  like  Georgia-Pacific 


and  Dow  Chemical,  Inacom  cus- 
tomizes about  80%  of  the  computers 
it  sells  based  on  the  specifications  it 
receives  from  its  corporate  cus- 
tomers. Inacom  tears  apart  standard 
shelf  model  units  made  by  IBM, 
Compaq  and  others  and  rebuilds 
them  with  new  hard  drives  and  com- 
munication cards,  plus  whatever 


Inacom's  chief  executive,  Bill  Fairfield 
IBM  hesitated,  so  he  built  a  big  plant  on  spec. 


software  the  customer  wants 
installed. 

Using  state-of-the-art  logistics 
services  (see  story,  p.  54),  Inacom 
then  packages  the  reconfigured 
boxes  with  whatever  components 
the  customer  specifies.  It  may  be  a 
Hewlett-Packard  printer  with  an  NEC 
monitor  and  an  IBM  computer,  says 
Michael  Steffan,  Inacom's  general 
manager  of  distribution.  You  get  a 
lot  of  options  at  Dell,  but  you  get 
still  more  at  Inacom. 


As  good  as  Inacom  is,  it  doesn't 
make  much  money  from  selling  PCs. 
About  93%  of  its  $3  billion  in  rev- 
enues last  year  came  from  selling 
computers,  but  only  52%  of  its  $19 
million  in  profits — the  balance  com- 
ing from  computer  system  design, 
installation  and  maintenance 
services. 

Inacom  Chief  Executive  Bill 
Fairfield  figured  he  could  make  PC 
sales  more  profitable  if  IBM  would 
let  the  company  stock  parts  instead 
of  finished  goods.  That  way  Inacom 
would  not  have  to  store  2,200 
models  or  waste  time  breaking  open 
boxes  and  storing  discarded  parts 
until  they  could  be  used  to  fill 
future  orders. 

For  the  past  18  months  or  so 
Fairfield  has  been  telling  IBM  that  if 
Inacom  could  assemble  IBM's 
PCs  from  scratch,  it  could  cut 
production  time  by  30%  and 
inventory  by  50%.  But  with  its 
brand  name  on  the  line,  IBM 
hesitated.  To  show  he  meant 
business,  Fairfield  built  a  $20 
million  final  assembly  plant  in 
Ontario,  Calif,  on  spec.  "That 
certainly  got  people's  atten- 
tion," Fairfield  smiles. 

Late  last  year  IBM  finally 
agreed  to  let  Inacom  and  a  few 
other  distributors  assemble  its 
computers  at  their  facilities. 

As  Inacom's  Ontario  plant 
gears  up  production,  Fairfield 
predicts  that  turnaround  time 
from  order  receipt  to  arrival  at 
the  loading  dock  of  a  custom- 
configured  IBM  machine  will  be 
four  hours  at  most.  That's 
down  from  two  days  before  IBM 
agreed  to  let  Inacom  assemble 
its  boxes.  Inacom's  Steffan  says 
the  new  arrangement  will  cut 
the  overall  manufacturing  costs  of  an 
IBM  machine  by  10%.  If  so,  Hewlett- 
Packard  and  Compaq  will  likely  fol- 
low IBM's  lead. 

"When  our  model  begins  to  hit  on 
all  eight  cylinders,  we  are  going  to 
be  much  more  competitive  against 
Dell,"  says  Fairfield.  Agrees  William 
McCracken,  IBM's  general  manager 
of  PC  sales  and  services:  "On  speed 
and  flexibility  we  can  match  the  Dell 
[business]  model  for  sure  with  this." 
It's  about  time.  M 


84 


Forbes  ■  March  24,  1997 


SPECIAL  ADVERTISING  SECTION 


INT ERNATIONAL  GAT E WAY 


Ancient  civilizations  may  have  disagreed  over  whether  the 
center  of  the  earth  lay  at  Jerusalem  or  Delphi,  but  today  there  is  little 
disagreement  —  at  least  as  far  as  Cyprus  is  concerned.  With  its  central 
position  as  both  a  stopover  and  gateway  from  West  to  East  and  vice  versa, 
Cyprus  is  a  true  international  hub  offering  a  wide  range  of  services 
including  tourism,  offshore  banking,  ship  management,  maritime 
services,  telecommunications,  news  gathering  and  publishing, 
transit  trade  and  other  financial  services. 


CY  I'k  US 


Ever  since  the  country  rewrote  its 
domestic  legislation  in  1975,  Cyprus' 
international  reputation,  along  with 
that  of  its  service  sector,  has  enjoyed 
a  steady  rise.  Tourism,  the  largest 
contributor  to  foreign  exchange,  is 
booming  with  more  than  two  million 
visitors  in  1996.  Many  of  them  were 
"repeat"  visitors.  Thirty  offshore 
banks  and  thousands  of  offshore 
companies  doing  business  in  North 
Africa,  the  Middle  East,  Central 
Asia,  Eastern  Europe  and  Russia 
operate  out  of  Cyprus.  Most  of  the 
western  companies  involved  in 
Siberian  oil  exploration,  for  example, 
conduct  their  affairs  through  offshore 
companies  in  Cyprus.  A  number  of 
Canadian  oil  companies  have  even 
moved  their  headquarters  there. 
The  Cyprus  Register  of  Ships, 
ranked  thirty-second  in  the  world  in 
1982,  is  today  the  world's  fourth 


largest  with  over  2,500  ships. 

These  companies  take  advantage 
of  all  that  Cyprus  has  to  offer: 
a  strategic  location,  a  high-tech 
telecommunications  system,  air 
and  sea  accessibility,  an  efficient 
bureaucracy,  a  highly  educated  and 
versatile  workforce,  a  relaxed 
lifestyle,  a  low  crime  rate,  pleasant 
weather  conditions  (300  days 
of  sunshine)  and  the  island's 
natural  beauty. 

In  order  to  facilitate  this  growth 
in  international  trade  and  business 
cost-effectively,  the  government  built 
a  vast  permanent  exhibition  facility 
(the  International  Merchandising 
Center)  along  with  a  warehouse 
facility  in  Nicosia.  Achieving 
prominence  as  an  international 
business  center  was  not  so  easy, 
however.  In  1974,  a  major  war 
erupted  on  Cyprus  when  Turkey 


H.  E.  Glafcos  Clerides,  President  of  the  Republic  of  Cyprus 

invaded  and  occupied  the  northern 
territory  (representing  37%  of  the 
island).  This  area  included  55%  of 
the  country's  coastline,  as  well  as  its 
flourishing  tourist  industry, 
agricultural  heartland,  citrus  groves 
and  the  towns  of  Morphou,  Kyrenia 
and  Famagusta.  Because  of  its 
proximity  to  the  Turkish  occupied 
area,  the  international  airport  of 


Cyprus 
Wants 
Peace,  Not 
Turkish 
Hegemony 

Nicosia,  the  capital  of  Cyprus,  has 
the  dubious  distinction  of  being  the 
world's  only  remaining  forcefully 
divided  capital.  The  division  of  other 
cities,  such  as  Beirut  and  Berlin, 
has  been  overcome  despite  them 
experiencing  greatly  complicated 
political  situations.  The  division  of 
Cyprus  persists,  however. 


NATO  Country  Enforces  Division 

The  heart  of  Nicosia  is  scarred  by  barbed  wire, 
cement  barrels,  machine-gun  nests,  armed  sentries 
and  anti-tank  ditches,  all  part  of  a  buffer  zone 
which  was  established  in  1974,  when  Turkey's 


American-equipped  and  NATO-trained  armed 
forces  invaded  Cyprus.  This  invasion  was  the 
only  time  a  NATO  country  attacked  one  of  its 
neighbors.  In  the  process,  the  Turkish  army 
killed  thousands  of  Cypriots,  captured  more 
than  one-third  of  its  territory.  55%  of  its 
coastline,  and  displaced  200,000  people  - 
one-third  of  the  population. 

Coercion  by  Turkey 

Cyprus  remains  the  most  militarized  area  in  the 
world,  according  to  the  UN  Secretary-General, 
with  35.000  Turkish  soldiers  backed  by  over 
400  U.S.  and  German-made  tanks,  armored 
personnel  carriers  and  heavy  artillery.  Naval  bases 
near  the  captured  cities  of  Kyrenia  and  Famagusta 
and  two  available  airfields  provide  additional 
support.  One  of  these,  at  Lefkoniko.  was  built  with 
NATO  support.  Moreover,  the  Turkish-based 
airforce  is  within  only  a  three-minute  striking 
distance  from  Cyprus. 

Using  its  military  superiority,  Turkey  has 
attempted  to  coerce  Cyprus  into  accepting  the 
outcome  of  its  1 974  attack.  UN-sponsored 
negotiations  for  over  two  decades  have  yielded  no 
substantive  reduction  to  the  resulting  division, 
ethnic  cleansing  and  apartheid.  Ankara's  strategy 
has  always  been  zero-sum:  seeking  absolute 
security  for  itself  and  over  85.000  Turkish  settlers, 
but  none  for  its  neighbors.  Turkey  wants  Cyprus  to 
be  its  permanent  military  and  political  hostage. 


Cypriot  Good  Faith 

Successive  Cypriot  governments  have  negotiated 
in  good  faith  with  the  Turkish  government,  but 
to  no  avail.  Nicosia  has  declared  its  readiness  to 
accept  any  solution  that  safeguards  the  integrity 
and  security  of  Cyprus,  protects  the  political  and 
human  rights  of  all  its  citizens  and  contributes  to 
international  peace  and  stability. 

Demilitarization  and  Peace  Dividend 

Since  1985,  Cypriot  governments  have  officially 
proposed  the  demilitarization  of  Cyprus  in  order 
to  assuage  Turkish  fears  of  military  retaliation. 
President  Clerides  has  provided  details  on  how 
a  peace  dividend  could  be  used  by  the  UN  to 
finance  confidence-building  measures  and 
development  projects.  However,  Turkey's  refusal 
to  accept  demilitarization,  evidenced  by  last 
summer's  brutal  murders  of  civilian  protesters 
as  well  as  constant  threats  of  force,  leave  Cyprus 
with  no  other  option  but  to  take  the  necessary 
steps  to  protect  itself. 


Prepared  by  the  Press  and  Information  Office,  Nicosia 

Tel:  (01 1)  357-2-448.931 
Fax:  (011)  357-2-366.123 
E-mail:  pioxx@cytanet.com.cy 
Home  Page:  http:  www.pio.gov.cy 
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Nicosia  also  became  inoperative. 

The  Cypriots,  however,  bounced 
back  politically  and  economically 
through  hard  work,  sacrifice  and  a 
ohesive  strategic  plan  that  brought 
:ogether  government,  the  business 
:ommunity  and  the  island's  trade  and 
abor  unions.  Ankara's  invasion  went 
'Unrecognized  across  the  world; 
nternational  courts  and  forums  have 
epeatedly  condemned  Turkey's 
:ontinuing  violations  of  human  and 
jolitical  rights  in  Cyprus.  By  1978, 
he  war-devastated  economy  had 
•ebounded  from  an  18%  drop  in 
jDP  and  30%  unemployment  just 
bur  years  earlier.  Although  one-third 
f  the  population  was  displaced  and 
arely  surviving  in  1974,  by  1978  the 
conomically  devastated  refugees 
jvere  housed  in  government-built 
emporary  housing.  Furthermore, 
nemployment  dropped  to  2%,  the 
1DP  attained  an  average  real  rate  of 
rrowth  of  almost  6%  per  year  and 
|iflation  was  kept  under  control. 
In  the  aftermath  of  the  1974 
isaster,  Cypriot  planners  decided 
5  exploit  Cyprus'  strategic  location 
nd  its  human  resources,  thereby 
•ansforming  the  country  into  an 
iliternational  center.  The  Cypriot 
:i:onomy  has  not  looked  back  since. 
Ij  rom  1978  onwards,  full  employ- 
ment has  prevailed,  the  average 
ipnual  real  rate  of  growth  has 
overed  around  6%,  and  average 
flation  has  stayed  at  low  single 
gits.  The  servicing  of  foreign  debt 
is  alsoTemained  low,  while  in  1987 
e  country's  balance  of  payments 
chibited  a  surplus  for  the  first  time 
nee  the  Turkish  invasion. 


yprus  and  the  European 
onetary  Union 

significant  milestone  for  the  economy 
as  reached  in  1995,  when  Cyprus 
is  the  only  European  country 


besides  Luxembourg  to  fulfill  the 
Maastricht-stipulated  macroeconomic 
convergence  criteria  for  joining  the 
European  Monetary  Union. 

By  keeping  pace  with  develop- 
ments within  the  European  Union 
(EU),  Cyprus  is  well  on  its  way  to 
achieving  a  major  strategic  objective: 
positioning  itself  to  join  the  EU  during 
the  next  round  of  enlargement. 


The  mythological  birthplace  of  Aphrodite,  Paphos 
Tourism  is  the  largest  contributor  to  Cyprus' 
foreign  exchange 
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Specialised  in  all  types  of  building  and  civil  engineering  projects, 
world  famous  for  high  quality  and  timely  completion  of  works. 
Challenging  projects  throughout  the  Arabian  Gulf,  the  Middle  East,  North  Africa, 
Cyprus,  Greece,  and  many  other  countries  have  been  entrusted  to  J&P's 
expert  handling,  reliability  and  professional  performance. 

Airports,  Roads  and  Highways,  Bridges,  Tunnels,  Dams  and  Irrigation 
Projects,  Housing  Schemes,  Hotels,  Palaces,  Property  and 
Tourist  Development  Schemes,  Hospitals, 
^  -:;  Schools,  Power  Stations,  etc.  are  some  '  \y\ 

of  the  multimillion-dollar 
projects  built  by  J&P. 


ABU  DHABI  INTERNATIONAL  AIRPORT  -  UAE 
LIMASSOL  -  PAPHOS  HIGHWAY  -  CYPRUS 


Joannou  &  Paraskevaides  Group 

International  Building  and  Civil  Engineering  Contractors 

P.O.  Box  1178, 1,  Byron  Avenue,  Nicosia,  Cyprus,  Tel:  2-444354,  476363,  Fax:  2-476269 
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CYPRUS  •  GREECE  •  UNITED  KINGDOM  •  RUSSIAN  FEDERATION  •  NIGERIA 

To  do  business  in  Cyprus,  and  do  well,  you  probably  need  a  good  Cypriot  partner 

The  N.K.S  Shacolas  Group  is  one  of  the  largest  business  complexes  in  Cyprus 

Today  the  Group  has  a  worldwide  turnover  approaching  US$  0,75  billion, 
employing  over  3000  people 
in  a  network  of  companies  operating  across  5  countries 
and  is  the  major  shareholder  in  8  companies  listed  on  the  Cyprus  Stock  Exchange. 

If  you  want  to  do  business  in  Cyprus  we  are  probably  the  people  to  contact 


SHACOLAS 

—   GROUP   = 

N.K.  Shacolas  (Holding)  Ltd,  P.O.Box  1744,  Nicosia,  Cyprus 
Tel:  00357-2-482880,  Fax:  00357-2-  487715,  E-mail:  nks@logOS.CV.net 


National  Roots, 
International  Access 


Local  expertise  rooted  in  a  one  hundred  year  old  banking  tradition  speaks  for  itself.  After  all,  the  Bank  of 
Cyprus  Is  not  only  the  oldest  but  the  largest  financial  Group  on  the  island  with  an  extensive  network  of 
branches  and  affiliated  companies  offering  a  full  range  of  banking,  financial,  insurance,  investment  and 
property  services. 

Its  years  of  experience,  professional  staff,  up-to-date  technology  and  commitment  to  service  quality, 
guarantee  confidentiality,  security  and  reliability. 

And,  particularly  where  offshore  companies  and  other  foreign  clients  are  concerned,  the  Bank  of 
Cyprus'  international  outlook  coupled  with  the  strongest  network  of  foreign  correspondents  give  it  that 
crucial,  extra  edge. 

For  international  clients,  the  Bank  of  Cyprus  has  set  up  International  Business  Units  to  cater  exclusively 
to  their  needs  and  provide  professional  advice  and  a  range  of  specialised  services. 

FULL  BANKING  OPERATIONS  IN:  CYPRUS,  UNITED  KINGDOM,  GREECE 
HEAD  OFFICE 

51.  Stassinos  Street.  Ay.  Paraskevl.  Strovolos 
P.O.Box  1472.  Nicosia,  Cyprus. 
Tel:  357-2-378000.  Fax:  357-2-3781 1 1 


BANK  OF  CYPRUS  (In  Greece) 

11,  Vu,  Sollas  &  Sekerl  str.,  ,06  71  Athens. 

Tel:  01-3600484.  Fax:  01-3640327 


INTERNATIONAL  BUSINESS  UNITS 

•  Nicosia:  21  Evagoras  Avenue. 
Tel:  357-2-467700.  Fax:  357-2-368612 

•  Umassol:  Ay.  Zonls  &  Thessalonlkls  Str.,  Pentadromos  Centre. 
Tel:  357-5-341910,  Fax:  357-5-358768 

•  BANK  OF  CYPRUS  (LONDON) 

27/31  Charlotte  str.,  London  W1P  2HJ, 
Tel:  0171-304  5800,  Fax:  0171-637  1677 


Bank  of  Cyprus 


HUNDRED  YEARS  AHEAD 


CYPRUS 


Cyprus  has  been  working  toward 
admission  since  1972,  when  it  signed 
an  Association  Agreement.  Later, 
Cyprus  signed  a  Customs  Union 
Protocol  in  1987,  and  submitted  a 
formal  application  for  membership  in 
July  1990.  Finally,  in  October  1993, 
the  Council  of  Ministers  recognized 
Cyprus'  European  identity  and 
character,  along  with  its  commitment 
to  joining  the  Community.  The 
Council  invited  the  Commission  to 
open  substantive  discussions  with  th 
government  of  Cyprus  to  help  it 
prepare  for  the  accession  negotiations 
to  follow  later  on.  These  negotiations 
are  now  set  to  begin  six  months 
after  the  completion  of  the 
Intergovernmental  Conference  (IC), 
as  confirmed  by  the  Council  on 
behalf  of  the  EU  in  March  1995,  anc 
reconfirmed  since  then.  The  EU  is 
thus  committed  to  include  Cyprus 
(and  Malta)  in  the  next  phase  of  its 
enlargement. 
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Solon  Triantafyllides,  Chairman,  Bank  of  Cyprus  Group 

Ibffshore  clients,  further  underscoring 
1  :he  island's  transformation  as  a  center 
|i  or  business. 

Two  Cypriot-owned  business 
groups  are  worth  mentioning  for  their 
successful  international  operations. 
3ne  is  J  &  P  International  Building 
ind  Civil  Engineering  Contractors, 
vith  offices  in  North  Africa,  the 
Vhddle  East  and  Pakistan,  and 
lissociate  offices  in  the  U.S.,  the  U.K. 
tnd  Greece.  J  &  P  holds  one  of  the 
ppmost  positions  among  international 
j  onstruction  companies  with  annual 
evenues  of  over  US  $500  million.  The 
>ther  group  worth  noting  is  the  NKS 
proup  of  Companies  (Shacolas)  which 
jeported  worldwide  revenues  or  US 
■500  million  and  employs  over  3,000 
ieople.  The  NKS  group  comprises 
|  diverse  range  of  businesses, 
including  import  and  distribution, 
Manufacturing,  property,  retailing, 
jhipping  and  international  trading. 

I'he  Central  Bank:  Manager  of 
(Cyprus'  Economy 


he  Central  Bank  of  Cyprus  is 
le  equivalent  of  the  U.S.  Federal 
Reserve.  Established  in  1963  as  an 

tonomous  institution,  its  main 
i  urpose  is  to  foster  monetary  stability 
id  advantageous  credit  and  balance 
payments  conditions.  The  Bank 
,51  :rves  four  functions.  It  is  the  banker 
id  financial  agent  of  the  government, 
market  maker  in  the  Cyprus 
■  i  ound  ,  administrator  of  the  country's 


international  reserves  and  exchange 
controls,  and  supervisor  of  onshore 
financial  institutions  and  companies. 

Today  the  Bank  sits  at  the  apex 
of  the  country's  banking  system.  It 
comprises  eight  onshore  commercial 
banks,  four  specialized  financial 
institutions,  thirty  offshore  banking 
units,  eight  offshore  representative 
offices  or  foreign  banks  and  a  number 
of  leasing  companies. 

In  the  aftermath  of  the  Turkish 
invasion,  the  Bank  was  instrumenral 


Afxentis  Afxentiou,  Governor  of  the  Central 
Bank  of  Cyprus 

in  reactivating  the  economy  and 
promoting  Cyprus  as  an  ideal  financial 
and  business  center  for  the  Eastern 
Mediterranean,  the  Middle  East 
and  the  former  Soviet  Republics. 
In  so  doing,  the  Bank  has  played 
a  significant  role  in  shaping  the 
country's  economic  future.  Ever 
since  the  first  economic  incentives 
were  introduced  in  1975  (including 
a  tax  rate  of  only  4.25%  on 
profits  and  no  restrictions  on  the 
repatriation  of  profits),  the  Bank  has 
issued  over  26,000  permits  for 
offshore  enterprises. 

Today,  the  fastest-growing 
operations  involve  ship  management 
and  maritime  services.  Many  of  these 
enterprises  operate  from  the  offices 
of  lawyers  and  accountants  offshore. 
However,  approximately  1,200  of 
them  (including  multinationals) 
maintain  offices  onshore.  The 
majority  of  expatriate  employees 


bring  their  families  to  Cyprus  and 
take  advantage  of  its  excellent 
multilingual  school  system,  crime 
and  pollution-free  environment  and 
low  cost  of  living.  According  to  the 
Union  Bank  of  Switzerland  survey 
on  Prices  and  Earnings  Around  the 
World,  these  incentives  help  make 
Nicosia  the  cheapest  business  center 
in  western  Europe. 

Under  the  able  stewardship  of 
Mr.  Afxentis  Afxentiou,  its  governor 
for  the  past  sixteen  years,  the  Central 
Bank  has  had  an  enviable  record 
in  two  critical  areas.  First,  the 
anticipation  of  eventual  accession 
into  the  EU  has  helped  Cyprus 
maintain  domestic  financial  stability, 
including  the  restructuring  and 
liberalization  of  the  financial  sector. 
Second,  it  has  elevated  Cyprus  into 
an  international  gateway  by 
providing  necessary  guarantees  and 
financial  incentives.  Along  with  the 
support  of  the  government,  the 
private  sector  and  its  industrious 
population,  Cyprus  is  ready  to  take 
on  the  challenges  of  the  21st  century. 
°(CY  £1  =  ECU  1.71,  US  $2.02) 


CYPRUS  PROFILE 

PRESIDENTIAL  REPUBLIC,  ESTABLISHED  IN  1960 
AREA:         3,572  sq.  miles  (9,251  sq.  kms) 
CAPITAL:  Nicosia 

POPULATION:  736,000  (1995  est.)  of  whom  623,000 
(84.7%)  are  members  of  the  Greek 
Cypriot  community,  90,000  (12.3%)  are 
members  of  the  Turkish  Cypriot  community, 
and  the  balance  (3%)  are  foreigners 
residing  in  Cyprus. 

OFFICIAL 

LANGUAGES:  Greek  and  Turkish  (English  is  widely  spoken) 
INCOME  PER 

CAPITA:        US  $13,600  (approx.) 


Written  by  Marios  L.  Evriviades,  Professor  of 
International  Relations  at  the  Athens  University 
of  Economics  and  Business 
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There's  been  a  iot  of  gloom  in  the  record  industry. 
But  don't  mistake  a  cyclical  slowdown  for  depression. 


By  Peter  Newcomb 

It's  Grammy  night  in  New  York, 
and  Sony's  Tommy  Mottola  is  back- 
slapping  happy.  And  why  not?  Every- 
where, every  day,  everyone  disses  the 
of  the  music  business.  Yet  right 
•re,  at  Tommy's  techno-lounge 
GraWny  party,  stands  Sony's  Celinj^ 
Dion,  SO  million  records  and^still 
counting,  (  'hitching  his  arm  is  Sony 
songstress  Gloria  Esjtefan,  40  million 
and  still  counting.  Over  bv  the  open 
bar,  Sony's  rapTHiyilllll  and  blues  act 
the  Fugees,  13  million  and  still 
counting.  And  then  there's  .  .  .  Fiona 
Apple.  Just  19  years  old,  fresh  and 
innocent,  only  25  weeks  on  the 
charts,  1  million  records  sold  and 
very  much  still  counting. 

The  record  industry  is  in  bad 
shape,  is  it?  Mottola  doesn't  think  so. 
Nor  do  David  Bowie  and  Prudential 
Life  Insurance.  Bowie,  that  aging  ch- 
ch-changing  rocker  and  husband  of 
model  Iman,  just  sold  $55  million  of 
bonds  (that's  right,  good  old-fash- 
ioned bonds,  not  records)  to  Pru- 
dential. Paying  7.9%,  the  bonds  are 
backed  by  royalties  from  "Changes," 
"Suffragette  City"  and  "Young 
Americans" — all  titles  in  Bowie's 
100-plus  catalog  of  songs. 

But,  no  question,  the  record  busi- 
ness has  taken  some  hits  lately. 
■  After  more  than  a  decade  of  dou- 
ble-digit sales  gains,  the  $12.5  bil- 


lion U.S.  market  seems  stalled  at  a 
paltry  2%  annual  growth  rate. 

■  1  lot  acts  like  Pearl  Jam  and  Hootie 
and  the  Blowfish  burst  onto  the 
scene,  only  to  come  out  with  "disap- 
pointing" follow-up  albums  that 
sold  a  few  million  rather 
dian  ten. 

■  Slick  retail  chains  like  Camelot  and 
Wherehouse  went  expansion  crazy, 
only  to  fall  into  bankruptcies. 
Musicland,  the  nation's  largest  music 
retailer,  dragged  investors  down  big- 
time:  the  stock  trades  at  around  $1, 
more  than  20  points  off  its  high. 

■  MTV,  long  one  of  the  industry's 
strongest  marketing  muscles,  is  now 
chiefly  a  programmer  of  whiny  teen 
shows  like  Real  World. 

■  There's  new  competition  for  kid- 
die dollars,  from  64- bit  computer 
games  to  Pentium-powered,  on-line 
chat  to  bungie  jumping. 

■  Sales  of  tried-and-true  catalog 
titles,  from  Sinatra  to  the  Stones, 
have  dried  up.  Consumers  may  be 
closer  than  ever  to  replacing  the  last 
of  their  beloved  vinyl  records  with 
compact  discs. 

And  there's  O.J.  His  nightly  Court 
TV  appearances  were  actually  fingered 
by  one  executive  as  a  source  for  his 
company's  woes.  "Nineteen  ninety- 
six  was  the  year  of  distraction," 
declared  Charles  Koppelman,  chair- 


man of  EMI-Capitol  Music  Group.  i 

But  don't  you  be  distracted.  Over- 
all the  music  business  is  in  pretty  \ 
good  shape. 

A  flurry  of  young  vixens — like 
Fiona,  Jewel  and  Erykah  Badu — and 
hot  new  groups  with  hot  young 
babes — like  Spice  Girls  and  No 
Doubt — are  music  to  the  industry's 
ears  (low  royalty  payments,  big  sales). 
Sony  Music  Entertainment,  Time 
Warner's  Warner  Music  Group,  Poly- 
Gram,  EMI,  Seagram's  Universal 
Music  Group  and  Bertelsmann  con- 
tinue to  generate  record  unit  volume 
(particularly  overseas).  The  much- 
maligned  MiniDisc  format  is  actually 
catching  on. 

After  all,  you  would  expect  some- 
thing of  a  leveling  off  after  the  last 
decade  in  the  music  business.  The  ; 
explosive  growth  in  sales  triggered  by 
the  CD — from  $3.8  billion  in  1983  to  \ 
$12.5  billion  last  year — made  a  lot  of  \ 
people  a  lot  of  money.  David  Geffen  I 
and  Richard  Branson  became  billion-  j 
aires.  Stars  like  Madonna  and  Michael 
and  Janet  Jackson  outearned  most  j 
corporate  moguls. 

So,  yes,  the  pace  slowed  a  bit.  As  j 
the  compact  disc  matured,  sales  of  i 

old  titles  came  to  a  trickle.  New  ' 

i 

releases  by  bands  like  Pearl  Jam  and  i 
R.E.M.  sold  far  less  than  what  was  j 
expected.  The  result:  a  shakeout.  i 


Invented  in  the  1880s  by 
Alexander  Graham  Bell's  cousin, 
the  wax  cylinder  paved  the  way  . 
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. . .  vinyl  records  carried  the  tune  for  most  of 
the  century,  from  Big  Bands  to  pig  bands  . .  . 


#  314  S3? 


V 


utive  shuffle  that 
'oh/Gram,  which 
Island  Records 


Music  honchos  embarked  on  a™ 
confused  even  insiders  (see  box,  f\ 
went  on  a  $750  million  buying  sprl 
and  A&M  Records,  had  a  lot  of  weight  to  lose.  Last  year 
PolyGram  made  its  move,  cutting  450  ffobsSind  taking  a 
$90  million  reorganization  charge.  Thinned  and  trimmed, 
PolyGram  stock  now  trades  at  around  44,  18  points  off 
its  52-week  high. 

In  the  slowdown/shakeout  overexpanded  retailers, 
already  under  pressure  from  Wal-Mart,  closed  hundreds 
of  stores  or  went  bankrupt. 

But  don't  confuse  this  with  depression  or  even  reces- 
sion. "A  little  shaking-out  is  healthy  if  a  lot  of  underper- 
forming  stores  close,"  says  Russell  Solomon,  owner  of 
Tower  Records,  one  of  the  smartest-run  music  chains.  "It 
isn't  slipping  anymore,"  he  notes.  Robert  Higgins,  pres- 


Sound  trends 


Number  of  albums  that  sold 
2  million  or  more  in  the  U.S. 

108 


234 


138 


1986  1991 

Source-.  Recording  Industry  Association  of  America. 

Millions  of  units  sold  worldwide 
Compact  disc  hardware 


1996 


MiniDisc  hardware 
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0.1 
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Sources:  Forbes  estimates:  Sony  Electronics 
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Shania  Twain 
With  10  million 
records  sold, 
who  needs 
Garth  Brooks? 


ident  of  the  country's  second-largest  music  seller,  Trans 
World  Entertainment,  closed  or  relocated  265  stores,  and 
aggressively  renegotiated  the  leases  on  many  of  his  other 
mostly  mall-based  stores.  His  moves  paid  off:  Sales  are  up 
an  estimated  6%  so  far  this  year,  and  he  plans  to  open 
another  two  dozen  or  so  new  stores  later  this  year. 

"Sales  of  back  catalog  has  pretty  much  exhausted 
itself,"  admits  Jay  Berman,  chairman  of  the  Recording 
Industry  Association  of  America.  "This  car  is  running  on 
gas  that  was  just  put  in." 

What's  that  mean?  That  today's  kids  don't  want  to  hear 
records  made  by  people  their  grandfather's  age.  But  new 
acts,  when  they  do  sell,  sell  more  records  than  ever  before. 
It  wasn't  that  long  ago  that  an  album  going  multiplat- 
inum — industry  parlance  for  unit  sales  of  2  million  or 
more — was  cause  to  party.  In  today's  market  2  million 
units  is  commonplace  (see  chart,  left).  Last  year's  biggest- 
selling  album  was  ]agged  Little  Fill  by  Maverick  Records 
act  Alanis  Morissette.  Released  in  1995,  the  record  piled 
up  over  24  million  units  worldwide,  making  it  the 
biggest-selling  debut  record  in  industry  history.  For  Time 


Records  continue  to  sell  in  ever  increasing 
numbers  while  the  prospect  for  new  formats 
like  MiniDisc  looks  promising. 
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Musical  chairs 

Revolving  door  policies 
are  nothing  new  in  the 
record  business,  but  has 
there  ever  been  a  greater 
exodus  than  that  from 
Time  Warner's  Warner 
Music  Group?  Much  of 
the  blame  can  be  pinned 
on  Warner's  late  founder, 
Steve  Ross,  who  surpris- 
ingly appointed  an  indus- 
try outsider,  Robert  Mor- 

Mo  Ostin 


gado,  to  run  the  music 
group  in  1990.  Morgado, 
chief  of  staff  during  Gov- 
ernor Hugh  Carey's 
administration  in  New 
York,  made  fast  work 
alienating  just  about  every 
label  head  in  the  Warner 
music  family.  His  fatal 
mistake:  failing  to  recog- 
nize how  strong  the  alle- 
giances ran  between 
Warner  Bros.  Records' 
chief,  Mo  Ostin,  and 


other  Warner  executives. 
When  Morgado  cut  Ostin 
loose  in  1994,  he  created 
a  mutiny  that  forced  Time 
Warner's  chief,  Gerald 
Levin,  to  choose  between 
him  or  a  handful  of 
Ostin's  allies.  Levin  axed 
Morgado  in  May  1995. 

Put  in  Morgado's  place 
was  HBO  head,  Michael 
Fuchs,  who  quickly  sent 
many  of  Morgado's  foes 
packing.  But  only  six 


months  later,  Fuchs,  who 
had  retained  his  HBO 
duties,  talked  himself  out 
of  his  job  by  openly  com- 
plaining about  Ted 
Turner's  impending  role 
at  Time  Warner.  Fuchs  is 
now  seen  only  rarely  at 
industry  black-tie  events. 

Below,  a  handful  of 
music  executives  who  took 
a  spin  on  the  executive 
turntable. 


Legendary  music  man 
behind  Warner  Bros. 
Records.  Perhaps  the  only 
entertainment  executive 
on  earth  who  avoids  the 
media.  Reluctant  focus  of 
Warner's  music  upheaval. 
After  several  "retirement" 
parties,  went  to  Dream- 
Works Records  to  set  up 
new  label  with  David 
Geffen. 


The  Big  Six:  who's  hot, 


Doug 

Ran  Atlantic  'Records  for 
years  under  Ahmet  Erte- 
gun's tutelage.  Became 
head  of  fVarner  Music's 
U.S.  dpjpations  July  1994; 
pushed  wit  by  Michael 
Fuchs  bib  War  later.  To 
MCA;  renamed  Universal 
Music  GroupYforced  out 
Al  Teller.X^sn^sold  50% 
of  Interscope  Records  for 
$125  million  in  1995.  At 
Universal,  Morris  spent 
$200  million  for  same  50% 
months  later.  Paid  off: 
Interscope  hottest  label 
around. 


Goldberg      Al  Teller 


|»hmer  talent 
manager,  key 
player  in 
Warner  Music 
mutiny, 
i  Moved 
i  n  >m  Los  Ange- 

to  take  over 
\tl antic  Records 
J  presidency  in 
New  York. 
Moved  back  to 
rLos  Angeles  to 
assume  Mo  Ostin's  job  at 
Warner  Bros.  Records. 
Fled  Warner  three  months 
after  Doug  Morris  left. 
Now  president  of  Poly- 
Gram's  Mercury  Records 
unit,  enjoying  6  records  in 
the  top  100. 


Former  Columbia  Records 
president  under  Walter 
Yetnikoff's  tumultuous 
regime  at  CBS  Records. 
Left  to  run  mca's  music 
division  1988.  Jettisoned 
by  Doug  Morris  in  1996, 
established  independent 
label  Red  Ant;  sold  to 
Alliance  Entertainment 
Corp.  one  month  later. 
Now  Teller  has  ambitious 
plans:  He  is  attempting 
to  turn 
Alliance  into 
the  seventh 
major  record 
distributor. 


Sony  Music  Entertainment 

Industry  leader  with  $4.8  billion  in  sales.  Stable  management,  deep  catalog,  but  only  10%  of  Sony  Corp.'s  overall 
business.  Possible  ipo  play  if  Sony  Corp.  President  Nobuyuki  Idei  spins  off  entertainment  assets. 

Warner  Music  Group 

Best  company  in  the  business  before  Robert  Morgado,  government  wonk  turned  record  mogul,  blew  it  apart  two  years 
ago.  Time  Warner  stock  completely  missed  recent  bull  market.  Maybe  Ted  Turner  can  give  it  the  goose  it  needs. 

PolyGrant 

Bought  into  the  pop  business  big  time  with  a&m  and  Island  purchase.  Recently  slashed  staff,  took  $90  million  charge. 
Stock  off  18  points  from  its  52-week  high.  Now  give  Chris  Blackwell  and  Danny  Goldberg  room  to  operate. 

Universal  Music  Group 

Formerly  mca,  now  part  of  Seagram.  Staff  cuts  at  Geffen  and  dgc  helped,  but  both  labels  ice-cold  since  their  founder 
left  for  DreamWorks.  Owns  50%  of  Interscope,  industry's  hottest  label.  Is  there  really  synergy  between  records  and  liquor? 

EMI  Group 

Recently  split  off  from  U.K.  lighting  and  rental  company  Thorn  Pic.  Paid  $1  billion  for  Richard  Branson's  Virgin. 
Now  enjoying  record  market  share,  but  perennial  takeover  rumors  have  kept  stock  overly  valued. 

Bertelsmann  Music  Group 

Thank  God  for  Clive  Davis.  What  more  can  you  say?  Well,  they  do  own  rca  and  its  strong  country  music  operations. 
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Erykah  Badu 
More 

approachable 
music  means 
more  music 
buyers. 


Warner,  Jagged  Little  Pill  alone  contributed  an  estimated 
$200  million  in  revenue — a  much -needed  infusion  for  the 
overindebted,  overhead-heavy  corporate  parent. 

Sony  Music  distributed  four  of  the  top  ten  bestselling 
records  released  last  year.  Among  them  was  Celine  Dion's 
Falling  Into  You,  23  million  copies  sold,  and  Mariah 
Carey's  Daydream,  more  than  19  million. 

What  the  more  mature  buyers  seem  to  want  now  is 
more  approachable  music.  The  industry's  biggest 
buyers — teenagers — continue  to  purchase  large  numbers 
of  the  industry's  previous  craze,  rap  and  hip-hop  albums. 
But  the  upper  demographic,  the  24-to- 38 -year-olds,  most 
of  them  women,  were  turned  off  by  the  often  violent  con- 
tent of  rap  lyrics.  Many  found  refuge  in  country  music 
(Forbes,  Mar.  2,  1992).  The  new  stars  are  bringing  back 
many  of  those  buyers.  "This  new  music's  not  about  who's 
shooting  who  or  who's  taking  people  out  in  body  bags," 
says  Virgin  Records  President  Phil  Quartararo.  "It's 
about,  'We're  going  to  have  fun.'" 

Quartararo's  certainly  having  lots  of  fun  with  the  Spice 


Spice  Girls 

Tapping  into  the  training-bra  crowd. 
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the  8-track  tape  went  the  way  of) 
the  polyester  leisure  suit .  . 


Girls,  a  group  of  five  steamily  dressed  young  women  who 
sing  candy-coated  pop  songs.  Quartararo's  betting  he  can 
tap  into  the  training-bra  crowd  the  same  way  Columbia 
Records  did  seven  years  ago  with  the  multi-million-sell- 
ing boy  band  New  Kids  on  the  Block. 

Nashville,  too,  continues  to  deliver  new  hits.  Its  biggest 
seller  last  year  was  Shania  Twain,  whose  second  record  for 
PolyGram's  Mercury  Records  sold  10  million  units — the 
biggest-selling  record  ever  by  a  female  country  star.  And 
in  a  feat  accomplished  only  by  country's  last  sensation, 
Garth  Brooks,  14-ycar-old  phenom  LeAnn  Rimes 
debuted  on  the  pop  200  charts  at  number  one,  giving  the 
young  blonde  two  of  the  nation's  top  ten  records. 

International  sales?  The  U.S.  market,  which  accounts 
for  only  about  one-third  of  the  $40  billion  global  pie,  has 
slowed  down  in  total  dollars,  but  many  international 
markets  are  gathering  steam.  Large  developing  markets 
like  Brazil  and  Mexico  are  up  20%  to  30%.  More  than 
half  of  Warner  Music's  $3.9  billion  in  revenue  comes 
from  overseas.  Put  a  few  renminbi  or  rupees  in  young 
people's  pockets  and  music  is  one  of  the  first  things 
they'll  buy. 

For  stars  who  successfully  cross  international  borders, 
the  upside  is  tremendous.  Sony's  Celine  Dion,  for  exam- 


Jewel 

Two  years  after 
the  first  single, 
number  six  on 
the  charts. 


pie,  sold  more  than  9  million  copies  of  her  latest  record 
in  the  U.S.  Abroad?  Another  14  million  copies. 

The  fact  that  today's  pop  music  charts  are  so  top-heavy 
with  new  stars  has  the  record  labels  licking  their  chops. 
Where  established  acts  like  Aerosmith  and  Madonna  often 
extract  royalties  of  25%  of  retail  sales,  the  new  acts  get 
only  about  half  that. 

And  in  an  arrangement  standard  in  the  record  business, 
the  talent  pay  all  the  costs  for  their  shot  at  fame.  For  new 
acts,  that  tab  for  marketing  and  publicity  and  recording 
costs  can  easily  surpass  $1  million.  The  record  company 
foots  the  bill  in  the  form  of  an  advance,  but  begins  col- 
lecting against  that  advance  with  the  first  record  sold.  The 
performers  won't  see  a  nickel  until  those  upfront  costs  are 
recouped.  For  most  acts  that  means  sales  of  some 
800,000  copies — a  fairly  hefty  number. 

Of  course,  only  about  one  in  five  new  acts  actually 
makes  money,  but  the  way  the  deals  are  structured  the 
losses  are  kept  to  a  minimum. 

Sales  of  audiotapes  continue  to  decline,  but  two  major 
factors  almost  guarantee  continued  growth.  One  is  the 
burgeoning  consumer  buying  power  in  developing 
nations.  The  other  growth  dynamic  is  the  coming  change 
from  analog  technology  to  digital — new  formats  like  dig- 
ital video  disc  (dvd)  and  MiniDisc,  a  recordable  2.5-inch 
optical  disc.  Trashed  early  on  by  critics  who  thought  it 
was  a  sleazy  attempt  by  the  record  companies  to  get  con- 


sumers to  replace  their  newly  purchased  CDs,  MiniDisc 
was  really  developed  to  replace  the  cassette  tape.  It's  start- 
ing to  catch  on.  Worldwide  sales  of  MiniDisc  hardware 
tripled  last  year  (see  chart,  p.  92). 

Due  to  launch  in  just  a  few  weeks,  DVD  will  be  intro- 
duced mostly  as  a  home  video  and  computer  product.  But 
with  storage  capacity  more  than  seven  times  that  of  con- 
ventional CDs,  look  for  the  record  companies  to  devise 
new  ways  to  repackage  the  same  old  hits  with  added 
enhancements.  "It's  ridiculous  to  think  that  there  will 
never  be  another  format,"  says  Danny  Goldberg,  presi- 
dent of  Mercury  Records.  "It's  happened  nearly  every 
decade,  and  it's  going  to  happen  again." 

Also  look  for  the  record  labels  to  seek  new  ways  to  dis- 
tribute product.  Grocery  stores,  airport  vending 
machines,  theater  lobbies — the  labels  will  undoubtedly 
pursue  these  and  other  nontraditional  retailing  venues  to 
attract  more  buyers.  And  then  there's  the  Internet.  What- 
ever else  it  is,  or  isn't,  the  Internet  will  create  new  ways 
for  people  to  buy  music. 

Having  swept  the  Grammy  awards  last  month,  Sony's 
Mottola  isn't  losing  sleep  over  the  industry's  slowing 
sales.  "With  developing  artists  like  Fiona  Apple,  it's 
impossible  to  predict  whether  they'll  sell  10,000  or  10 
million  albums,"  he  says.  "What  we  do  know  is  that  when 
they  connect  with  the  consumer,  there's  no  question  that, 
in  today's  marketplace,  the  sky's  the  limit."  M 


but  the  recordable  MiniDisc  is 
catching  on.  Next  up:  DVD. 
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It's  an  all  too  familiar  equation  - 
time  spent  in  meetings  versus  time 
spent  in  the  trees.  How  will  you 
net  out?  Either  way,  you'll  find  a 
worthy  escort  in  the  Lexus  LX  450. 
Your  business  pursuits  will  be  well 
served  with  such  refined  interior 
amenities  as  automatic  climate 
control,  multi-adjustable  power 
front  seats  and  roomy  seating  for 
seven.  Then  again,  perhaps  you 
would  rather  conduct  business 
with  a  mountain.  In  which  case, 
its  full-time  four-wheel  drive  and 
powerful,  high-torque  engine  will 
take  you  to  serious  heights.  Drive 
one  at  your  local  Lexus  dealer. 
And  feel  free  to  dress  accordingly. 
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The  Relentless  Pursuit  Of Perfection. 


©1997  Uxus,  A  Division  Of  Toyota 


Inc.  Lexus  reminds  you  to  wear  seatbrlts,  secure  children  in  rear  seat  and  obey  all  speed  laws.  For  more  information,  visit  our  web  site  at  www.Uxus.com  or  call  800-USA-LKXL'S  (800-872-5398). 


Just  about  everyone— Forbes  included — 
sneered  when  Kimberly-Clark 
decided  to  take  on  Procter  &  Gamble. 
Nobody's  sneering  now— least  of  all  P&G 


The 

battle 
of  the 


bottoms 


By  Robert  Lenzner  with  Carrie  Shook 

Forbes  magazine  is  no  admirer  of  conventional  thinking, 
but,  alas,  sometimes  we  too  fall  into  the  trap  of  the  seem- 
ingly obvious.  Twenty-one  years  ago,  when  then  Neenah, 
Wis. -based  Kimberly-Clark  Corp.  decided  to  go  head-to- 
head  against  Procter  &  Gamble  in  the  diaper  business, 
this  magazine  predicted  disaster  for  Kimberly.  Should  it 
take  on  p&g's  Pampers?  Or  the  Johnson  &  Johnson 
brand?  Kimberly  was  essentially  a  maker  of  pulp  and 
paper.  What  made  it  think  it  could  take  on  the  master  of 
marketing?  What  a  dumb  idea. 

As  it  turns  out,  it  wasn't  a  dumb  idea.  In  fact,  it  was  a 
smart  idea.  The  architect  of  the  Kimberly  diapers  strate- 
gy, Darwin  Smith,  retired  in  late  1991  and  died  in  1995, 
at  age  69;  but  he  lived  to  see  his  strategy  vin- 
dicated. From  a  standing  start  in  1978,  Kim- 
berly's  share  of  the  $3.8  billion  North  Ameri- 
can market  for  disposable  diapers  eventually 
climbed  to  33%  despite  a  shrinkage  of  the  over- 
all market,  p&g's  share  has  dropped  from  70% 
to  41%.  Bloodied  giant  J&J  bowed  out  in 
1981.  (Most  of  the  other  25%  is  accounted  for 
by  private-label  producers.) 

How  Kimberly  did  it  is  a  tale  of  brilliant  mar- 
keting and  smart  corporate  thinking.  If  it  still 
trails  p&g  in  diapers,  Kimberly  beats  the  colos- 


sus from  Cincinnati  in 
most  paper  categories  in  North  America  where  they  com- 
pete head-on  (see  bottom  chart,  p.  101).  With  brand  names 
like  Kleenex,  Kotex,  Huggies,  Depend  and  Scott,  Kim- 
berly-Clark is  now  one  of  the  largest  consumer  product 
companies  in  the  world. 

P&G  earned  $3  billion  last  year  on  revenues  of  $35  bil- 
-nearly  three  times  Kimberly's  sales  and  double  its 


lion- 


"If  arbitration 
breaks  down, 
it'll  be  like 
nuclear  bombs 
going  off.  It'll 
be  ugly." 


net  profit,  p&g's  overall  advertising  and  promotion 
spending  hit  $3.3  billion  last  year,  to  Kimberly-Clark's 
$1.4  billion  on  far  fewer  products.  Although  far  bigger 
than  Kimberly,  p&G  wasn't  unbeatable  after  all. 

By  some  measures  of  profitability — return  on  equity 
and  net  profit  margins — Kimberly-Clark  socks 
it  to  P&G  (see  top  chart,  p. 101). 

None  of  this  just  happened.  A  couple  of 
decades  ago  Kimberly's  top  management  made 
a  fateful  decision.  At  the  time  the  company  had 
a  kind  of  split  personality.  Most  of  its  capital  was 
invested  in  trees,  in  paper-  and  pulpmaking — 
commodity  businesses — but  its  best  profits 
came  from  the  marketing  of  disposable  tis- 
sues— its  brand  name,  Kleenex,  was  almost  syn- 
onymous with  the  product.  If  the  company 
stayed  in  the  business  of  growing  trees  and  con- 
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verting  them  into  pulp  and  paper,  it  would  be 
just  an  thei  maker  of  low-margin  commodity 
products,  [fit  wanted  to  flourish,  it  would  have 
to  go  the  Kleenex  route  but  on  a  broader  scale, 
>ut  more  products  to  put  through  the 
i  <  inner  distribution  pipeline  Kleenex  itself 
might  prove  vulnerable.  Getting  into  diapers, 
the  most  promising  new  product,  would  mean 
taking  on  the  Wizards  of  Cincinnati. 

"Every  morning  I  look  in  the  mirror  and  ask 
how  I  can  beat  the  hell  out  of  P&G,"  says  Kim- 
berly  Chief  Executive  Wayne  Sanders,  49. 
"And  I  want  every  one  of  my  employees  to  do  the  same." 
Sanders  became  chief  executive  in  1991,  when  Smith 
retired. 

Under  Sanders,  Kimberly  made  the  move  that  cement- 
ed its  position  as  the  world's  leading  tissue  company:  the 
1995  acquisition  of  Scott  Paper  Co.  for  $9.4  billion. 

Well  aware  of  the  threat  posed  by  a  Kimberly/Scott 
combination,  P&G  Chief  Executive  John  Pepper  tried  to 
block  or  delay  the  transaction.  Sanders  says,  "When  we 
bought  Scott,  they  [p&g]  tried  to  hold  us  up  by  charging 
antitrust  violations  with  the  Justice  Department  and  the 

Beating  up  on  P&G 

Kimberly-Clark  has  a  larger  U.S.  market  share  than  P&G  in 
both  small  and  large  product  segments — from  facial  tissue 
to  feminine  care  to  baby  wipes,  according  to  A.C.  Nielsen 
market  share  data  for  the  52  weeks  ended  Dec.  21, 1996. 


Diapers 


P&G  wanted  to 
"financially 
paralyze" 
Kimberly-Clark 
with  "predatory" 
behavior. 
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Training  &  youth  pants 
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Commission  of  the  European  Community. 
They  slowed  the  merger's  approval  process. 
They  tried  to  force  us  to  divest  more  opera- 
tions than  we  were  willing." 

Finally  in  June  1996,  six  months  after  the 
deal  closed,  Kimberly  appeased  regulators  by 
selling  its  highly  profitable  Baby  Fresh  wipes 
for  $220  million.  The  buyer:  P&G. 

In  buying  Scott,  Kimberly  almost  doubled 
its  revenues,  obtained  near-monopoly  in  the 
fast-growing  Mexican  tissues  market  and  added 
the  highly  regarded  Scott  brand  to  Kimberly's 
portfolio  of  brand-name  products.  Kimberly's  share  of 
bathroom  tissue  sales  leapfrogged  from  5%  to  31%  of  the 
market.  Its  share  of  the  household  towel  market  more 
than  tripled,  to  18%.  And  then  there  were  overhead  sav- 
ings gained  from  combining  the  businesses — $280  mil- 
lion last  year,  likely  to  grow  to  an  annual  rate  of  $500  mil- 
lion next  year. 

An  engineer  by  training,  Wayne  Sanders  earned  his 
degree  from  Illinois  Institute  of  Technology  in  Chicago 
and  joined  Ford  Motor  as  a  financial  analyst  in  1972.  He 
was  lured  to  Kimberly-Clark  in  June  1975  as  a  financial 
analyst.  By  1987  Sanders  was  running  Kimberly's  Hug- 
gies diaper  operation  and  began  working  on  increasing  its 
market  share. 

If  this  sounds  easy,  then  you  don't  know  P&G.  The 
Cincinnati  juggernaut  fought  Sanders  for  every  inch  of 
shelf  space  and  for  every  dollar.  P&G  brought  four  major 
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Kimberly-Clark 


patent  violation  suits  in  the  U.S. 
and  Canada  against  Kimberly.  In 
one  of  these  suits  P&G  lawyers 
tied  up  Sanders  for  19  straight 
days  in  Canada  giving  a  deposi- 
tion. Kimberly  obtained  p&g 
internal  documents  showing  that 
p&g  wanted  to  "financially  para- 
lyze" Kimberly  with  "predatory" 
behavior.  P&G  wanted  to  force  a 
recall  of  all  Kimberly's  diapers. 

As  the  lawsuits  dragged  on, 
P&G  did  slow  Kimberly- Clark's 
growth.  Between  1985  and  1992 
Kimberly's  market  share  in  dis- 
posable diapers  dropped  from 
32%  to  29%. 

Darwin  Smith  and  Sanders 
had  to  find  a  chink  in  p&g's 
armor.  They  found  it  in  Mexico. 
In  1990  Kimberly's  Mexican 
operation,  K-C  de  Mexico,  sued 

P&G  de  Mexico,  charging  it  with  violating  a  Kimberly 
patent.  This  was  much  more  serious  than  it  sounds.  Since 
stealing  a  patent  is  a  criminal  offense  in  Mexico,  Kimber- 
ly's action  threatened  p&g's  top  executive  in  Mexico  with 
jail  time. 

Mexican  jails  are  not  pretty.  Sanders  smiles  when  he 
recalls  that  the  Mexican  gambit  concentrated  p&g's  mind 
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Price  on  Mar.  3,  1997 
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$50,300 


Making  money 

Since  1976,  $1,000 
in  Kimberly  grew  to 
$50,300,  but  only 
$22,880  in  P&G. 


Value  of  $1,000  invested  on  Feb.  28,  1976* 

'Assumes  dividends  reinvested  at  month-end. 

Sources:  Kimberly-Clark:  Procter  &  Gamble:  J. P.  Morgan  Securities:  IBES  Express. 


on  settling.  This  matter  was  settled  in  April  1992.  A 
month  later  Kimberly  and  p&g  settled  all  their  legal  dis- 
putes, including  an  antitrust  action  and  patent  disputes  in 
the  U.S.,  Canada  and  the  U.K.  Kimberly  received  almost 
$20  million  for  its  legal  expenses.  The  two  sides 
exchanged  rights  to  certain  technology 

They  also  agreed  to  take  any  future  legal  disputes  to 
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Kathi  Seifert,  head  of  Kimberly's  North  American  Personal  Care  Products  group, 
in  a  Paris,  Tex.  diaper  plant 

"We're  gaining  market  share  because  of  product  improvements  at  a  lower  cost 


arbitration.  Sanders  likens  this  confrontation  to 
the  Cold  War:  "If  arbitration  breaks  down,  it'll 
be  like  nuclear  bombs  going  off.  It'll  be  ugly. 
It'll  be  like  picking  up  the  red  phone." 

Outright  warfare  began  two  years  later  in 
1994  when  Kimberly  and  P&G  began  duking 
it  out  over  the  European  diaper  market.  Kim- 
berly charges  that  when  it  invaded  the  Conti- 
nent with  its  Huggies  diapers,  P&G  immedi- 
ately slashed  diaper  prices  sharply.  P&G  says 
that  Kimberly  started  the  price  war. 

As  a  newcomer,  Kimberly  was  hurt  more  by 
the  price  cuts  than  was  P&G,  but  Sanders  stood  his 
ground.  This  cost  Kimberly  over  $80  million  in  1996. 

p&g's  tough  pricing  had  an  unforeseen  consequence. 
It  drove  leading  French  diaper  maker,  Peaudouce,  to  the 
wall  and,  last  year,  into  the  arms  of  Kimberly.  With  the 
acquisition  of  Peaudouce,  Kimberly's  share  of  diapers  in 
France  rose  to  30%.  Sanders  now  predicts  that  Kimber- 
ly's European  diaper  operations  will  break  even  some- 
time in  1998. 

When  Kimberly  entered  the  Argentinean  diaper  market 
it  was  almost  a  repeat  of  the  European  situation.  The  local 
manufacturer  was  driven  to  sell  a  third  of  its  interest  to 
Kimberly.  This  raised  its  market  share  to  41%. 

While  Sanders  was  brawling  with  p&g  in  courtrooms 
and  markets  around  the  world,  he  was  also  accelerating 
Darwin  Smith's  program  of  shedding  Kimberly-Clark's 


Kimberly-Clark 
is  becoming 
a  full-fledged, 
global  consumer 
products 
company. 


forest  products  operations.  That  was 
the  basic  strategy  for  Kimberly-Clark: 
Switch  resources  from  low-profit, 
capital-intensive  commodity  busi- 
nesses into  the  more  profitable  end- 
product  marketing. 

In  1992  Kimberly-Clark  was  still 
hobbled  by  a  management-distract- 
ing hodgepodge  of  operating  units. 
These  included  a  trucking  company, 
a  beauty  parlor/barber  shop  opera- 
tion, a  regional  airline,  cigarette 
papers,  creaking  pulp  and  paper  mills. 
In  the  past  four  years  Sanders  has 
sold  off  all  of  these  and  other 
nonessential  operations.  Not  coinci- 
dentally,  Kimberly's  return  on  capital 
has  climbed  from  21.3%  in  1991  to 
34.5%  today. 

In  December  Kimberly  announced 
the  sale  of  its  big  pulp  and  newsprint 
mill  in  Coosa  Pines,  Ala.  and 
400,000  acres  of  supporting  timber- 
land.  More  is  to  come.  In  New  York 
late  last  month  Sanders  told  securities 
analysts  that  Kimberly  plans  to  sell 
two  more  pulp  mills  in  Canada,  a 
third  in  Spain.  A  plant  in  Yucca,  Ariz, 
will  be  shuttered.  By  the  end  of  the 
year  Kimberly's  pulp  production  will 
account  for  about  30%  of  its  world- 
wide consumption,  down  from  80% 
currently.  It's  often  cheaper  to  buy  the  stuff 
than  to  make  it,  especially  during  the  frequent 
periods  of  price  weakness  in  pulp. 

Sanders'  decision  to  get  out  of  the  pulp 
business  was  reinforced  by  events  in  April 
1996.  P&G  suddenly  reduced  prices  on  towels 
and  bathroom  tissues  by  6%  to  8%.  Pulp  prices 
had  turned  weak,  and  P&G,  which  has  gotten 
out  of  the  pulp  business,  was  simply  passing  on 
the  savings  from  its  open-market  purchases. 
Kimberly  could  match  those  prices  only  at  the 
expense  of  its  own  profits.  Sanders  doesn't 
want  to  be  in  that  position  again.  With  pulp  prices  firm- 
ing again,  he's  getting  out.  He  reckons  that  not  being 
able  to  take  advantage  of  cheap  market  pulp  cost  Kim- 
berly $120  million  last  year. 

Some  of  the  proceeds  will  be  used  to  repurchase  2.2 
million  shares  by  year-end,  on  top  of  2.1  million  pur- 
chased since  the  beginning  of  this  year  (of  281.7  million 
shares  outstanding).  But  the  biggest  part  will  go  toward 
expanding  Kimberly's  consumer  products  businesses. 
"Today,"  says  Sanders,  "we  are  in  last  stages  of  being  a 
paper  company  on  the  way  to  being  a  full-Hedged  global 
consumer  products  company." 

Wayne  Sanders  talks  often  about  "filling  in  the  matrix." 
The  filling  in,  of  course,  will  take  place  in  the  brand-new 
markets  opening  up  wherever  previously  poor  countries 
industrialize,  urbanize  and  develop  larger  middle  classes. 
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During  1996  alone,  Kimberly  bought  operations  in 
Brazil,  Costa  Rica,  the  Czech  Republic,  El  Salvador, 
France,  Honduras,  Israel,  Malaysia  and  Venezuela. 

As  American  soft  drinks,  razors,  cigarettes  and  music 
have  become  the  standards  for  developing  countries,  so, 
too,  with  tissues — yet  another  disposable  little  luxury. 

Overseas  the  fight  against  p&g  is  going  well.  Kimberly 
already  dominates  in  Mexico,  with  a  70%  share;  South 
Korea,  56%;  Australia,  36%.  The  potential  is  almost  limit- 
less. Only  10%  of  all  worldwide  diaper  use  today  is  dis- 
posable. In  Mexico  the  figure  is  30%,  in  Brazil  20%,  in 
China  practically  zero.  "As  disposable  income  per  capita 
goes  up  around  the  globe,  I  want  to  be  where  we  can  sell 
bathroom  tissue,  feminine  care,  facial  tissues  and  diapers," 
says  Sanders. 

Sanders  predicts  total  revenues  from  China  in  feminine 
care  could  be  equal  to  its  current  U.S.  market  share  of 
$560  million.  The  same  could  be  true  in  bathroom  tissue, 
where  it  has  a  $1.2  billion  market  in  the  U.S.  And  dia- 
pers? Sanders  feels  they'll  take  off  in  China,  once  per 
capita  income  reaches  $5,000.  It's  $2,500  today. 

P&G  Chairman  John  Pepper,  58,  has  a  vested  interest 
in  increasing  his  company's  overseas  market  share.  Unlike 
Sanders,  he  has  spent  much  of  his  career  overseas.  As  pres- 
ident of  p&g's  international  division  from  1990  to  1995, 
the  company  doubled  its  sales  and  profits  outside  the  U.S. 
P&G  has  been  moving  aggressively  into  China,  where  it 
now  makes  Crest  toothpaste  and  is  adding  diapers  and 
other  products  to  its  distribution  network. 

The  diaper  business  may  sound  humdrum,  but  in  fact 
technology  plays  a  big  role.  In  1989  Kimberly  invented  a 
whole  new  product  line  of  so-called  training  pants — dia- 
pers for  toddlers  age  30  months  to  4  years.  With  a  four- 
year  headstart  on  P&G  and  airtight  patents,  Kimberly  built 
a  74%  share  of  what  is  now  a  $540  million  market,  to 
p&g's  8.5%.  Better  yet,  training  pants  sell  for  39  cents 
each — almost  double  the  price  of  a  regular  diaper.  Kim- 
berly has  done  the  same  innovative  job  widi  its  Depend  in 
the  growing  adult  incontinence  market.  It  has  53.3%,  to 
P&G's  4.7%. 

In  addition,  Kimberly-Clark  is  the  only  manufacturer 
of  specially  designed  training  pants  for  kids  who  wet  their 
beds — Goodnites.  "One  machine  making  Goodnites  at 


Make  more,  use  more 

As  GDP  per  capita  increases,  so  does  the  use  of  diapers, 
feminine  care  and  tissue  products 

$30  -  -25kg 


India    China   South  Mexico  South     UK  US 
Africa  Korea 


'Includes  bath  and  facial  tissue  and  paper  towels.     Sources:  Jaakko  Poyry;  1995  World  Factbook. 


our  Paris,  Tex.  plant  produces  more  than  $100  million  a 
year — more  than  p&g's  entire  training-pants  operation," 
says  Kathi  Seifert,  the  energetic  group  president  of  the 
company's  North  American  Personal  Care  Products. 
"We're  gaining  market  share  because  of  product  improve- 
ments at  a  lower  cost." 

Kimberly  is  now  testing  a  reusable  kitchen  paper  towel 
in  Germany  that  absorbs  a  great  deal  more  liquid  than 
Procter  &  Gamble's  premium-priced  Bounty.  Kimberly 
hopes  that  this  technology  will  someday  help  them  edge 
p&g's  Bounty. 

When  we  interviewed  him  in  Kimberly-Clark's  Dallas 
headquarters  last  month,  Wayne  Sanders  complained  to 
Forbes:  "p&g  uses  its  profits  from  selling  detergents  like 
Tide  and  other  household  products  to  fight  K-c  in  diapers." 
P&G  calls  this  charge  "ludicrous." 

So,  naturally,  Forbes  asked  Sanders:  Would  you  con- 
sider acquiring  a  big  household  products  company  whose 
products  could  be  pushed  through  Kimberly's  distribu- 
tion pipelines? 

Replied  Sanders:  "Yes."  Hi 


Shortages 


Consumers  have  been  get- 
ting big  discounts  on  p&g's 
Bounty  paper  towels  and 
Charmin  toilet  paper.  Not  for 
long.  Because  merchants 
have  been  discounting  the 
popular  products  as  traffic- 
builders,  demand  rose  to  the 
point  where  P&G  has  had  to 
put  customers  on  allocation. 
"We're  working  with  our 
customers  to  plan  for  more 
conservative  merchandising 
[of  Bounty  and  Charmin] 


and  help  them  spread  their 
promotions  evenly  through 
the  year,"  says  P&G 
spokesman  Mark  Leaf. 
PaineWebber  analyst  Andrew 
Shore  believes  the  shortage 
has  enabled  Kimberly-Clark's 
paper  towel  and  bathroom 
tissue  products  to  gain  some 
market  share. 

The  situation  may  hurt 
p&G  in  one  way  but  will  help 
in  another.  Next  month  P&G 
will  launch  a  brand  extension 


called  Bounty  Rinse  & 
Reuse,  reusable  paper  towels 
that  cost  more,  sheet  for 
sheet,  than  regular  Bounty. 
With  the  launch  of  Bounty 
Rinse  &  Reuse  P&G  will  be 
shipping  about  25%  more 
paper  towels,  providing  extra 
allocations  to  merchants. 

The  products  may  be  mun- 
dane, but  there  is  never  a 
dull  moment  in  the  tissue 
business. 

-C.S.  m 
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The  care  and  feeding  of  bankers 


BY  JOHN  RUTLEDGE 


John  Rutledge  is  an 
economist  and  chair- 
man of  Rutledge  &  Co. 
a  merchant  bank  in 
Greenwich,  Conn. 
rutiedgeco@aol.com 


Bankers  probably  rank  just  above  lawyers 
Oil  the  general  popularity  scale,  but  in  my 
view  the  bankers — not  the  lawyers — are  get- 
ting a  bum  rap.  I  had  an  experience  last 
month  that  reminded  me  what  a  jewel  a 
good  banker  can  be. 

In  one  company  in  which  I  am  involved,  a 
tough,  realistic  chief  executive  had  lost  a  large 
customer  and  wanted  to  make  his  company 
profitable  at  a  smaller  size.  This  was  clearly 
the  right  thing  to  do,  but  as  every  manager 
knows,  shrinking  a  business  initially  makes  the 
numbers  worse. 

The  reason  is  obvious.  Severance  costs, 
lease  termination  expenses,  disposing  of  sur- 
plus inventory  and  other  one-time  charges 
all  hit  today  The  benefits  of  cost-cutting 
come  later.  It  usually  takes  three  to  six 
months  until  the  lines  cross.  In  this  case  the 
damage  to  cash  flow  came  at  the  worst  pos- 
sible time,  during  the  weak-cash-flow  holi- 
day season,  and  the  company  started  having 
liquidity  problems.  That  was  when  the  chief 
executive  really  needed  his  banker. 

But  he  tried  to  handle  the  problem  on  his 
own  by  stretching  his  vendors  and  not  paying 
himself.  The  problem  continued  to  worsen. 
The  man  was  a  nervous  wreck,  stalling  credi- 
tors and  scraping  for  cash,  and  his  survival 
prospects  looked  dim.  All  this  because  he  was 
either  afraid  or  too  proud  to  tell  his  banker 
the  truth  in  the  first  place.  Yet  he  had  a  busi- 
ness that  was  basically  sound  and  he  was  on 
the  right  track. 

By  the  time  I  got  involved,  things  had  got- 
ten pretty  bad.  My  first  job  was  to  figure  out 
whether  there  really  was  a  pony  underneath 
the  pile  of,  er,  problems.  Was  the  business 
worth  saving?  We  decided  it  was  a  sound 
business,  and  that  it  was  well  worth  saving. 
My  next  step  was  to  get  the  bankers  in  the 
loop  right  away.  The  business  needed  a  tem- 
porary cash  infusion  and  needed  it  badly 

As  it  turned  out,  the  bankers  were  under- 
standing, were  familiar  with  the  problems  in 
the  industry,  and  provided  the  liquidity  the 
chief  executive  needed  to  bridge  the  company 
until  the  cash  started  coming  in  faster  than  it 
was  going  out.  They  also  supported  his  busi- 
ness plan.  That  night,  the  chief  executive  slept 
soundly  for  the  first  time  in  weeks. 

How  much  exasperation  and  stress  this 


man  could  have  avoided,  had  he  leveled  with 
the  banker  at  the  start  about  how  much  cred- 
it he  would  need  to  do  the  shrinking  job. 
Odd  as  it  may  sound,  this  man  was  quite  typi- 
cal. Almost  every  businessman  I  know  tries  to 
keep  his  banker  at  arm's  length  at  all  times, 
telling  only  what  he  thinks  the  banker  wants 
to  hear.  Then,  when  he  gets  into  trouble,  he 
waits  as  long  as  possible  before  letting  the 
banker  in  on  the  bad  news.  Businessmen 
seem  to  think  the  banker  is  just  waiting  for  an 
excuse  to  pull  the  plug  on  them.  Then  they 
wonder  why  the  bankers  give  their  company's 
business  plan  a  haircut — a  20%  to  30%  reduc- 
tion— before  lending  against  it.  As  my 
teenagers  say — duh! 

It  may  seem  obvious  but  it  clearly  needs 

The  man  was  a  nervous 
wreck,  stalling  creditors  and 
scraping  for  cash,  and  his  survival 
prospects  looked  dim. 


saying:  Make  the  banker  a  member  of  your 
business  team.  Show  him  the  company's 
warts,  and  help  him  understand  why  you  still 
believe  it  is  a  great  business  anyway.  Then,  at 
the  first  sign  of  trouble,  pick  up  the  tele- 
phone and  call  the  banker  so  he  can  live 
through  the  problem  with  you.  If  you  picked 
the  right  banker  in  the  first  place — one  who 
knows  that  real  businesses  have  downs  as  well 
as  ups — he  or  she  will  be  a  real  ally  If  you 
have  the  wrong  banker — one  whose  knees 
grow  weak  at  the  first  sign  of  trouble — it  is 
better  to  find  out  early,  when  his  or  her  sup- 
port isn't  yet  a  matter  of  survival  for  you. 

One  more  piece  of  advice:  If  you  find  the 
right  banker,  don't  leave  him  for  an  old 
school  chum  who  is  working  for  another 
bank  just  because  his  bank  is  offering  lower 
fees,  a  lower  rate  on  your  loan  or  a  free  toast- 
er. At  the  end  of  the  day  you  aren't  going  to 
remember  the  interest  rate  you  paid,  and  the 
toaster  will  long  since  have  conked  out.  You 
are  going  to  remember  whether  the  banker 
was  there  when  you  needed  him. 

Let  me  put  it  this  way:  First  find  a  banker 
you  can  trust.  Then  get  him  to  trust  you  by 
sharing  information — good  news  and  bad. 
You  may  not  need  him  now— but  the  day  will 
almost  certainly  come  when  vou  will.  wm 
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The  f  1  European  Region 
for  the  past  5  years. 


Fund 


Lipper 
Rank 

Periods  Ended 
12/31/96 

#  of  Funds 
in  Category 

Average  Annual 
Total  Returns 

SEC  Standardized 
Average  Annual 

Total  Returns* 

#9 

lYear 

49 

2 

8.90% 

2390% 

#2 

3  Years 

22 

<9.737r 

19.02% 

#1 

5  Years 

17 

1 

8.68% 

18.48% 

NIA 

Life  of  Fund 

NIA 

1 

3.12% 

1312% 

N/A=Not  Applicable 


Which  European  Fund?  Dean  Witter 
European  Growth  Fund.  In  fact,  as 
the  number  of  European 
Region  mutual  funds 
nearly  tripled  in  the  past 
five  years,  Dean  Witter 
European  Growth  Fund  has 
continued  to  remain  at  the 
top,  when  it  counts:  over  the 
long  term. 


A 


$22,523 
ToBlReturn 


$20,00° 


$15,000 


$10,000 


$5,000 


Dean  Witter 
European  Growth  Fund 

Graph  of  hypothetical 
$10,000  investment 


If  s  why  over  6  million  mutual  fund 
investor  accounts  have  found  a  home 
at  Dean  Witter. 


But  Dean  Witter  offers  more 
than  just  great  numbers.  We  have  a  network  of  9,200 
Account  Executives,  each  with  the  experience  to  give  you 
the  investment  advice  that's  right  for  your  individual  goals. 


And  a  mountain  of 
evidence  to  prove  it. 


Remember,  past  performance 
cannot  guarantee  future 
results.  You  may  have  a  loss  or 
gain  when  you  sell  your  shares. 


Call  Dean  Witter  today  for 
more  information  on  these 


and  other  impressive 
numbers.  And  for  the 
office  nearest  you. 


We  Measure  Success  One  Investor  At  A  Time 

DEAN  WITTER 


0} 


Ask  for  our  free  brochure  and  a  prospectus,  which  contains  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectus  carefully  before 
you  invest  or  send  money. 

The  above  rankings  for  the  1-,  3-  and  5-year  periods  ended  December  31,  1996,  are  based  on  total  return  and  were  provided  by  Lipper  Analytical 
Services,  Inc.,  a  leading  monitor  of  mutual  fund  performance.  These  rankings  did  not  take  into  account  the  fund's  contingent  deferred  sales  charge 
(CDSC),  which,  if  taken  into  account,  might  have  affected  the  fund's  rankings.  The  graph  illustrates  the  growth  of  $10,000  since  the  fund's  inception  on 
June  1 ,  1 990,  through  December  31 ,  1 996.  Dividends  and  capital  gains  were  reinvested  at  net  asset  value,  assuming  no  redemption. 

*SEC  standardized  returns  assume  you  sold  your  shares  at  the  end  of  each  reporting  period.  A  declining  sales  charge,  which  applies  only  if  the  shares 
were  sold  within  six  years  of  the  purchase,  is  reflected  in  these  returns.  Investment  return  and  principal  will  fluctuate  so  that  your  shares,  when 
redeemed,  may  be  worth  more  or  less  than  their  original  purchase  price.  Past  performance  is  no  guarantee  of  future  results. 

Foreign  securities  and  markets  pose  different  and  possibly  greater  risks  than  those  customarily  associated  with  domestic  securities,  includ'ng  currency 
fluctuations  and  political  instability. 

©  J'J'J~  Dean  Witter  Distributors  inc. 


DVD  technology.  The  possibilities  are  endless. 
And  that's  just  the  beginning. 


Panasonic  DVD  technology  is  the  resource  of  the  future  that  will  start 
improving  life,  today.  And  we've  only  begun  to  explore  all  its  possibilities. 

At  first  glance,  DVD  might  appear  to  be  a  cutting-edge  entertainment 
technology  -  bringing  movies  and  interactive  educational  programs  home  in 
a  way  never  before  possible.  But  take  a  glimpse  into  the  future  and  what 
you'll  see  is  that  DVD  is  much  more.  It  will  be  a  business  partner  that  puts 
millions  of  facts  at  your  fingertips.  A  legal  assistant  that  can  search  through 
hundreds  of  law  books  in  seconds.  Or  a  teaching  tool  that  can  give  students 
individualized  remedial  lessons.  DVD  discs  are  the  size  and  shape  of 
CD-ROMs,  but  far  more  powerful.  With  a  massive  capacity  of  up  to  17  giga- 
bytes and  a  data  transfer  rate  of  nearly  10  megabits  per  second,  DVD  players, 
DVD  ROM  and  DVD  RAM  will  be  the  essential  tools  of  the  information  age. 

And  Panasonic,  through  its  parent  company,  Matsushita  Electric,  has 
created  technologies  that  give  DVD  its  power.  The  most  powerful  DVD 
disc  will  be  dual-sided  and  dual-layered.  This  technique  takes  the  original 
DVD  concept,  with  an  already  impressive  4.7  gigabytes,  and  potentially 
expands  it  to  17.  All  this  is  possible  thanks  to  the  ultra-precise  UV  disc 
bonding  technology  and  dual-focus  Holographic  lens  created  by  Matsushita. 

Panasonic  has  been  involved  with  DVD  technology  eveiy  step  of  the 
way.  Even  before  it  was  called  DVD.  Today,  Panasonic  has  U.S.  facilities  to 
help  businesses  with  digital  video  and  audio  compression,  DVD  program 
authoring,  mastering,  even  disc  manufacturing.  So,  no  one  is  better  prepared 
to  help  companies  enter  the  DVD  age. 

DVD  technology  will  change  the  movie,  music,  publishing,  and  computer 
industries,  simultaneously.  It  will  help  business,  research  and  education  solve 
complex  problems.  Or  simply  let  people  enjoy  feature  films  with  extraordinary 
CD-quality  sound,  a  choice  of  8  different  language  sound  tracks  and  32 
subtitles.  The  possibilities  are  endless.  And  that's  just  the  beginning. 


Panasonic 

Matsushita  Electric 


An  employee  holds  Greg  Brophy  to  one  of  his  shredders  on  wheels 

Rather  than  give  up  during  Shred-it's  difficult  early  days,  Brophy  asked  a  driver  for  help  to  increase  cash  flow. 


Sometimes  a  parent's  inadequacies  serve 
as  important  lessons  for  young  entrepreneurs. 

Fear  of  failing 


By  Luisa  Kroll 

Behind  a  lot  of  successful  entrepre- 
neurs are  unsuccessful  fathers. 

Gregory  Brophy's  father  was  an 
Irish  butcher  who  immigrated  to 
Canada  in  1957  and  went  on  to  start 
nine  companies,  in  businesses  ranging 
from  liquid  fertilizer  to  packaged 
cocktail  mixes.  But  none  of  the  start- 
ups got  very  far.  Brophy  says  his  old 
man  lacked  focus  and  tended  to  flit 
from  one  idea  to  the  next.  "My  father 
didn't  always  choose  the  best  things 
to  sell,"  he  says,  "but  he  had  tons  of 
enthusiasm." 

Brophy  inherited  the  enthusiasm, 
but  the  determination  to  see  a  start- 
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up  through  the  inevitable  rough 
patches  was  all  his  own. 

A  few  weeks  after  earning  an 
M.B.A.  from  Canada's  McMaster 
University  in  1988,  Brophy  traveled 
to  Ottawa,  where  he  had  an  appoint- 
ment to  see  a  2,000-pound,  industri- 
al-grade paper-shredding  machine.  As 
big  as  a  refrigerator,  the  contraption 
could  pulverize  a  40-foot-tall  stack  of 
paper  in  an  hour.  Impressed  by  the 
machine's  power,  and  aware  of  the 
growing  trend  toward  outsourcing 
many  of  a  big  company's  mundane 
tasks,  Brophy  decided  to  start  a 
paper-shredding  business. 


But  to  make  sure  he  wasn't  chasing 
some  will-o'-the-wisp,  he  first  did 
some  serious  research.  He  found  that 
about  70%  of  companies  shredded 
their  paperwork  with  small  (and 
sometimes  dangerous)  office  shred- 
ders that  could  do  half  a  pound  of 
paper  per  minute.  The  machine 
Brophy  had  seen  could  eat  through 
20  pounds  in  a  minute. 

Brophy  concluded  there  was  a 
business  opportunity  in  that  40-to-l 
productivity  differential.  As  an  extra 
precaution  he  lined  up  a  handful  of 
customers  before  buying  a  shredder. 
The  first  was  the  General  Electric 
plant  in  the  Toronto  suburb  of  Mis- 
sissauga.  Its  managers  figured  they 
were  paying  their  secretarial  help 
around  $33  for  every  100  pounds  of 
paper  shredded.  Brophy  offered  to 
chop  up  100  pounds  for  some  $13. 
GE  signed  on. 

With  commitments  from  12  cus- 
tomers in  hand,  in  early  1989  Brophy 
acquired  his  first  capital  assets:  a 
$50,000  shredder  and  a  $50,000 
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THE  LIMOUSINE  OF  UTILITY  VEHICLES. 

(FOR  THE  STRETCH  VERSION,  SEE  OUR  SUBURBAN.) 


With  178  cubic  feet  of  interior  room, 
the  four-door  GMC  Yuk  on  is  remi- 
niscent or  a  limousine.  Yuk  on  owners 
revel  in  sophisticated  amenities.  They 
can  also  carry  up  to  six  people  comfort- 
ably, leaving  room  for  over  66  cubic 


feet  of  cargo  in  back,  the  most 
of  any  fullsize  sport  utility.* 

A  STAR  WITH  ITS 

OWNERS.  j.D.  Power 
a  n  d  As  socia  tes  has  al  so 
ranked  Yukon  the  most 
appealing  fullsize  sport 


utility.**  When  owners  in  the  same 
class  were  asked  to  rate  their  vehicles 
on  over  100  attributes,  Yukon  emerged 
with  top  billing.  A  POWERFUL 

PERFORMANCE.  With  its  stand- 

ard  255  hp  engine,  the  Yukon  leads 
the  fullsize  class  in  horsepower.*  And  safety  matters,  so 
every  Yukon  comes  with  standard  dual  air  bags.' 
Yet  the  Yuk  on  still  differs  from  a 
limo  in  an  important  way:  in  a 
Yuk  on,  the  b  est  seat  is  the  f  ront 
one.  Visit  www.yukon.gfmc.com 
or  call  toll-  free  at  1 -888-4A-YUKON. 


Yukon 


COMFORTABLY 
IN  COMMAND'" 


STARTING  YOUR  OWN  BUSINESS 


truck  in  which  to  mount  it.  Brophy's 
concept  was  to  collect  and  shred  each 
customer's  unwanted  paper  on  the 
customer's  premises.  That  was  more 
efficient  than  having  trucks  ferry 
paper  back  and  forth  between  head- 
quarters and  client  offices.  Also,  cus- 
tomers would  be  certain  that  sensitive 
documents  were  destroyed. 

The  bankers  Brophy  approached 
were  little  help.  Never  having  heard 
of  a  paper-shredding  specialist,  they 
declined  to  finance  him.  Instead, 
Brophy  capitalized  his  new  compa- 
ny— he  named  it  Shred-it — with 
$20,000  in  savings,  a  $35,000  Cana- 
dian government  small-business  loan 
and  a  $70,000  second  mortgage  on  a 
house  he  bought  with  profits  he 
made  buying  and  selling  homes  while 
he  was  in  college. 

Shred-it's  early  days  weren't  glam- 
orous. Brophy  rented  a  desk  in  a  local 
electric  company  office  for  $86  a 
month.  He  traded  shredding  services 
for  office  supplies,  and  when  drivers 
called  in  sick,  he  put  on  a  uniform 
and  manned  the  shredders. 


Within  three  weeks  Shred-it  had  so 
many  customers  that  Brophy  ordered 
a  second  truck  and  shredder.  But 
dien  he  ran  into  trouble.  Shred-it  was 
profitable  after  its  first  nine  months. 
In  1990  the  company  earned 
$33,000  on  revenues  of  $470,000. 
But  the  business  wasn't  generating 
enough  cash  to  fund  the  expansion 
Brophy  felt  he  needed  before  com- 
petitors jumped  in.  And  the  bankers 
wouldn't  lend  him  any  money. 

Yet  his  father's  example  steeled 
Brophy's  resolve  to  focus  on  Shred- 
it's  problem  and  solve  it.  "My  dad's 
experiences,"  he  explains,  "taught 
me  not  to  jump  from  business  to 
business." 

With  the  help  of  one  of  his  drivers, 
Brophy  developed  a  plan  to  make 
Shred-it  more  profitable.  He  added 
weekend  shredding  and  redrew 
Shred-it's  routes  so  that  the  trucks 
could  visit  more  customers  every 
week.  That  did  the  trick.  Each  of 
Brophy's  trucks  began  pulling  in 
$5,200  a  week,  up  from  $3,500  a 
week,  with  most  of  the  increase  drop- 


ping to  the  bottom  line.  In  1991 
Shred-it  earned  $114,000  on  sales  of 
$753,000.  Before  long  the  bankers 
began  knocking  on  Shred-it's  door. 
In  1993  Brophy  moved  south,  into 
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the  U.S.  market.  But  here  he  wanted 
to  get  a  lot  of  trucks  and  shredders 
on  the  road  fast  and  establish  the 
Shred-it  name.  So  he  decided  to  fran- 
chise. To  date  he  has  sold  32  Shred- 


Document 
destruction  time 
The  shredders 
mounted  in 
Shred-it's 
trucks  destroy 
customers' 
documents 
40  times  faster 
than  traditional 
office  shredders 
can,  and  shift 
liabiiity  from  the 
client  to  Shred-it. 


it  franchises,  most  in  the  U.S. 

Last  year  Shred-it's  franchisees 
grossed  $6.6  million,  including 
around  $330,000  for  locations  that 
are  a  year  old.  Brophy  says  a  well-run 


franchisee's  operating  earnings  run 
about  20%  of  revenues.  That  doesn't 
leave  much  for  the  franchisee  to  live 
on,  but  the  so-called  paper  destruc- 
tion industry  is  growing  at  15%  a  year 
in  the  U.S.;  Brophy  says  revenues  of 
Shred-it's  franchises  are  growing 
much  faster.  A  Shred-it  franchise  costs 
$45,000  and  entails  a  royalty  payment 
to  Shred-it  of  5%  of  gross  sales. 

Headquartered  in  Mississauga, 
Ontario,  Shred-it  itself  owns  and 
operates  a  fleet  of  34  mobile  shred- 
ders that  brought  in  an  estimated 
$8.8  million  in  revenues  last  year. 
Shred-it's  total  earnings  from  the 
franchisees  and  its  own  shredding 
operations:  an  estimated  $800,000 
after  taxes. 

Brophy,  who's  now  34,  isn't  letting 
the  money  go  to  his  head.  Having 
lived  through  his  father's  hard  times, 
he  still  pinches  pennies  by  flying 
coach  and  staying  in  $60-a-night 
hotels. 

Says  Brophy's  dad,  "Greg  took 
whatever  good  I  had  and  discarded 
all  the  rest."  Ml 


Help  me,  I'm  working  and  I  can't  get  up!  The  more  you  make,  the  more  they 
take.  Everybody  gets  theirs  and  you  get  what's  left.  Will  it  be  enough  for  a 
comfortable  retirement?  You've  made  some  investments,  but  now  you  may 
not  feel  quite  as  good  about  them.  And  does  anyone  need  to  ask  how  you  feel 
about  Social  Security?  Perhaps  you  should  consider  something  that  could 
give  you  a  little  more  confidence.  May  we  lend  you  a  hand?  You  will  find  a 
wide  range  of  investment  opportunities  at  American  Century  to  help  you 
meet  your  future  needs.  We  have  over  sixty  mutual  funds  organized  to 
diversify  your  portfolio.  To  help  get  you  up  and  keep  you  ahead.  More  than 
two  million  people  trust  us  to  manage  their  money-nearly  $54  billion,  and 
climbing.  They  seem  to  like  our  approach  to  investing.  It's  a  little  different 
from  most  others.  Our  funds  are  managed  by  teams.  Instead  of  individuals. 
We  think  that  allows  us  to  make  better  and  more  consistent  decisions.  We 
also  weigh  our  independent  research  against  market  trends.  To  see  if  they  are 
right.  Independent  thinking.  It  can  make  the  difference  between  winning 
and  losing.  Invest  in  our  thinking.  It  could  give  you  a  new  outlook. 
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Bold  retailing  concepts  shook  up  home  video, 
chicken  and  coffee.  Why  not  smelly  socks? 

A  different  kind 
of  money  laundry 


By  Bruce  Upbin 

Have  you  heard  the  one  about  the 
Laundromat  owner?  Had  three  stores, 
but  couldn't  open  a  fourth — ran  out 
of  relatives. 

Patrick  Clifton  cackles  at  the  story. 
The  38-year-old  is  chief  executive  of 
SpinCycle  Inc.,  a  privately  held  Eden 
Prairie,  Minn. -based  Laundromat 
chain.  Why  the  laugh?  Because  if  his 
year-old  company  grows  according  to 


plan,  Clifton  would  need  about  900 
brothers,  sisters  and  cousins  by  2001. 

In  coin-operated  laundries,  Clifton 
thinks  he's  found  an  ill-served  niche. 
His  dream  is  to  do  to  the  coin-op 
business  what  Blockbuster  did  to 
home  video — consolidate  a  frag- 
mented business  and  operate  it  more 
efficiently.  SpinCycle  has  already 
opened  16  stores  in  five  states.  Ten 


are  in  Chicago.  By  year-end  another 
98  will  open  around  the  U.S. 

What's  so  great  about  a  chain  of 
Laundromats?  Ask  anyone  who  owns 
one — including  multibillionaire  John 
Kluge,  who  owns  some  130  Laun- 
dromats (Forbes,  Feb.  26,  1996).  The 
business  isn't  really  seasonal,  nor  is  it 
impacted  by  recessions.  All  sales  are 
in  cash,  so  there's  no  chasing  after 


SpinCycle's 
cofounders 
Peter  Ax  and 
Patrick  Clifton 
at  an  outlet  in 
Chicago 

"Coin-op  laundry 
is  unglamorous. 
People  are  look- 
ing for  the  next 
big  coffee  chain." 
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Rare 

COMBIN  ATI  ON 


Your  time  is  as  valuable  as  your  money.  That's  why  OLDE  offers  professional  investment  advice  with  commission 
savings.  Most  discount  brokerage  firms  don't  provide  advice:  OLDE  does.  And  unlike  full-service/full-cost 
brokerage  firms,  OLDE  also  offers  significant  cost  savings.  This  rare  combination  of  advice  with  discount 
fcp^^      commissions  gives  OLDE  the  unique  ability  to  help  you  save  time  and  money  -  a  combination  no  other 


VALUE 


With  OLDE,  your  investment  needs  can  be  met  with  one  brokerage  firm.  You'll  receive  more  than 
advice  or  commission  savings  alone;  you'll  receive  both.  Whether  you  are  looking  to  save  for  a  new 
home,  start  a  business,  invest  for  your  children's  education  or  secure  your  retirement,  OLDE  can 
help  with  an  extensive  selection  of  investment  choices  and  innovative  services  that  include: 
•  Stocks,  bonds,  mutual  funds 

•  Money  market  funds 

•  Investment  research 
jrj^j  *  B  •  No  annual  fee  IRAs 

^  •  Small  business  retirement  plans 

•  Tax-free  and  government  securities 
►  •  Account  protection  up  to  $25  million 

#*0  •  Ask  about  SmartTrade®  commissionless 


^!OLDE 

America's  Full  Service  Discount  Broker 

Member  NYSE  &  SIPC 
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"Value  Management"  for  Mankind,  Society  and  Future 


From  the  very  beginning 
in  1947,  a  pioneering  spirit  and 
advanced  technology  have  been  hallmarks 
of  the  Hyundai  Business  Group.  Building  on  50  years  of 
success,  Hyundai  will  further  provide  greater  value 
to  our  customers  in  every  continent  on  our  planet. 
Through  realization  of  Value-based  Management, 
Hyundai  will  focus  on  enhancing  the  quality  of  life  for 
all  and  cultivating  innovative  technologies. 

Today,  Hyundai  produces  diverse  innovative  products 
rFrom  Chips  To  Shipsj.  And  our  pioneering  spirit  has 
made  us  one  of  the  world's  most  influential  business 
groups  with  over  US$90  billion  in  sales.  But  more 
important  than  where  we  are  is  where  we  re  going. 
Together,  we  re  synergizing  technologies  from  every 
field  we  do  business  in  as  we  head  for  the  next  frontier  - 
space.  Now,  a  synergy  born  of  diversity  and  expertise 
earned  through  growth  are  preparing  us  to  take  the  next 
leap  forward  -  and  upward. 


HYUNDAI 

Building  A  Better  World  Through  Value  Management 


T0M0BILES,  ELECTRONICS,  SHIPBUILDING,  ENGINEERING  &  CONSTRUCTION,  MACHINERY  &  EQUIPMENT,  PETROCHEMICALS, AEROSPACE  TECHNOLOGY,  TRADING  S  TRANSPORTATION,  IRON  &  STEEL. 

Find  out  how  Hyundai  can  help  you:  Hyundai  Corporation.  Tel  +82-2-746-1921.  Fax  +82-2-746-1092. 


UP  &  COMERS 


receivables.  And  the  customers  do 
most  of  the  work. 

Cash-flow  margins?  About  30%. 

The  business  is  highly  fragmented. 
Some  30,000  laundries  in  the  U.S. 
generate  more  than  $3  billion  in 
annual  revenue.  No  one  owner  has 
more  than  200  stores.  "Coin-op 
laundry  is  unglamorous,"  says 
Clifton.  "People  are  looking  for  the 
next  big  coffee  chain.  What  we're 
doing  is  under  the  radar." 

Chicago's  blue-collar  far  North 
Side  is  the  kind  of  neighborhood 
where  Clifton  plans  to  prosper. 
There,  a  5,100-square-foot 
SpinCycle  sits  by  itself  on  a  one- 
acre  parking  lot.  Sunlight  pours 
in  through  floor-to-ceiling  win- 
dows. Gleaming  new  stainless 
steel  washers  and  dryers  line  the 
wide  aisles  and  walls.  Laundry 
carts  on  rubber  wheels  glide 
quietly  over  the  spotless  white 
tile  floor. 

This  is  a  huge  difference  from 
the  dingy  Washout  Inn  down 
the  street.  At  SpinCycle  every 
folding  table  has  a  color  TV.  A 
carpeted  Kids  Korner  with 
blocks  and  toys  keeps  toddlers 
happy.  Clifton's  employees — he 
now  has  150 — are  trained  to  go 
out  of  their  way  to  help  cus- 
tomers and  will  even  unload 
laundry  from  their  cars.  When 
the  first  SpinCycle  store  opened 
in  Chicago  a  year  ago,  a  woman 
mistook  a  helpful  SpinCycle 
attendant  for  a  thief  and  shouted, 
"Hey — you're  stealing  my  clothes!" 

A  typical  SpinCycle  probably  gross- 
es about  $500,000  a  year.  Cash  flow 
(net  income,  that  is,  before  interest, 
taxes,  depreciation  and  amortization ) 
is  estimated  at  $150,000  a  year  and 
can  easily  be  increased.  As  John 
Kluge  has  observed,  who  would 
object  if  a  75 -cent  wash  goes  to  $1? 
Clifton  says  he  can  buy  Laundromats 
at  about  four  times  cash  flow. 

What  about  employees  dipping 
their  hands  into  all  those  quarters? 
Computers  are  a  big  help.  To  keep 
store  managers  honest  (and  satisfy  the 
Internal  Revenue  Service),  each 
machine  in  each  store  is  linked  to  a 
central  computer  network.  Every 
quarter  that  comes  in  is  recorded  at 
headquarters  and  reconciled  with  the 


next  morning's  cash  receipts. 

Every  machine  is  programmable. 
This  means  Clifton  can  maximize  rev- 
enue by  offering,  say,  50-cents-a-load 
sp.vials  on  Wednesday,  when  utiliza- 
tion falls  to  just  10%  of  capacity.  C)n 
Sundays,  when  the  machines  operate 
at  full  capacity,  a  load  costs  $1.50. 

This  would-be  Kluge  grew  up 
making  money  in  Tucson,  Ariz.  At 
17,  Clifton  and  some  high  school 
chums  cut  and  sold  mesquite  wood. 
Clifton  made  a  deal  with  local 
landowners:  In  exchange  for  every 


SpinCycle  customer  Veronica  Goukela  does  the  wash 
It's  a  far  cry  from  the  dingy  Washout  Inn. 


ten  cords  they  allowed  Clifton  and 
his  friends  to  harvest  from  their  prop- 
erty, they  would  get  a  free  cord  of 
firewood. 

In  1978  the  Tucson  real  estate 
market  was  hot.  Two  units  shy  of  a 
high  school  diploma,  Clifton 
dropped  out  and  got  a  real  estate 
broker's  license.  His  friend  Peter  Ax 
went  on  to  the  University  of  Ari- 
zona, where  he  became  friends  with 
Scott  Beck,  who  would  go  on  to 
help  build  Blockbuster  Entertain- 
ment and  later  cofound  Boston 
Chicken  Inc.  Today  Beck  is  Boston 
Chicken's  chief  executive. 

While  Ax  got  his  M.B.A.  at  Whar- 
ton and  went  to  work  on  Wall  Street, 
Clifton  and  his  brother  Michael  built 
a  successful  chain  of  video  stores  in 
Phoenix.  In  1991  Beck  called  Clifton. 


Blockbuster  was  having  trouble 
expanding  in  Minneapolis.  Would 
Clifton  move  north  to  help?  He  did, 
and  in  18  months  opened  32  Block- 
busters around  the  Twin  Cities  area. 

Two  years  later  Beck  asked  Clifton 
to  open  Boston  Chicken  units  around 
the  upper  Midwest.  In  less  than  a 
year  Clifton  opened  50. 

By  mid- 1995  Clifton  wanted  to 
launch  his  own  concept.  By  this  time 
Peter  Ax  was  running  Lehman  Broth- 
ers' Private  Equity  Group,  but  he, 
too,  was  itching  to  move  out  on  his 
own.  Searching  for  an  industry 
"~  i|:  to  consolidate,  they  focused  on 
three  possibilities:  coin-op  laun- 
dries, self-serve  car  washes  and 
dry  cleaners.  Laundromats  won. 

Clifton  and  Ax  threw  togeth- 
er a  business  plan  and  raised  $  1 0 
million — 90%  from  big  investors, 
the  rest  from  friends — in 
exchange  for  two-thirds  of  their 
new  company's  equity. 

Most  of  the  money  was  quick- 
ly spent  on  leases  and  setting  up 
stores.  But  it  took  Clifton  and 
Ax  nearly  a  year  to  convince 
Raytheon's  commercial  washer- 
dryer  division  to  extend  SpinCy- 
cle a  line  of  credit.  In  June  1996 
Raytheon  approved  $20  million, 
enough  to  equip  about  70  Spin- 
Cycle  stores  with  top-of-the-line 
Speed  Queen  washers  and 
dryers. 

In  choosing  Laundromats, 
Clifton  consciously  picked  a 
business  where  other  erstwhile  con- 
solidators  had  failed.  In  the  1980s  the 
then-Ames,  Iowa-based  Duds  n'  Suds 
opened  80  franchised  coin-op  laun- 
dries that  included  beer  bars  and 
jukeboxes.  Duds  n'  Suds  went  broke 
in  1989. 

Clifton  says  Duds  n'  Suds  made 
two  mistakes:  creating  a  bar  atmos- 
phere at  a  place  frequented  mainly  by 
female  customers;  and  situating  its 
stores  in  college  towns,  as  opposed  to 
inner  cities  where  the  heaviest  coin- 
op  laundry  customers  live. 

Clifton  and  Ax  have  a  big  vote  of 
confidence  from  a  proven  winner  diat 
they  are  on  the  right  track.  Scott 
Beck  has  invested  more  than  $2  mil- 
lion of  Boston  Chicken's  money  for 
a  15%  stake  in  his  old  friends'  Spin- 
Cycle  idea.  WM 
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Sun  City 
Arizona 
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0900  hrs 


SOME  SEE  SENIOR  CITIZENS.  WE  SEE  A  BOOM  IN  CONDO  CONSTRUCTION, 
NEW  BUSINESS  START-UPS  AND  INCREASED  DEMAND  FOR  THE  GOLF  CHANNEL 


The  demographics  in  many  parts  of  the  world  are 
hanging  rapidly.  And  along  with  those  changes  come  un- 
xpected  risks  and  opportunities  for  all  kinds  of  industries. 
Fortunately,  AIG  is  a  business  partner  with  expertise 
managing  total  marketplace  risk. 

We  specialize  in  designing  the  kinds  of  custom  cover- 
es  that  corporations  must  have  to  cope  successfully  with 
merging  conditions.  Whetheryour  company  is  actively 
leeting  the  demands  of  aging  baby  boomers  or  is  a  business 


likely  to  be  affected  by  shifts  in  population,  AIG  has  the 
insurance  and  financial  services  you'll  need.  Services  like 
contractors'  liability  insurance,  asset  management  and  even 
satellite  interruption  coverage. 

And  we've  got  the  top  financial  ratings  to  back  us  up. 
So  when  you  re  ready  to  deal  with  change,  we'll 
be  willing  and  able. 


AIG 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Group,  Inc..  Dep!  A,  70  Pine  Street,  New  York,  NY  10270 


HOW" 


FAST 


ARE  YOU  GOING  5 


? 


Are  ;yo#  keeping  up? 


Or  falling  behind? 


Have  you  checked  your  speed  lately 


Are  you  even  moving? 


Or  lingering  in  neutral? 


Today,  technology 


is  moving  things  forward 


fast. 


Maybe  it's  time  to  punch  it. 


The  1997  Chrysler  LHS 


ft^-FORWARD  DESIGN,  DRIVER-ADAPTIVE  TRANSMISSION,  24-VALVE  214  HP  ENGINE,  SPEED-SENSITIVE  STEERING,  SELF-ACTIVATED  HEADLAMPS.  PER 


You  can  make  a  lot  of  money — or  lose  a  lot 

of  money— in  fast  food.  Larry  Harris  has  done  both. 

Rich  man, 
poorer  man 


By  Kambiz  Foroohar 

Larry  J.  Harris  was  only  27  when 
he  opened  his  first  Polio  Tropical 
restaurant  in  1988.  It  was  on  the  out- 
skirts of  Miami's  Little  Havana  dis- 
trict and  it  was  an  instant  hit.  By  sell- 
ing chicken  marinated  in  a  tangy 
Latin  American/Caribbean  mojo 
basting,  Polio  Tropical  became  the 
hottest  fast-food  restaurant  on  a 
block  lined  with  McDonald's,  Taco 
Bell,  Wendy's  and  Burger  King  units. 
Friends    and    family  invested 


$300,000  to  get  Harris  started.  But 
before  long,  local  bankers  plied 
Harris  with  loans.  By  1993  he  had 
opened  seven  more  Polio  Tropicai 
outlets.  Then  Wall  Street  picked  him 
up.  In  October  1993  Harris  sold  19% 
of  the  company  to  the  public  at 
$13.50  a  share — $24  million  before 
fees,  which  he  plowed  into  expansion. 
Over  the  next  1 5  months  he  opened 
25  more  Polio  Tropicals  and  planned 
to  have  as  many  as  90  by  1996. 


The  little  Miami-based  chicken 
chain  became  a  minor  sensation  on 
Wall  Street.  By  first-quarter  1994  the 
stock  was  nearly  $20  a  share,  valuing 
the  business  at  $160  million — pretty 
good  for  a  company  that  earned  $2.8 
million  (34  cents  a  share)  in  1994  on 
sales  of  $41  million.  Harris'  16% 
stake  was  worth  nearly  $30  million. 
Inc.  magazine  and  Ernst  &  Young 
named  Harris  Florida's  1995  Entre- 
preneur of  the  Year. 

But  the  shooting  star  burned  out. 
Polio  Tropical  restaurants  opened  in 
St.  Petersburg  and  Tampa  failed  to 
catch  on.  In  1995  Harris  closed  two 
of  them,  writing  off  $1.6  million 
against  earnings. 

Harris  moved  north.  In  late  1995 
he  opened  three  restaurants  in  Chica- 
go, and  one  in  West  Hempstead,  on 
New  York's  Long  Island.  But  Polio 
Tropical's  cuisine  is  quintessentially 
Latin.  In  each  outlet  dozens  of  spiced 
chickens  sizzle  on  an  open  grill  in  full 
view  of  the  diners.  In  the  back,  a 


Polio  Tropical  founder  Larry  Harris  readies  a  batch  of  black  beans  for  customers 
He  thought  everyone  wanted  yuca  and  beans.  He  was  wrong. 


120 


Forbes  ■  March  24,  1997 


A  Polio  Tropical  in 
West  Palm  Beach 
Spanish-style 
architecture 
is  charming 
but  expensive: 
The  average 
Polio  Tropical 
costs  $800,000 
to  build,  versus 
$700,000  for  a 
Boston  Market 
outlet. 


cook  stirs  a  50-gallon  vat  of  thick 
black  beans  with  a  wooden  paddle 
while  four  giant  pots  of  yuca  simmer 
nearby.  These  sights  and  scents  did 
not  appeal  to  northern  diners. 
Annual  sales  at  Polio  TropicaPs  new 
northern  stores  were  only  $900,000 
a  store,  half  the  average  annual  per- 
store  sales  in  southern  Florida. 

"We  didn't  understand  the  impor- 
tance of  the  Hispanic  market,"  con- 
cedes Nicholas  Castaldo,  whom 
Harris  hired  in  October  1995  as 
Polio's  new  president.  "We  need  a 
core  Hispanic  population  to  succeed." 

So  they  returned  to  southern 
Florida.  But  with  21  Polio  Tropical 
restaurants  dotted  in  and  around 
Miami — some  only  a  ten-minute 
drive  apart — the  stores  increasingly 
cannibalized  each  other.  In  1995, 
as  Kenny  Rogers  Roasters  and 
Boston  Market  opened  competing 
chicken  restaurants  near  Polio 
Tropical's  outlets,  same-store  sales 
dropped  6%;  at  some  outlets  sales 
were  down  15%. 

From  the  beginning  Harris  lav- 
ished other  people's  money  on  Polio 
Tropical.  He  insisted  that  his  stores 
embody  Spanish-style  architecture 
and  decor,  with  red  barrel-tile  roofs, 
large  arched  windows,  wooden 
benches,  tropical  plants  and  terra- 
cotta-tiled   floors — attractive  but 


expensive.  Excluding  land,  the  typical 
Polio  Tropical  outlet  cost  $800,000 
to  build  and  equip,  compared  with 
$700,000  for  rivals  like  Boston 
Market. 

By  early  last  year  Polio  Tropical 
was  scraping  bottom.  At  one  point 
the  stock  was  at  $2  a  share.  On  first- 
quarter  1996  revenues  of  $15  mil- 
lion, Polio  Tropical  earned  only 
$373,000—50%  below  its  year-earli- 
er income.  At  its  low  the  value  of 
Harris'  stake  was  $3  million,  down 
from  $30  million  two  years  earlier. 

Harris,  now  36,  is  trying  for  a 
comeback.  With  Castaldo,  a  former 
marketing  vice  president  at  Flagstar's 
Denny's  restaurants,  Harris  has  cut 
back  the  chain's  administrative  staff 
and  shuttered  the  outlets  in  St. 
Petersburg,  Tampa,  Chicago  and 
West  Hempstead,  N.Y. 

To  attract  a  broader  clientele,  Polio 
Tropical's  menu  now  offers  roast 
pork  and  other  non-Latin  items 
alongside  its  signature  chicken-and- 
black- beans  dishes.  Harris  has  cut  the 
price  of  his  Combo  Mambo — a  half- 
chicken  with  two  side  dishes — from 
$5.39  to  $2.99. 

For  now,  Harris  has  dropped  plans 
to  introduce  Polio  Tropical  to  Amer- 
icans outside  of  Florida.  Instead,  he  is 
looking  to  Latin  America.  Puerto 
Rico — a  sizzling  market  for  fast 


food — already  boasts  eight  franchised 
Polio  Tropicals.  Expect  many  more. 
One  Polio  Tropical  is  up  and  running 
in  the  Dominican  Republic,  with 
another  six  planned  in  places  like 
Ecuador  and  the  Dutch  Antilles. 
Harris  says  he  is  eyeing  franchising 
opportunities  in  Brazil. 

Polio  Tropical  may  be  in  the  early 
stages  of  a  rebound.  In  1996  Harris 
added  four  new  outlets  (excluding 
the  franchised  units),  bringing  the 
total  store  count  to  35.  Revenues 
grew  15%,  to  $64  million;  same-store 
sales  were  up  8%. 

Polio  Tropical  reported  a  loss  of  24 
cents  a  share.  But,  excluding  the  $6.5 
million  spent  to  close  six  restaurants, 
net  income  is  24  cents  a  share. 

After  backing  away  from  Polio 
Tropical,  Montgomery  Securities 
analyst  John  Weiss  has  picked  it  up 
again  and  issued  a  buy  recommenda- 
tion on  the  stock.  He  predicts  1997 
earnings  will  come  in  at  35  cents  a 
share.  The  stock  is  currently  selling  at 
around  $4. 

"We  were  a  phenomenon,"  Harris 
says  wistfully  as  he  collects  empty 
coffee  cups  from  tables  at  a  Polio 
Tropical  outlet  in  Miami,  "but  we're 
gun-shy  now." 

That  may  well  be  the  best  news 
Polio  Tropical's  shareholders  could 
hope  for.  wm 
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Otis 


Carrier 


Pratt      &  Whitney 


S  i  k  o  r  s  I-  am 


The  s 
with  a 


A.  Power,  economy,  reliability. 


B.  Economy,  reliability,  power. 


C.  Reliability,  power,  economy. 


You  have  to  nail  all  three. 

That's  why  the  Pratt  &  Whitney  PW4084  was  the  first  engine  ever  fully 
certified  —  allowed  to  power  the  big  Boeing  777  across  an  ocean  —  from  day  one 
of  its  commercial  use. 

And  more  than  a  year  ahead  of  the  competition. 

The  fact  is,  the  PW4084  entered  service  as  the  most  powerful  engine  in 
commercial  aviation.  A  twin-engine  aircraft  like  the  777  can  fly  for  more  than  three 
hours  on  a  single  PW4084. 

Over  2,500  hours  of  rigorous  testing  proved  this  new  engine's  power  and 
reliability  —  plus  a  fuel  efficiency  that  will  help  airlines  turn  a  profit  even  in  highly 
competitive  markets. 

Talk  about  flying  colors. 
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Cfc  United 
W  Technologies 


Mom  has  little  time  for  the  kitchen  these  days.  That's 
terrible  for  the  supermarkets.  Should  grocers  replace 
their  produce  counters  with  fast-food  restaurants? 

Grab  Rangoon 
to  go 


By  Matthew  Schifrin  and  Bruce  Upbin 


All  but  ignored  in  the  excitement 
over  t  lology  stocks,  the  boring 
old  supc  sector  put  on  a  bril- 

liant peri  last  year,  rising  46% 

and  outperi  he  market  by 

almost  2-to  .  '  icmey  man- 
agers loaded  wi  'lology  stocks 
would  be  embarra^  idmit  that 
their  best-performing  si  i  year 
was  Safeway,"  says  Mark  Husson  of 


Hy-Vee's  new  drive-up 
take-out  window 
Will  it  make  up 
for  deserted  aisles? 


J. P.  Morgan  in  New  York.  It's  true: 
Safeway  last  year  rose  from  25  to  42 
and  is  currendy  around  48. 

Suddenly  everyone  wants  to  be  a 
big  player  in  the  U.S.  grocery  busi- 


ness: Buyout  firms  like  Kohlberg 
Kravis  Roberts  &  Co.,  foreign  retail- 
ers like  Ahold  N.V.  and  vulture  capi- 
talists like  Sam  Zell. 

What's  the  big  deal?  Not  profit 
margins.  The  $400  billion  industry 
averages  just  1%  net  profit  on  sales. 
As  an  industry,  supermarkets  report- 
ed earnings  gains  of  19%  last  year. 

But  it's  consolidation  that  has  the 
money  folk  excited.  Some  pundits  see 
a  parallel  with  banking,  an  industry 
with  little  growth  that  has  greatly 
enhanced  shareholder  values  through 
mergers.  There  are  more  than  1,200 
grocery  chains  in  the  U.S. — many 
still  family-owned — and  takeover 
speculation  rules  the  day.  The  buyers 
figure  that  the  best  way  to  bolster 
earnings  is  to  acquire  volume  and 
then  try  to  improve  margins  in  a 
business  where  fractions  of  a  penny 
can  add  up  to  millions  of  dollars. 

We  suspect,  however,  that  the 
enthusiasm  is  a  bit  overdone.  The 
grocery  business  has  been  getting  a 
declining  share  of  the  consumer 
budget  (see  chart,  p.  128). 

Why?  Because  working  wives  (and 
husbands)  don't  have  much  time  to 
spend  in  the  kitchen.  The  amount  of 
time  spent  preparing  meals  at  home 
has  been  dropping  for  the  past  60 
years,  to  15  minutes  on  average  today. 
Families  now  either  eat  out  more  or 
buy  prepared  or  semiprepared  meals. 

No,  the  American  public  is  not 
about  to  start  taking  its  meals  in 
communal  dining  rooms,  but  a  sign 
of  the  times  is  the  emergence  of 
"home-meal  replacement"  chains  like 
Boston  Chicken,  Inc.,  which  now  has 
1,100  Boston  Market  outlets  and 
$1.2  billion  in  gross  revenues.  The 
chain  began  expanding  rapidly  in 
1993.  The  idea  was  to  create  a  fast- 
food  restaurant  chain  that  sold 
wholesome,  home-style  meals  of 
roasted  chicken,  ham,  meat  loaf  and 
turkey,  with  plenty  of  side  dishes  like 
mashed  potatoes  and  gravy,  stuffing, 
corn  and  string  beans.  The  typical 
family  meal  of  chicken  feeds  five  and 
sells  for  around  $18. 

The  trend  away  from  the  kitchen  is 
accelerating.  As  recently  as  eight  years 
ago,  figures  show,  70  cents  of  every 
dollar  consumers  spent  in  super- 
markets went  for  meal  ingredients. 
Last  year  it  was  47  cents.  Grocers 
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derive  their  highest  margins  from 
perishable  ingredients  like  fresh  veg- 
etables and  meats.  As  the  consumer 
spends  less  on  beef  and  lettuce  and 
more  on  detergent  and  toilet  paper, 
profit  margins  shrink. 

"There  is  no  reason  why  Boston 
Market  should  exist,"  asserts  Ron 
Burkle,  owner  of  several  western 
supermarket  chains  with  combined 
sales  of  more  than  $11  billion.  "Our 
industry  has  always  been  about  two 
generations  behind  in  everything, 
and  prepared  foods  are  just  the  latest 
example."  His  point  is:  If  consumers 
want  something  that  Boston  Market 
sells,  they  should  be  buying  it  in  the 
supermarket. 

Compounding  the  problem  are 
staples,  on  which  supermarkets  are 
increasingly  dependent:  Pet  foods, 
canned  soups  and  laundry  detergent 
are  often  used  as  traffic-builders  by 
mass  merchants  like  Wal-Mart. 

The  answer  is  to  create  a  sumptu- 
ous shopping  environment  in  which 
shoppers  are  enticed  into  picking  up 
freshly  prepared  and  packaged  meals. 


At  a  Byerly's  in  Highland  Park,  111., 
cooks  in  white  chef's  togs  slide 
steaming  pizza  pies  from  a  wood- 
fired  oven.  A  few  yards  away  the 
Asian  food  counter  offers  up  Pad 
Thai  and  spicy  Asian  "tacos."  Next  to 
the  usual  cuts  at  the  meat  counter  are 
oven-ready  entrees  like  chicken  a  la 
Grecque — a  large  breast  stuffed  with 
leeks,  pancetta,  sun-dried  tomatoes 
and  feta  cheese — at  $6.99  per  pound. 

Many  stores  like  Byerly's  and  West 
Caldwell,  N.J. -based  Kings  display 
freshly  prepared  meals  in  microwav- 
able  containers  sold  under  catchy 
labels  like  "Meals  to  Go"  or  "If  I 
Had  the  Time."  A  hearty  portion  of 
Yankee  pot  roast  with  carrots  and 
potatoes  sells  for  $6.99,  for  example. 

Byerly's  has  food  courts  in  all  of 
its  supermarkets,  where  a  family  can 
sit  in  a  carpeted  area  and  have  a 
meal.  Sample  dishes:  wild  rice  soup 
for  $3.99  a  pint  and  Wolfgang  Puck 
eggplant  mozzarella  salad  for 
$10.40  a  pound.  Byerly's  gets  about 
20%  of  its  $300  million  in  revenues 
from  these  food  service  operations, 


compared  with  6%  or  so  at  other 
supermarkets. 

Des  Moines,  Iowa-based  Hy-Vee 
Stores  is  going  even  further  in  feed- 
ing its  customers.  At  its  supermarket 
on  the  corner  of  14th  Street  and  Park 
Avenue  in  Des  Moines,  two  man- 
agers, wearing  cordless  headsets  with 
microphones,  patrol  the  deli  counter. 
They  receive  transmissions  from  Hy- 
Vee's  new  drive-through  window  and 
help  prepare  orders  for  customers. 

It's  6  p.m  on  a  Wednesday.  Few 
people  are  in  the  aisles  at  the  Hy-Vee, 
but  outside,  car  after  car  pulls  up  to 
the  drive-through  window.  There, 
customers  order  such  items  as  fried 
chicken,  meat  loaf  or  crab  Rangoon. 

Although  Byerly's,  Kings,  Weg- 
man's  in  Rochester,  N.Y.,  Ukrop's  in 
Virginia  and  a  few  others  have  gone  a 
long  way  toward  replacing  Mom  in 
the  kitchen,  most  supermarket  chains 
are  still  being  left  behind.  David  Mer- 
refield,  executive  editor  of  Super- 
market News,  says  most  grocers  have 
yet  to  convince  their  customers  that 
they  can  deliver  home-cooked-quali- 


.T  MEA1DS  ILI1KF  A 


WI(D'§  WIO  CDF  BUSINESS, 


IF  YOU  WE1E  AILILOWEID  TO  MEAUD  IT, 


z/iweU^ 


t  (t  fTJie  'M^a/i/orf  c7<>u>e/ss\  qM gfour  quests  receive  to/iife^/ooe 
treatment.   rFro/n  our  brioate  entrcuice  a/u/  /o/>/>//  to  our  />eau(</u//y 
a/>/>oiufe(/  eacecuttoejfuest  rooms/,  i/u/ioi</ua//y  decorated  suites',  a/u/ 
/eye/u/ary  tmAeccoAle  seroice,j/ou  toi/Z^/ee/ oera  much  af  home  a/u/ 
i/et,  curiott,s/<j i/uri//,o/u  if.   cFor  reservations',  callj/our firo/essional 
traoe  /a</eut,  or  call  us  at  /-ciW-WATOWER. 


555e  Waldoff,  Tower*  /(><>  <Sasi  SOtA  Street*  .  \e</>  J/or/t.  t  VI/  10022 

A  member  ol 

cThccfci*lirtfHotels  of thfWorhd 


The  Waldorl  Towers  is  a  t< 


sred  trademark  ot  Hilton  Hotels  Corp  ©1997  Hillon  Hotels 


IT  LEFT  THE 
AAILITA.RY  TO 

CONQUER 
THE  WORLD. 


November  11,  1940: 
Code-named  "Quad,"  two 
prototype  vehicles  are  delivered 
to  Camp  Holabird  in  Maryland 
for  testing.  U.S.  Army  officials 
promptly  order  1,500  more. 


► 


October  30,  1996: 
Petersen 's  4-Wlieel  &  Off-Road 
hails  all-new  1997  Jeep  Wrangler  as 
4x4  of  the  Year.  (Fifth  time  the  title  is 
bestoived  on  a  Jeep  vehicle — more 
than  any  other  brand.) 


February  12,  1996: 
Bozving  to  Jeep  loyalists, 
Chrysler  engineers  come 
full  circle  and  return 
round  headlights  to  the 
all-new  Jeep  Wrangler. 


It's  no,  coincidence  that  today's  Jeep  Wrangler  we've  continually  honed,  finessed,  and  refine)  3^, 

>ears  an  unmistakable  likeness  to  the  original  the  Jeep  Wrangler  in  more  ways  than  we  ca 

Willys  MB?Ht  fact,  we  at  Chrysler  Corporation  count.  But  we  did  it  without  compromising  1 

wouldn't  have  it  any  other  way.  Over  the  years  indomitable  Jeep  character.  Because  as  the  car  jeat( 


Visit  our  Worl 
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r  call  toll-free  1-888-GREATCARS.     Always  wear  your  seal  bell.  Jeep  is  a  register  j(J|a 


April  23,  1944: 
Theories  on  the  origin  of 
the  Jeept  name  prompt  a 
\  Washington  Post  editorial. 

One  unlikely  view 
holds  it  was  coined  after 
the  Popeye  comic  strip 
,  character,  "Eugene  the 
eep."  Others  believe  it  was 

short  for  "GP"  or 
'  general  purpose.  Either 
way,  the  name  stuck. 


April  30,  1995: 
Ill-new  1997  Jeep  Wrangler 

is  subjected  to  rigorous 
sting  for  contingencies  that 
i  range  from  high-speed 

desert  driving  in 
\Saudi  Arabia  to  Alaskan 
temperature  extremes. 


June  16,  1945: 
Willys  MB  changes  into  civilian 
garb  with  the  introduction  of  the 
Willys  Universal.  Modifications 
include  removing  the  gun  holster 
from  the  windshield. 


August  29,  1953: r- 
California 's  Rubicon  Trail 
plays  host  to  the  first-ever 
Jeep  Jamboree.  Later  that 
evening  six  Jeep  owners 
perform  an  impromptu 

cancan  number 
around  the  campfire. 


January  20,  1965: 
Every  float  in  the  Presidential  Inaugural 
Parade  in  Washington,  D.C.,  is  pulled  by  a 
Jeep  CJ5.  Overseas,  Jeep  vehicles  are  marketed 
in  more  than  100  countries. 


August  5,  1987: 
Chrysler  Corporation  acquires  the 
Jeep  brand.  The  legend  continues. 


March  12,  1986: 
First  Jeep  Wrangler  rolls  off  the  assembly 
line.  The  automotive  press 
cheers,  adding,  "It's  hard  not  to  gush." 


f&r  of  an  automotive  legend,  we  know  that 
at  you  don't  change  is  just  as  important  as 
at  you  do  change.  It's  how  you  think  when 

eat  cars  and  trucks  are  what  you're  about. 

emark  of  Chrysler  Corporation.  Eugene  the  Jeep  ©/  997  King  Features 


GREAT  CARS. 
GREAT  TRUCKS 
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ty  meals.  "Most  shoppers  don't  think 
supermarkets  offer  high-quality  fresh 
meals,"  he  says.  James  Riesenburger, 
a  food-service  expert  who  helped 
Wegman's  become  a  successful  fresh- 
meal  provider,  puts  it  simply:  "There 
are  very  few  food-passionate  people 
in  the  grocery  business."  Of  course, 
this  is  a  business  geared  to  moving 
packaged  goods  in  quantity,  not  indi- 
vidually. It  is  more  interested  in  logis- 
tics and  price  points  than  in  catering 
to  specialized  consumer  tastes. 

"The  big  chains  are  starting  to  hire 
people  from  the  restaurant  and  cater- 
ing business  to  run  their  deli  and  pro- 


duce departments,"  says  James  Di 
Filippo,  an  executive  recruiter  at 
Korn/Ferry  International.  Di  Filippo 
recently  placed  Hillary  Gray,  a  senior 
executive  from  Dean  &  Deluca,  a 
specialty  grocer  that  caters  to  faddish 
Manhattan  foodies.  She  signed  on  to 
run  A&P's  fresh-meal  program. 

Other  chains  are  outsourcing  their 
fresh-meals  business  to  restaurant 
operators.  Buffalo,  N.Y. -based  Tops 
Markets  recently  struck  a  deal  with  a 
large,  California-based  Chinese  food 
restaurant  operator  to  open  Rice 
Garden  restaurants  inside  its  69 
stores.  Even  Boston  Market,  the 


Food  fight 


Sources:  U.S.  Department  of  Commerce,  Bureau  of  the  Census;  Technomic,  Inc 


A  Byerly's  food 
court;  consultant 
James  Riesenburger, 
at  Wegman's  (above) 
Two  supermarket 
chains  run  by 
food-passionate 
people. 


Why  are  grocers 
looking  more  like 
restaurants? 
That's  where  the 
money  is.  Since 
1992  Americans 
have  spent  more 
dining  out  than 
eating  in. 


supermarkets'  mortal  enemy,  is  offer- 
ing them  its  branded  products. 

Boston  Market  cofounder  Saad 
Nadhir  formed  an  offshoot  called 
Progressive  Food  Concepts  in  Janu- 
ary. The  new  outfit  bought  into 
Harry's  Farmers  Markets,  a  small 
Atlanta,  Ga. -based  supermarket  chain 
that  specializes  in  home-cooked 
meals  to  go.  Boston  Market  hasn't 
decided  exactly  how  to  proceed,  but 
one  possibility  is  to  use  Harry's 
expertise  in  selling  and  packaging 
fresh  meals  to  sell  prepackaged 
Boston  Market  meals  to  supermarkets 
or  to  offer  fully  equipped  Boston 
Market  kiosks 
within  the  chains. 
Boston  Market 
may  also  spend 
money  expand- 
ing a  Harry's 
subsidiary  called 
Harry's  in  a 
Hurry,  which 
sells  over  300 
types  of  packaged 
fresh  meals  in 
small  stores. 

"We  look  at 
supermarkets 
as  potential  part- 
ners," says  Nadh- 
ir. "Kroger  does 
not  stand  for 
freshly  prepared 
meals.  Kroger  is  a 
grocery  store. 
Boston  Market 
stands  for  quick, 

quality  meals." 

To  the  extent  that  supermarkets  go 
along  with  this  concept,  they  will 
merely  hasten  the  day  when  they  are 
less  merchants  than  real  estate  opera- 
tors. Already  they  have  turned  over 
space  in  their  stores  to  rack-jobbers 
and  other  outside  merchants  to 
peddle  videotapes,  CDs,  flowers  and 
banking  services. 

Will  they  soon  start  tearing  out 
their  meat  departments  and  giving 
the  space  to  restaurant  concession- 
aires? Consultant  Riesenburger  likens 
this  process  to  letting  the  fox  take 
over  the  henhouse:  "Supermarkets 
have  been  slaves  to  others'  brands 
for  a  long  time,"  Riesenburger  says. 
"They  need  to  develop  their  own 
brand  loyalty."  WM 
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Using  Electronic  Commerce  to 

Expand  Markets  and 
Increase  Profits 


TT  f  you  don't  believe  electronic 

commerce  is  about  to  change  the 
JL  way  you  do  business,  you  may  not 
De  in  business  soon.  However,  you  can't 
relieve  everything  you  read  about 
lectronic  commerce.  The  press  has  been 
ocusing  on  two  issues:  the  unlimited  sales 
)pportunities  in  cyberspace  and  the 
anger  of  doing  business  there.  The  truth 
,  the  opportunities  are  enormous, 
Ithough  they  won't  be  realized  overnight, 
ind  while  the  danger  of  cyber  crime  is 
eal,  safeguards  already  exist  that  can 
nake  electronic  commerce  at  least  as  safe 
s  traditional  channels. 

How  much  business  was  transacted  on 
le  Internet  in  1996?  No  one  really  knows; 
stimates  range  from  $140  million 
nternational  Data  Corp.  of  Framingham, 
ass.)  to  $1 .2  billion  (New  York-based 
m  upiter  Communications  Inc.).  What  will  the 
nnual  figures  look  like  by  the  year  2000? 
stimates  run  as  high  as  $95  billion. 

At  least  as  important  as  electronic 
Dmmerce's  effect  on  revenues  will  be  the 
amatic  changes  it  will  bring  to  basic 
jsiness  processes,  especially  in  how  estab- 
hed  companies  manage  their  supply  chains 
id  how  they  relate  to  their  trading  partners. 


Written  by  Richard  Schlesinger 

Electronic  commerce  is  rewriting  the 
rules  of  competition.  Economies  of  scale  are 
becoming  less  important  than  economies  of 
networking,  and  virtual  outlets  are  beginning 
to  compete  effectively  with  traditional 
storefronts.  Virtual  Vineyards,  for  instance, 
powered  by  servers  from  Silicon  Graphics, 
has  built  a  successful  specialty  food  and 
wine  shop  whose  only  store  is  on  the  World 
Wide  Web.  Another  Silicon  Graphics  client, 
Garden  Escape,  uses  the  Web  as  the  sole 
outlet  for  its  garden  supplies.  And  the  only 
location  for  the  biggest  bookstore  in  the 
world,  Amazon.com,  with  more  than  a 
million  titles  in  stock — but  no  espresso  or 
biscotti — is  in  cyberspace. 


Just  how  safe  is  electronic  commerce? 
Credit-card  fraud  is  a  real  threat,  but  it's  no 
greater  in  cyberspace  than  in  the  rest  of  the 
universe.  Frightened  by  sensationalistic 
press  stories,  people  who  think  nothing  of 
handing  their  credit  card  to  a  total  stranger 
— the  waiter — in  a  restaurant,  who  then 
disappears  with  it,  shrink  from  transmitting 
their  account  number  (without  signature) 
over  the  Internet. 

But  not  all  fears  about  cybersecurity 
are  unfounded.  Can  you  be  sure  the  Web 
site  is  more  than  a  facade  behind  which  is 
little  more  than  a  lone  PC  and  grandiosity 
— or  larceny?  Or  if  you're  putting 
information  on  the  Internet,  with  "live"  links 
to  your  database,  how  can  you  protect 
invaluable  corporate  data  from  being 
tampered  with  or  stolen? 

This  report  will  attempt  to  separate  the 
sensational  from  the  real  and  to  focus  on 
the  very  significant  opportunities  electronic 
commerce  offers  today,  and  the  solutions 
that  make  it  practical  and  safe. 

Electronic  Commerce  Is  Not 
a  Do-it- Yourself  Project 

The  potential  for  profit — or  disaster — from 
electronic  commerce  is  far  too  great  to 
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approach  it  casually,  and  executives  should  not  assume  that 
the  business  practices  they've  mastered  will  meet  the  needs 
of  this  new  way  of  doing  business.  Fortunately,  companies 
like  AT&T,  Sterling  Commerce,  Silicon  Graphics  and  General 
Electric  Information  Services  have  broad  experience 
implementing  electronic  commerce  for  clients  in  a  broad 
range  of  industries.  Some  companies  may  choose  to 
outsource  the  entire  electronic  commerce  function  to  these 
experts,  at  least  to  begin  with.  Others  will  want  to  keep 
much  of  the  process  in-house.  But  no  one  should  attempt  to 
venture  into  this  demanding  area  without  a  trusted  partner 
to  help  get  it  off  the  ground. 

Help  From  the  Folks  Who  Invented 
Electronic  Commerce — AT&T 

Electronic  commerce  was  really  born  when  telephones 
started  showing  up  in  offices  and  stores.  Today's  seemingly 
revolutionary  tools — EDI,  the  Internet,  the  World  Wide 
Web — are  simply  an  evolution  in  a  process  that's  been 
transforming  businesses  and  their  relationships  with 
customers  and  suppliers  since  the  turn  of  the  century.  But 
evolution  isn't  a  steady-state  affair.  When  AT&T  invented 
toll-free  numbers  about  30  years  ago,  the  migration  of 
business  from  physical  storefronts  and  offices  to  electronic 
commerce  took  a  giant  step  forward.  AT&T  is  now  leading 
the  next  evolution  to  Internet-based  electronic  commerce  by 
putting  its  immense  resources  and  authority  behind  it. 
Chairman  Robert  Allen  has  gone  so  far  as  to  say  that 
electronic  commerce  is  the  key  to  the  future  for  AT&T. 

AT&T  believes  there  are  two  obstacles  to  the  widespread 
acceptance  of  electronic  commerce:  Concern  that  the 
infrastructure— networks,  hardware,  software  and  the  very 

structure  of 
business 
practices — isn't 
adequate,  and 
the  widespread 
misconception 
that  electronic 
transactions  are 
unreliable,  either 
because  they're 
subject  to  fraud 
or  because 
they  might 
somehow 
disappear  into 
the  ether.  AT&T 


The 
Outsourcing 
Advantage 


is  tackling  both  obstacles  with  an  unprecedented  series 
of  guarantees. 

AT&T  guarantees  that  for  companies  that  host  their  Web 
sites  on  AT&T  Web  Site  Services,  the  server  will  always  be 
available.  Always.  If  not,  customers  will  be  eligible  for  a  credit 
equal  to  a  month's  service  fee.  AT&T  also  guarantees  against 
lost  orders  for  companies  that  use  AT&T  SecureBuySM 
Service  to  process  credit  card  transactions  from  their  Web 
sites.  And  for  people  charging  their  Web  purchases  to  an 
AT&T  Universal  Card,  AT&T  guarantees  that  in  the  unlikely 
event  their  AT&T  Universal  Card  account  is  compromised 
while  making  purchases  with  an  AT&T  SecureBuy  merchant, 
consumers  have  no  financial  liability. 

AT&T  believes  these  extraordinary  guarantees  will  help 
persuade  consumers  and  businesses  still  vacillating  about 
using  electronic  commerce  to  try  it.  As  Kathleen  Earley,  vice 
president  of  AT&T  EasyCommerce  Services  puts  it,  "We're 
just  eliminating  the  reason  for  the  uncertainty.  We're  saying, 
we'll  guarantee  that  the  transactions  will  go  through." 

AT&T  also  offers  a  vast  range  of  services  to  help 
businesses  of  any  size  implement  electronic  commerce.  On 
one  end  of  the  spectrum,  AT&T  Solutions  offers  custom 
design,  implementation,  network  management  and  custom- 
care  services  for  the  world's  largest  companies,  the  Global 
2000.  At  the  other  end,  AT&T's  Easy  World  Wide  Web  service 
is  a  one-stop  shop  for  building  a  business-class  presence  on 
the  Web  for  as  little  as  $300  a  month.  In  between,  the 
company  can  offer  any  level  of  assistance,  from  designing 
and  building  a  private  network  to  handling  networking  and 
hosting  services  for  smaller  companies. 

"AT&T  has  a  value  proposition,"  Earley  says.  "If  you  want 
to  be  in  electronic  commerce  and  you  want  to  run  it  yourself, 
we  have  the  most  reliable  network.  If  you  want  to  be  in 
electronic  commerce,  but  you  want  to  outsource  the  entire 
application,  that's  fine  too.  Either  way,  we'll  meet  all  your 
electronic  commerce  needs." 

Earley  points  out  another  AT&T  advantage.  "We're  one  of 
the  world's  only  companies  that  has  80  million  consumers 
and  10  million  business  customers.  We  can  help  them  find 
one  another  as  no  one  else  can.  We  can  co-market  and 
cross-market  our  merchants  to  our  consumers  and  our 
consumers  to  our  merchants." 

Because  AT&T  has  access  to  the  most  advanced 
technology  from  AT&T  Labs  and  hundreds  of  partner 
companies  and  because  of  its  gigantic  network,  it  is  in 
a  position  to  do  for  electronic  commerce  what  it  did  for  toll- 
free  800  service  three  decades  ago.  As  CEO  Allen  explained, 
"AT&T  is  committed  to  turning  Web  'browsers'  into  buyers." 


Electronic  commerce  may  not 
be  a  do-it-yourself  project. 
See  "1 0  Reasons  to  Outsource 
Electronic  Commerce"  at: 

www.HemNet.com 


Forget  the  pudding 

The  proof 

is  in  the  signature 
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on  your 

computer  screen. 


on 


Once  a  signature  is  captured  and  down- 
loaded to  our  mainframe,  you  can  use 
UPS  OnLine  Tracking  Software  to 
view  it.  You  can  even  print  it.  To  get 
the  software,  just  call  1S00-727-8100 
or  visit  our  website  at  www.ups.com. 


When  you  need  proof  that  an  important  package 
got  where  it  was  supposed  to,  when  it  was  sup- 
posed to,  the  only  place  you  really  need  to  look 
is  your  computer  screen.  At  UPS,  when  an  over- 
night delivery  is  signed  for  we  electronically 
capture  that  signature  on  our  driver's  hand-held 
computer  and  download  it  to  our  mainframe 
Then,  using  UPS  OnLine"  Tracking  Software, 
you  can  view  it  right  on  your  computer.  So  now, 
if  anyone  tries  to  say,  "I  didn't  get  it','  you  can 
print  out  their  signature  as  abso- 
lute proof  that  they  did.  Electronic 
Signature  Capture.  Only  from  UPS. 


ups 

MOVING  at  the  SPEED  of  BUSINESS. 
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Business  Goals  First,  E.com  Solutions 
Second — Sterling  Commerce 

"The  first  step  for  any  company  considering  electronic 
commerce  is  to  identify  the  business  goal  it  is  trying  to  meet, 
then  identify  the  technology  that  best  meets  that  goal,"  says 
Warner  Blow,  president  and  CEO  of  Sterling  Commerce,  one 
of  the  largest — and  oldest — providers  of  electronic 
commerce  services  and  products  in  the  world.  Although 
Sterling  is  clearly  a  technological  leader  and  a  pioneer  in 
Internet-based  commerce — it  developed  the  first  proprietary 
standards  for  electronic  data  interchange  (EDI)  in  the  mid- 
1 970s,  and  it  remains  the  market  leader  in  EDI  and 
messaging  software— its  history  of  focusing  on  vertical 
markets  and  providing  the  full  range  of  electronic  commerce 
solutions  has  made  it  a  strategic  business  partner  to  its 
customers  from  the  beginning.  Today  99  of  the  1 00  largest 
U.S.  banks  use  Sterling's  products,  and  Sterling  counts 
among  its  clients  96  of  the  top  100  industrial  companies 
in  the  U.S. 

"Our  most  important  strengths,"  Blow  says,  "are  our 
commitment  to  knowing  the  industries  we  serve  from  the 
inside  and  our  multilayer  approach  to  electronic  commerce. 


Where  Virtual 


Meets  Reali 


We  provide  both  the  software  and  the  services,  including 
network  services,  and  we  match  them  precisely  to  each 
client's  industry,  size  and  experience  in  electronic  commerce. 
There's  no  single  right  approach." 

Nor,"  Blow  warns,  is  it  smart  to  limit  electronic  commerce 
to  a  single  function  in  the  company.  While  the  initial  impetus 
for  implementing  electronic  commerce  may  come  from  a 
customer  or  major  supplier  that  demands  it,  it's  almost 
always  worth  leveraging  the  investment  by  extending  it  all 
along  the  supply  chain  and  internally  through  corporate 
intranets.  Companies  that  start  with  electronic  commerce 
systems  at  the  purchasing  end  often  close  the  loop  and 
implement  EDI  to  handle  financial  transactions  and  payments. 

One  of  the  key  areas  of  growth,  especially  in  business- 
to-business  electronic  commerce,  is  international. 
"Multinationals  source  materials  and  sell  goods  worldwide, 
so  a  lot  of  our  effort  is  going  into  standardizing  software  and 
systems,"  Blow  says.  The  two  main  standards  for  EDI  are 
ANSI  in  the  U.S.  and  Edifact  in  Europe,  but  many  regions 
have  different  standards,  which  can  make  managing  global 
supply  chains  difficult.  Sterling  goes  into  countries  worldwide 
and  certifies  its  products  to  support  whatever  the  local 

standard  is  and  the  adaptation 
of  that  standard  by  key 
industries.  That  way,  Sterling 
offers  its  clients  seamless, 
worldwide  E.com  capabilities. 
As  a  result,  Blow  says,  the 
international  side  of  Sterling's 
business  grew  80%  last 
year,  and  the  firm  is  well 
positioned  to  help  companies 
that  want  to  establish  a  global 
electronic  presence. 


A  Web  site.  A  virtual  corporation. 
Who  are  they?  Are  they  real? 

Bringing  more  than  150  years  of 
experience  to  a  new  frontier,  D&B 
can  help  you  find,  evaluate  and 
monitor  information  about 
customers,  suppliers  and  potential 
business  partners  worldwide. 

So  you  can  balance  opportunity 
with  risk  to  protect  and  grow  your 
business.  http://www.dnb.com 

©  1997  Dun  &  Bradstreet,  Inc.  One  Diamond  Hill  Road  Murray  Hill,  NJ  07974  1-800-234-3867 


Dun  &  Bradstreet.  Critical 
information  on  more  than  42  million 
businesses.  In  more  dian  200 
countries.  700,000  updates  each 
business  day.  Because  you  need  to 
know  who  you  are  really  dealing  with. 

Dun  &  Bradstreet 


Bringing  Business 
Processes  to  the 
Net— SAP 

Thus  far,  the  Internet, 
especially  the  World  Wide  Web, 
has  been  most  suitable  for 
recreation,  education  and 
marketing  activities.  What's 
kept  the  Net  from  being  truly 
useful  for  electronic  commerce 
has  been  its  inability  to  bring 
full-fledged  business 
processes  to  the  Web.  SAP 
has  solved  the  problem  with 


It  was  Thomas  Edison,  founder  of  the 
General  Electric  Company,  who  electri- 
fied the  world  a  century  ago  with  his  invention  of  the  light 
bulb.  Now,  at  the  dawn  of  a  new  century,  the  company  he 
founded  is  repeating  history.  GE  Information  Services  is 
electrifying  the  business  world  with  the  new  technologies  of 
electronic  commerce. 

We're  helping  more  than  40,000  trading  partners  become 
more  proficient  in  their  business  processes  and  the  way 
they  exchange  information  with  their  suppliers,  distributors, 
and  manufacturers  through  the  power  of  global  networks. 


again. 


Through  our  technology,  experience  and 
innovative  electronic  commerce  solutions, 
businesses  are  better  able  to  serve  their  customers,  improve 
their  productivity,  reduce  their  costs,  and  strengthen  their 
competitiveness. 

From  EDI  business  applications  to  Internet  based  solu- 
tions, GE  Information  Services  is  a  global  leader  in  busi- 
ness-to-business electronic  commerce.  If  you  want  to  electri- 
fy your  supply  chain  and  extend  your  market  reach,  give  us 
a  call.  Because  in  the  world  of  electronic  commerce  .  .  . 
We  Bring  Good  Things  To  Life. 


GE  Information  Services 


F..1.97  Forbes 


For  more  information  call  800-560-GEIS,  www.geis.com 


How  Pacific  Coast  Feather  Company  puts  orders  to  bed  40%  earlier. 

At  Pacific  Coast  Feather  Company,  a  small  family-owned  firm  in  Seattle,  they 

were  producing  so  many  down  comforters  and  pillows,  things  were  starting 

to  get  a  little  uncomfortable.  So  they  called  SAP  to  help  them  keep  up. 

With  SAP's  R/3  software,  they  decreased  their  order  turnaround 

time  by  40%  and  integrated  all  eight  of  their  manufacturing 

plants.  Now,  that  their  communications  are  open,  they're 

able  to  track  an  order  from  start  to  finish,  do  more 

business  with  less  inventory  on  hand  and  know 

the  exact  amount  of  raw  materials  they  need. 

With  R/3,  it  seems  that  the  experts  at 

helping  people  sleep  better,  are 

sleeping  better  themselves. 

For  more  information, 

visit  us  at  http://www. 

sap.com,  or  call 

1-800-283- 

1SAP. 


my 


A  Better  Return  On  Information. 
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a      ^"  -       *"  Electronic  commerce  is  moving  complex 

?  '   functions  like  supply-chain  management  and 
ijgk  •        order  processing  to  the  internet  and  value- 

added  networks  to  produce  big  savings  of 
—  "      f  —  ;  -       time  and  money.  See  specific  examples  at: 
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the  introduction  of  Release  3.1  of  its  R/3 
System,  the  world's  leading  client/server 
business  application  suite. 

SAP's  R/3  has  been  successful  for 
two  reasons.  First,  R/3  is  designed  with 
a  three-tiered  architecture:  the 
underlying  database  layer,  the  business 
application  layer  and,  at  the  top,  the 
presentation  layer.  It's  the  most  flexible 
system  for  distributing  business  applications  and  information 
on  an  enterprise-wide  basis,  regardless  of  platform.  Second, 
SAP  has  designed  an  extremely  powerful  suite  of  what  it 
calls  Business  Application  Programming  Interfaces,  which 
permits  direct  communication  between  business  applications 
from  virtually  any  supplier. 

The  new  R/3  3.1  Release  adds  an  additional  layer, 
Internet  functionality,  between  the  presentation  layer  and  the 
application  layer.  This  allows  Internet  access,  with  appropriate 
security  safeguards,  to  all  of  the  R/3  applications. 

"Only  when  you  bring  business  processes  to  the  Web 
do  you  really  facilitate  electronic  commerce,"  says  Frank 
Buchheit,  SAP's  electronic  commerce  market  manager. 
"Release  3.1  provides  access  to  all  the  rich  business 
processes  we  have  in  R/3  through  Web  technology.  That's 
what  finally  makes  electronic  commerce  real. 

"Web  technology  hasn't  taken  off  from  a  commerce 
standpoint,"  Buchheit  continues,  "because  we've  never  had 
the  ability  to  read  and  write  to  the  database  and  to  bring 
business  processes  to  the  Web  from  within  a  company's 
applications  systems  and  application  processes.  Release  3.1 
gives  companies  that  ability."  Buchheit  illustrates  what  the 
new  SAP  product  can  do  with  the  example  of  an  interactive 
corporate  catalog.  Because  the  catalog  is  linked  directly  to 
the  company's  database,  any  changes  involving  price, 
product  descriptions  or  availability  made  to  the  database  are 
available  in  real  time  on  the 
electronic  catalog.  Conversely, 
orders  placed  electronically  are 
immediately  reflected  in  the 
company's  inventory.  Thus, 
customers  enjoy  24-hour,  365- 
day-a-year  access  to  a  catalog 
they  know  is  current;  they  can 
place — and  track — orders  at 
their  convenience,  and  the 
company  dramatically  lowers  its 
catalog  maintenance  and 
distribution  costs. 


Further  electronic  commerce 
solutions — and  links — from 
the  following  companies 
are  available  on 
www.HemNet.com: 


AT&T 
Data  General 
Dun  &  Bradstreet 
GE  Information  Service 
MasterCard 
Silicon  Graphics 
Sterling  Commerce 


Germany's  Prisma  Group  was  one  of  the  first  companies 
in  the  world  to  implement  the  new  Release  3.1 .  Prisma 
consists  of  two  divisions,  a  trade  group  that  acts  as 
distributors  for  computer  hardware  and  software  in  Germany, 
Austria  and  Switzerland,  and  a  computer  services  group  that 
specializes  in  various  computer  consulting  and  new-media 
development  services.  Prisma  began  to  take  advantage  of 
the  Internet  as  a  communications  platform  in  1995.  But 
marketing  alone  wasn't  enough.  According  to  Prisma's 
cofounder  Peter  Rohwer,  "we  quickly  found  that  we  had  to 
move  from  a  marketing  focus  to  an  electronic  commerce 
focus  in  order  to  provide  more  services  to  our  customers. 

"We  have  several  goals  for  electronic  commerce,"  says 
Rohwer.  "We  want  to  extend  customer  services  and  enjoy 
what  I  call  a  better  mind-share  with  our  customer  base,  and 
we  also  want  to  reduce  our  cost-of-sale  and  be  able  to  easily 
scale  our  operations  as  we  expand.  That  demands  much 
more  than  a  static,  stand-alone  Web  site.  It  demands  a 
process-oriented  approach." 

Using  R/3  3.1 ,  Prisma  has  designed  a  special  Web  site 
for  its  dealer  customers  that  provides  sales  and  service 
functions.  Customers  select  the  product  they  want,  decide  if 
they  want  it  at  the  current  price,  and  enter  their  orders 
directly  with  a  few  mouse  clicks.  The  order  is  then 
transferred  directly  to  Prisma's  warehouse,  without  any 
manual  intervention.  The  customer  receives  a  full  report 
indicating  the  status  of  the  order,  which  is  updated  in  real 
time  as  it  moves  from  warehouse  to  shipping.  Since  some 
products  may  be  back-ordered,  the  customer  receives  real- 
time information  about  what's  actually  been  shipped,  what 
hasn't,  and  when  out-of-stock  items  will  be  available. 

According  to  SAP's  Buchheit,  the  dynamic  nature  of  R/3 
3.1  will  radically  alter  supply-chain  management  and  shrink 
the  distance  between  businesses  and  suppliers  to  realize 
significant  cost  benefits  to  both.  "Suppliers  can  gain  direct 
access  to  a  company's  product-assembly  process.  When 
parts  are  exhausted  from  the  inventory,  suppliers  can  create 
a  shipment  in  their  own  system  and  deliver  the  necessary 
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products  automatically.  It's  a  process  that  really  makes  the 
supplier  a  member  of  the  production  team." 

In  Buchheit's  opinion,  that  kind  of  functionality,  which 
extends  business  processes  beyond  the  boundaries  of 
individual  enterprises,  turns  electronic  commerce  from 
simply  another  sales  channel  into  a  powerful  new  paradigm 
for  doing  business. 

EC  and  Supply  Chain  Management 
— GE  Information  Services'  Logistics 
Tracking  Service 

As  the  world  of  commerce  heats  up  with  rising  global 
competition,  businesses  have  greater  and  greater  need  to 
instantly  locate  goods  as  they  move  through  the  supply 
chain.  Customer  service, 
purchasing,  manufacturing 
and  logistics  professionals 
typically  make  these  inquiries 
via  phone  and  fax,  which  drives 
up  costs  and  results  in  poor 
customer  response. 

In  an  effort  to  enhance 
customer  satisfaction  and 
speed  time-to-market, 
businesses  are  searching  for 
methods  to  increase  distribution  efficiency,  shorten  order 
cycles,  optimize  inventories,  reduce  costs  and  support 
competitive  initiatives  such  as  just-in-time  (JIT)  and  quick 
response  (QR).  This  requires  real-time,  comprehensive 
information  about  the  movement  of  raw  materials,  sub- 
assemblies and  finished  goods  through  the  pipeline.  This 
must  not  only  be  easily  accessible  within  companies,  but 
between  companies  as  well,  making  the  value  of  global 
networks  more  important  than  ever  to  the  world  of  business. 
With  up  to  ten  different  players  handling  a  typical  shipment 
from  initial  order  through  delivery,  only  a  global  electronic 
commerce-based  tracking  service  can  provide  the  real-time 
information  essential  for  improving  pipeline  performance  and 
streamlining  supply-chain  management  processes. 

The  Wilson  Group,  the  Sweden-based  air-  and  sea- 
freight  forwarding  and  customs  division  of  Bilspedition 
Transport  and  Logistics  (BTL),  was  faced  with  customers 
demanding  better  and  faster  information  on  individual 
shipments  and  overall  performance.  They  searched  for  a 
global  solution  to  track  shipments  more  efficiently,  identify 
problems  early  so  they  could  be  corrected  quickly  and 
eliminate  the  re-keying  of  paper  documents  to  improve 
quality  and  reduce  costs.  The  Wilson  Group  also  needed  a 


Bridging  Boundaries 


Electronic  commerce 
can  erase  borders.  But 
exactly  how  do  you 
operate  internationally 
and  across  multiple 
platforms?  See  how 
major  U.S.  multi- 
nationals do  it  at: 


.HemNet.com 


vendor  that  could  provide  EDI  capabilities,  global  network 
capabilities,  business-process  consulting,  training  and  global 
support  services. 

With  the  help  of  GE  Information  Services,  The  Wilson 
Group  im*plemented  WILTRACK,  a  version  of  GE's  Logistics 
Tracking  Service  (LTS™),  designed  to  track  cargo  by 
collecting  data  from  The  Wilson  Group's  offices,  airlines, 
ocean  carriers  and  other  third-party  logistics  partners. 
WILTRACK  enables  The  Wilson  Group,  its  partners  and 
customers  to  easily  access  order  and  shipment  information 
and  generate  reports  that  provide  real-time  status  on  early, 
late  or  undelivered  orders  and  shipments,  carrier 
performance  and  costs.  This  information  is  provided  on  any 
shipment,  anywhere  in  the  world.  After  using  WILTRACK  for 

less  than  a  year,  The  Wilson 
Group's  Australian  division  cut 
delivery  times  for  some  of  its 
international  clients  by  up  to 
two  days. 

Offering  its  customers  and 
trading  partners  direct  access 
to  critical  information  has 
enabled  The  Wilson  Group  to 
streamline  its  supply-chain 
processes.  They  have  realized 
that  the  power  of  electronic  commerce  is  its  ability  to  move 
critical  data  across  networks  to  reduce  cycle  times,  decrease 
costs  and  deliver  greater  customer  satisfaction. 

The  Total  Electronic  Commerce 
Solution — Silicon  Graphics 

Anyone  wondering  about  the  power  of  electronic  commerce 
and  its  usefulness  for  companies  of  all  sizes  should  look  at 
the  customer  list  of  Silicon  Graphics,  Inc.  Silicon  Graphics 
WebFORCE  servers  are  ideal  for  the  most  demanding 
applications  on  the  Web,  and  one  of  the  most  demanding 
applications  is  electronic  commerce.  Some  customers,  such 
as  Warner  Bros.,  are  extending  their  markets  and  using 
interactive  and  multimedia  technologies  to  market  and  sell 
their  products  and  services  in  a  new  venue  using  Silicon 
Graphics  WebFORCE  servers.  Others,  such  as  Virtual 
Vineyards  and  Garden  Escape,  bet  their  businesses  on  Silicon 
Graphics-powered  Web  sites  as  their  only  retail  outlets. 

Silicon  Graphics'  recently  introduced  WebFORCE 
Electronic  Commerce  Toolkit  is  an  integrated  suite  of 
software  that,  along  with  the  WebFORCE  02  workstation, 
provides  a  total  solution  for  setting  up  shop  on  the  Web.  It 
offers  powerful  tools  and  utilities,  including  storefront 
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8:25  a.m.  -  he  arrives  at  work  and  logs  onto  his  PC.  At  8:45  he  unknowingly  destroys 

\  350  critical  files, 

shutting  down  your  entire 

8:51  a.m.  -  he  goes  for  coffee. 
Your  company  is  crippled. 
Have  a  nice  day. 


Over  80%  of  all  security  breaches,  both 
accidental  and  deliberate,  occur  from 
within  an  organization.  You  can  help 
prevent  both  internal  and  external  breaches 
with  CYBERSHIELD  from  Data  General, 
combining  the  Internet,  Intranet  and  firewall 
in  one  complete  and  integrated  solution. 
CYBERSHIELD  joins  Data  General's  DG/UX 
B2  Security  Option  with  technology  from  BDM 
International  and  applications  from  Oracle 
and  Open  Market.  And  CYBERSHIELD  runs  on 
Intel  Pentium®  Pro  Processor-based  AViiON® 
servers,  such  as  the  AV  4900. 
Your  company  can  run  enterprise-wide 
applications  and  conduct  transactions  over 
the  Internet  and  Intranet  with  the  highest  level 
of  security  currently  available,  just  as  major 
companies  and  government  security  agencies 
already  do.  Contact  Data  General  and  learn 
how  you  can  keep  accidents  like  this  from 
happening. 

And  really  do  have  a  nice  day. 


A  V  HON 


iw  Data  General 

www.dg.com 
1 -800-DATA  GEN 


AViiON  and  DG/UX  are  registeredtrademarks  of  Data  General  Corporation.  CYBERSHIELD  is  a  trademark  of  BDM  International. 
I  Inside  logo  and  Pentium  are  registered  trademarks  and  the  Pentium  Processor  logo  and  the  Pentium  Pro  Processor  are  trademarks  of  the  Intel  Corporation.  ©  Data  General  Corporatio 
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Running  a  Cyberstore 


Giant  multimedia 
corporations  and  small 
shops  are  opening 
stores  in  cyberspace, 
but  it  takes  planning, 
know-how,  and  plenty 
of  computing  power, 
see  the  success  stories 
and  what's  behind 
them  at: 


mNet.com 


creation  templates,  database  integration,  shopping-cart 
technology,  cataloging  and  transaction  security.  The 
company's  servers  provide  the  most  powerful  platforms  for 
running  high-volume  online  catalogs,  especially  those  with  a 
high  degree  of  multimedia  content.  Because  it  offers  such  a 
broad  range  of  products,  Silicon  Graphics  can  serve  as  a 
one-stop  shop  for  electronic  commerce. 

For  Virtual  Vineyards,  Silicon  Graphics'  WebFORCE 
servers  turned  an  intriguing  idea  into  one  of  the  first 
significant  commerce  sites  on  the  Web,  and  one  of  the  few 
that  rely  completely  on  the  Web  for  retail  sales.  Virtual 
Vineyards  (www.virtualvin.com)  designed  an  interactive  site 
that  allows  customers  to  shop  for  wine  and  specialty  foods 
using  virtual  shopping  carts.  And,  as  they  would  in  the  best 
wine  shops,  customers  can  ask  resident  experts  for  advice, 
and  the  "store"  keeps  complete  files  on  customers' 
preferences  and  buying  histories.  All  of  it — the  cart,  the 
database,  the  interactive  advice — was  designed  with  and  is 
powered  by  Silicon  Graphics  WebFORCE  servers,  closely 
integrated  with  a  Sybase  database. 

Silicon  Graphics  is  the  industry's  leading  platform  for 
creating  complex  multimedia  Web  sites,  and  its  servers  have  a 
reputation  for  unmatched  performance,  scalability  and  rock- 
solid  reliability.  That  combination  led  Warner  Bros,  to  turn  to 
Silicon  Graphics  for  the  equipment  to  design  and  run  its 
innovative  Warner  Bros.  Online  site  (www.warnerbros.com). 

The  Warner  Bros.  Online  site  offers  entertainment, 
information  and  promotional  programming  and  also  serves  as 
an  online  storefront  for  direct  sales  of  Warner  Bros.  Studio 
Store  merchandise.  It  features  CD-quality  sound,  full-motion 
video  and  complete  interactive  capabilities,  which  pose 
extreme  computing  demands.  The  fact  that  the  site  has  been 
spectacularly  successful — it  receives  about  1 .5  million  hits  a 
day — keeps  the  pressure  up. 

Why  did  Warner  Bros,  entrust  the  entire  site  to  Silicon 
Graphics?  "We  wanted  to  team  up  with  the  platform  supplier 
that  was  the  leader  in  this  market,"  says  Robert  Gonzales, 


Warner's  director  of  operations  and  technology.  "Silicon  Graphics 
was  the  only  company  to  meet  all  of  our  requirements." 

It's  Profitable,  But  Is  it  Safe? 

Electronic  commerce  can  vastly  extend  a  company's  markets, 
help  manage  the  supply  chain  and  leverage  already  effective 
business  practices  such  as  just-in-time  delivery.  But  if  it 
jeopardizes  a  corporation's  information  assets  or  puts 
customers  at  financial  risk,  the  risk/reward  ratio  becomes 
unfavorable.  Fortunately,  companies  like  Data  General  have 
developed  systems  to  safeguard  a  company's  data,  while 
venerable  firms  like  Dun  &  Bradstreet  have  brought  their 
expertise  in  gathering,  analyzing  and  distributing  corporate 
data  to  the  new  frontiers  of  cyberspace. 

Solid  Security,  Simple  Servers 
— Data  General 

Security  is  the  foundation  upon  which  electronic  commerce 
rests.  The  traditional  approach  to  keeping  corporate 
information  secure — simply  placing  that  data  behind  a 
firewall — is  inadequate  for  the  demands  electronic 
commerce  makes.  Actually,  firewalls  are  inadequate  even  for 
companies  that  don't  open  their  systems  to  the  outside  world, 
because  firewalls  don't  address  the  problem  of  risk  arising 
from  within  the  corporation.  Depending  solely  on  firewalls  is 
like  depending  on  a  lock  on  the  front  door  when  the  thief 
might  already  be  in  the  living  room. 

If  a  firewall  is  like  a  lock  on  the  front  door,  the  ideal 
internet  security  system  can  be  compared  with  the  many 
locks  on  individual  apartments  in  an  apartment  house.  Even 
if  the  front  door  is  breached,  what's  behind  each  individual 
lock  remains  secure.  The  analogy  is  particularly  apt  for 
electronic  commerce.  To  facilitate  true  commerce  on  the 
Internet,  companies  need  to  be  able  to  extend  varying  levels 
of  access  to  their  business  applications  to  different  classes 
of  customers  and  partners.  That  means  being  able  to 
compartmentalize  information  into  virtual  systems,  each  of 
which  can  have  a  different  set  of  access  criteria. 

The  only  product  that  does  that  and  that  also  offers  the 
highest  level  of  security,  known  as  B2,  is  Data  General's 
CYBERSHIELD™  system.  "Electronic  commerce  demands 
bulletproof  security,"  says  Data  General's  Rick  Strom, 
director  of  system  software  marketing.  "You  could  try 
multiple  firewalls,  but  managing  them,  using  them  with  a 
variety  of  applications  and  allowing  the  access  that's 
needed  for  interactive  transactions  is  a  nightmare," 
according  to  Strom.  "CYBERSHIELD,  which  runs  as  an 
integrated  system  and  permits  putting  information  assets  in 
as  many  discrete  containment  areas  as  necessary,  is 
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and  other  sound  business  reasons  Travelocity 


uses  Silicon  Graphics  WebFORCE  servers. 


When  your  Web  site  connects  directly 
to  the  system  that  books  nearly 
one-third  of  the  world's  electronic 
travel  reservations,  your  servers  had 
better  be  accommodating.  Which  is 
why  SABRE®  Interactive 
chose  Silicon  Graphics® 
WebFORCE®  servers  for 
their  Travelocity'"  Web 
site.  Our  WebFORCE 
servers  combine  64-bit  MIPS®  RISC 
microprocessors  with  the  highest 
data  throughput  in  the  market.  The 
revolutionary  system  architecture,  with 


LEADING  SITES 
POWERED  BY  WEBFORCE 

www.travelocity.com 
www.nintendo.com 
www.eds.com 
www.timex.com 
www.pepsi.com 
www.hbo.com 
www.superpages.com 


industry-leading  I/O  performance, 
lets  their  Web  site  handle 
anything.  And  because  Silicon 
Graphics  offers  the  widest  range 
of  compatible  servers,  they  can 
easily  scale  their  site  to 
handle  even  more.  All 
of  which  means  that 
Travelocity  is  getting 
a  lot  of  mileage  out  of 
our  servers.  You  can,  too.  For  more 
information  call  800.636.81  84,     see  what's  possibi 
Department  LS0071  or  visit  us  at 
www.sgi.com/Products/WebFORCE. 
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actually  more  secure  and  far  more  simple  to  set  up  and 
maintain.  That  greatly  simplifies  building  commerce 
solutions."  (See  how  CYBERSHIELD  works  in  the  "E.com" 
section  of  Hemisphere's  Web  site  at  www.HemNet.com;  it's 
in  the  "Security  Issues"  section.) 

CYBERSHIELD  is  an  example  of  one  of  the  basic  rules  of 
computing  systems:  As  applications  become  more-complex 
and  as  use  increases  exponentially,  the  system  itself  evolves 
into  a  network  of  highly  specialized  components,  each  of 
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When  it  comes  to 
\  j  electronic  commerce, 
'   security  is  absolutely  v 


When  it  comes  to 
electronic  commerce, 
security  is  absolutely  vital. 
But  how  much  security  do 
you  really  need?  And  how 
do  you  get  it?  There  are 
complete  explanations  and 
solutions  to  electronic 
commerce  security  issues  at: 


www.EfemNet.com 


which  is  dedicated  to  a  single  task.  Redundancy  is 
eliminated  as  functions  migrate  to  the  network  from  stand- 
alone, self-sufficient  units. 

Data  General  believes  electronic  commerce,  with  its 
potential  for  huge  volume  and  incredibly  complex  functions, 
demands  this  new  kind  of  computing  architecture.  In 
response,  the  company  is  developing  "thin"  machines. 
The  new  products,  which  it  calls  its  THiiN™  Line  of  internet 
appliances,  includes  network  computers,  or  thin  clients. 
These  are  the  inexpensive  machines  that  permit  Internet 
access  and  depend  on  processing  and  storage  functions 
located  on  the  network.  Also  scheduled  for  release  this  year 
are  thin  servers  that  will  distribute  information  to  devices 
throughout  a  home,  office  or  school,  and  thin  information 
servers,  whose  sole  task  is  to  move  HTML  pages  onto  the 
Internet.  To  see  how  thin  clients  and  servers  will  work, 
see  the  discussion  in  the  hardware  section  of  our  E.com 
Web  site  (www.HemNet.com). 

Who's  Who  in  Cyberspace 
— Dun  8c  Bradstreet 

Dun  &  Bradstreet,  which  began  gathering  vital  business 
information  on  companies  more  than  1 50  years  ago,  is  the 
perfect  guide  for  corporations  venturing  into  the  largely 
uncharted  territory  of  electronic  commerce.  The  need  for 
solid  business  information  is  no  different  in  cyberspace,  after 
all,  than  it  is  on  Wall  Street  or  Main  Street,  in  the  U.S.  or 
across  the  globe. 


"Between  our  physical  presence  around  the  world  and 
our  databases  of  more  than  42  million  businesses,  we  give 
corporations  the  vital  information  they  need  to  do  business 
confidently  on  the  Web.  We  tell  them,  OK,  we  have 
informatfon  on  this  business  you  want  to  sell  to,  and  here's 
some  insight  into  their  overall  character,"  says  Frank 
Fitzsimmons,  D&B's  senior  vice  president  for  global 
electronic  commerce.  "And  the  information  is  dynamic.  We 
constantly  monitor  it.  We  actually  update  our  database  more 
than  750,000  times  a  day." 

The  D&B  D-U-N-S®  Number,  already  the  standard 
identifier  for  companies  worldwide,  is  quickly  becoming  the 
universal  standard  for  identifying  businesses  on  the  Web. 
The  U.S.  government  requires  it  for  all  businesses  in  its 
Central  Contractor  Registration  database,  and  it  is 
recognized  by  more  than  50  global,  industry  and  trade 
associations  as  well  as  by  the  major  standards-setting 
organizations,  including  ANSI,  UN/EDIFACT  and  ISO.  It 
provides  a  powerful  means  for  quickly  finding  potential 
clients  and  suppliers  worldwide,  and  it  could,  in  time,  serve 
as  an  authenticating  electronic  fingerprint  to  help  secure 
Internet  transactions.  D&B  information,  in  fact,  is  the 
intelligence  behind  Verisign's  digital  certificates,  which 
Fitzsimmons  calls  "the  driver's  licenses  of  cyberspace." 

"We've  come  full  circle,"  says  Fitzsimmons.  "Most 
businesses  were  small  businesses  when  we  started  more 
than  150  years  ago.  Today,  as  large  corporations  shed 
numerous  functions,  the  SOHO  market  is  booming.  But 
today  potential  buyers  and  sellers  are  likely  to  be  scattered 
across  the  globe.  In  fact,  about  a  third  of  our  database 
consists  of  companies  overseas,  in  more  than  200 
countries.  What  we've  done  is  make  our  vast  information 
instantly  accessible  to  our  clients  by  putting  it  on-line." 
Fitzsimmons  thinks  this  information  can  be  especially 
valuable  to  small-  and  medium-sized  business.  "For 
businesses  without  large  international  staffs,  we  can  open 
markets  that  would  otherwise  remain  closed  to  them." 

Delivering  Virtual  Orders  to 
Real  Addresses — The  UPS  Role 
In  Electronic  Commerce 

In  some  cases,  electronic  commerce  can  extend  all  the  way 
to  the  delivery  of  the  final  product;  software,  for  instance, 
need  never  assume  a  form  more  physical  than  the  electrons 
that  carry  it  from  developer  to  the  end  user's  desktop.  But 
most  products,  even  when  purchased  through  electronic 
channels,  must  be  physically  delivered  to  real  addresses. 
That  doesn't  mean  electronic  commerce  stops  at  the 


Whether  you  just  want  to  get  your 
feet  wet  or  surf  the  big  wave... 

AT&T  can  help  you  grow  your  business  on  the  World  Wide  Web 


So  you've  decided  to  use  the  Internet  to 
promote  your  products  and  services... 

Whether  you  want  to  host  a  Web  site  to  distrib- 
ute information  about  your  business,  manage 
online  transactions  to  sell  your  product  catalog, 
or  provide  Web  visitors  with  the  ability  to  speak 
to  a  live  representative  of  your  company,  AT&T 
can  help  you  harness  the  full  potential  of  the 
Web  quickly  and  easily. 

AT&T  Web  Site  Services  can  offer  you  hassle- 
free  end-to-end  solutions  to  create  and  manage 
your  Web  site  and  online  store.  And  we  handle 
the  full  spectrum  of  operational  details  on  your 
behalf,  providing  the  backup  systems  and 
technology  to  protect  your  site  from  becoming 
overloaded  and  obsolete. 

Benefit  from  the  reliability  and  experi- 
ence AT&T  brings  to  the  Internet 

AT&T  delivers  the  quality,  reliability  and  high 
capacity  network  resources  that  you  need  to 


support  your  success  in  the  online  environment. 
In  fact  we're  so  sure  of  our  dependability,  we 
offer  a  "Server  Availability  Guarantee"  and  a 
"Never  Miss  An  Order  Guarantee".* 

For  more  information,  contact  your 
AT&T  representative  or  call  us  at 

1  800  7HOSTIN,  Dept.  505 
E-Mail  to: 

telemark  @attmaiL  com 

Or  visit  the  AT&T  EasyCommerce 

Services  Web  site  at: 

www.  att.  com/easy  commerce/ 


'  Subject  to  terms  and  conditions  of  this  guaran- 
tee, a  copy  of  which  can  be  obtained  by  calling 
the  toll-free  number  above  AT&T  reserves  the 
right  to  change  or  modify  the  terms  and  condi- 
tions of  this  guarantee  or  discontinue  this  guar- 
antee at  any  time  without  notice. 


)  1 997  AT&T.  All  rights  reserved 
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SET  to  Buy  on  the 
Internet— MasterCard 

Overwhelmingly,  consumers  want  to 
be  able  to  pay  for  purchases  with 
their  credit  cards  when  they  shop 
electronically.  The  problem,  of 
course,  exacerbated  by  media  hype, 
is  the  possibility  for  fraud  when 
credit  card  numbers  go  out 
unsecured  over  the  Web.  To  address 
the  problem,  MasterCard,  in 
association  with  a  consortium  of 
technology  providers  and  Visa, 
developed  a  protocol,  known  as 
Secure  Electronic  Transaction,  or 
SET,  for  handling  payment 
transactions  over  open  networks. 

MasterCard  is  taking  the  lead  in 
promoting  electronic  commerce 
through  the  secure,  SET  protocol. 
On  December  30, 1996,  MasterCard 
announced  the  first  end-to-end 
transaction  over  the  Internet  using 
SET. 

The  goal  is  to  make  MasterCard 
accounts  as  easy  to  use  in  cyberspace 
as  they  are  in  any  local  store.  SET 
uses  advanced  methods,  based  on 
RSA  encryption,  to  protect  the 
confidentiality  of  payment 
informadon.  According  to  Thomas 
Pouliot,  vice  president  of  electronic 
commerce  at  MasterCard 
International,  SET  has  "given  the 
consumer  their  signature  back" 
through  the  use  of  encrypted 
personal  identificadon  codes.  It  also 
serves  to  authenticate  both  sides  of 
the  transaction,  the  cardholder  and 
the  merchant. 

MasterCard  sees  its  successful 
use  of  SET  to  safely  complete  a  real 
electronic  transaction  over  the 
Internet  as  the  dawn  of  a  new  era  in 
commerce  and  an  important  step  in 
shaping  the  future  of  money. 


shipping  platform,  however.  UPS  has 
integrated  one  of  the  most  comprehensive 
systems  for  managing  the  movement  of 
packages  between  buyers  and  sellers  with 
virtually  any  electronic  commerce  system  at 
either  end  of  the  transaction. 

UPS  has  gone  far  beyond  the  simple 
tracking  of  shipments  from  a  client's 
desktop.  The  UPS  system  allows  buyers  or 
sellers  to  easily  retrieve  detailed  informa- 
tion about  their  shipments  and  gives  them  a 
new  measure  of  control  over  the  process, 
through  just-in-time  delivery,  shipment 
consolidation  and  inventory  management. 

Many  of  UPS's  services  are  available 
directly  from  its  own  home  page  (www. 
ups.com).  But  perhaps  the  most  interesting 
thing  about  UPS's  approach  to  electronic 
commerce  is  its  focus  on  extending  its  own 
functionality  and  expertise  to  transparently 
augment  the  services  its  clients  offer  their 
customers.  "We  don't  want  to  build  a 
UPS  marketplace,  per  se,"  states  Ross 
McCullough,  the  company's  electronic 
commerce  group  manager.  "We  want  to 
extend  our  functionality  to  our  clients'  sites." 

The  kind  of  partnership  McCullough 
talks  about  is  illustrated  by  the  integration  of 
UPS  solutions  with  the  Web  site  Marshall 
Industries  maintains  (www.marshall.com). 
Marshall  is  one  of  the  largest  distributors  of 
electronic  components  and  has  a  highly 
developed  Web  site.  Marshall's  customers, 
wanting  to  track  their  shipments,  can,  of 
course,  simply  exit  Marshall's  site  and  get 
the  information  they  need  from  the  UPS 
site.  Marshall  and  UPS,  however,  thought  it 
would  be  easier  for  customers — and  a 
value-added  service  Marshall  could 
provide — if  the  information  and  the  UPS 
tracking  functionality  were  available  directly 
from  Marshall's  own  home  page.  So,  today, 
the  UPS  logo  appears  directly  on  Marshall's 
site,  and  clients,  using  their  UPS  tracking 
number,  can  track  shipments  directly 
without  ever  leaving  Marshall's  page.  "The 
recognition  and  brand  belong  to  Marshall; 
that's  why  their  customer's  are  at  their 
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site,"  says  UPS's  McCullough.  "Our  goal  is 
not  to  distract  Marshall's  customer  and 
lure  him  to  our  site  but  to  augment 
Marshall's  business  processes  with  our 
information  and  technology  so  Marshall 
can  better  serve  their  clients." 

McCullough  sees  a  key  role  for  UPS  as 
electronic  commerce  closes  the  loop  in  the 
marketplace  between  companies  and  their 
customers.  "By  facilitating  the  movement 
of  small  packages  through  the  supply 
chain,"  he  says,  "and  by  integrating  our 
systems  with  those  of  our  customers,  we 
can  add  important  value  to  any  distributor, 
retailer  or  manufacturer  establishing 
electronic  marketplaces.  We  intend  to  play 
a  central  part  in  helping  electronic 
commerce  actually  deliver  the  goods." 

Despite  the  obvious  changes 
electronic  commerce  is  bringing  to  the 
marketplace,  it  doesn't  signal  the  dawn  of 
a  new  economic  age.  In  a  very  real  sense, 
electronic  commerce  is  business  as  usual. 
Or,  to  put  it  slightly  differently,  electronic 
commerce  is  the  next  step  in  an  unending 
process  in  which  business  and  economic 
practices  evolve  toward  ever  greater 
efficiency  and,  one  hopes,  ever  greater 
inclusiveness. 
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Now  that  Latin  Americans  need  the  money, 
the  welcome  mat  is  out  for  U.S.  private  equity 
investors.  Dallas'  Tom  Hicks  is  leading  the  pack. 

Yanqui, 
come  on  down! 


By  Christopher  Palmeri 


Dallas  investor 
Thomas  Hicks 
He's  making 
a  billion-dollar 
bet  on  cable  TV, 
insurance  and 
other  assets  in 
Latin  America. 


When  Thomas  Hicks  first  consid- 
ered putting  money  into  Mexico  five 
years  ago,  the  Dallas  investor  got  the 
cold  shoulder  from  Mexico's  clubby 
business  establishment.  "There  was 
an  arrogance,"  Hicks  recalls.  "It  was 
like  Houston  during  the  oil  boom." 

Arrogance  goeth  before  a  fall.  The 
collapse  of  the  Mexican  peso  in  1994 
left  thousands  of  businesses  through- 
out Latin  America  starved  for  capital. 
"We  have  a  great  reception  in  Mexico 
now,"  Hicks  grins. 

In  the  last  year  Hicks'  Dallas- based 
leveraged  buyout  boutique,  Hicks, 
Muse,  Tate  &  Furst  Inc.,  has  commit- 
ted $400  million  in  private  equity  cap- 
ital to  Latin  America  from  its  U.S. 
investment  portfolios.  Later  this  year 
Hicks  hopes  to  raise  $500  million 
more  in  a  separate  Latin  America  fund. 

The  money  is  flowing  into  an  array 
of  businesses  as  diverse  as  Latin 
America  itself.  In  Argentina  Tom 
Hicks  has  been  purchasing  rural  cable 
TV  systems  from  the  local  entrepre- 
neurs that  founded  them.  Since 
December  Hicks,  Muse  has  become 
the  fourth-largest  cable  operator  in 


Argentina,  having  spent  $210  million 
to  acquire  241,000  subscribers.  Why 
cable?  Revenues  per  subscriber  and 
operating  margins  for  cable  systems 
in  Argentina  run  about  the  same  as 
they  do  in  the  U.S.,  but  Hicks,  Muse 
has  been  able  to  acquire  systems  for 
about  $900  per  subscriber,  half  of  the 
going  U.S.  price.  Hicks,  Muse  is 
expected  to  announce  soon  an  invest- 
ment in  a  Mexican  wireless  cable  tele- 
vision firm. 

Financial  services  firms  are  also 
starting  to  look  interesting.  Last  year 
Hicks,  Muse  paid  $128  million  to  buy 
Mexico's  third-largest  insurance  com- 
pany and  then  merged  it  into  Seguros 
Commercial  America,  a  publicly 
traded  insurer  controlled  by  Monter- 
rey, Mexico- based  businessman  Alfon- 
so Romo.  Hicks,  Muse's  investors 
now  own  13%  of  Seguros  Commer- 
cial, a  stake  worth  $146  million. 

In  the  U.S.  Hicks,  Muse  made  its 
big  money  through  leveraged  invest- 
ments in  distressed  or  underappreci- 
ated industries  like  radio,  real  estate 
and  insurance.  But  in  many  of  its 
Latin  American  investments  Hicks, 


Muse  is  deleveraging.  Late  last  year, 
for  example,  Hicks,  Muse  invested 
$  1 3  million  for  a  69%  stake  in  Grupo 
Vidrio  Formas,  a  small  Mexican  glass- 
maker  that  specializes  in  bottles  for 
the  fast-growing  tequila  industry. 
Like  a  lot  of  Mexican  companies, 
Vidrio  Formas  got  caught  with 
dollar-denominated  debt  whose  prin- 
cipal effectively  doubled  when  the 
peso  lost  half  of  its  value.  A  third  of 
Hicks,  Muse's  investment  has  gone 
to  paying  off  the  company's  debt. 
The  rest  will  go  to  tripling  Vidrio 
Formas'  glassmaking  capacity. 

Other  investors  see  opportunity  to 
put  their  money  to  work  down  south. 
Former  Treasury  Secretary  Nicholas 
Brady  has  raised  $150  million  to 
invest  in  Latin  America  through  his 
Washington,  D.C. -based  Darby 
Overseas  Investments  Ltd.  Fort 
Worth  investor  David  Bonderman's 
Texas  Pacific  Group  has  a  $250  mil- 
lion Latin  America  fund.  Former  Wall 
Streeter  and  Peruvian  government 
official  Pedro- Pablo  Kuczynski  has 
raised  $257  million  through  his 
Miami-based  Latin  America  Enter- 
prise Fund.  Among  his  investments 
are  a  Brazilian  drugstore  chain  and 
Mexican  funeral  parlors. 

Add  it  all  up,  says  Steven  Galante, 
editor  of  the  Boston-based  Private 
Equity  Analyst  newsletter,  and 
around  $1.6  billion  was  raised  in  new 
Latin  America  funds  last  year,  double 
the  1995  number. 

Tom  Hicks  hopes  that,  as  freer 
trade  dissolves  traditional  Western 
Hemisphere  boundaries,  the  compa- 
nies he  is  investing  in  will  find  ways 
to  expand  their  business  into  neigh- 
boring countries.  Thus  Hicks,  Muse 
is  acquiring  Mexican  food  companies 
and  their  distribution  networks.  It's 
betting  that  these  businesses  will 
nicely  complement  Hicks,  Muse's 
recent  $1.2  billion  purchase  of  Amer- 
ican Home  Products'  food  division, 
maker  of  Chef  Boyardee  pasta  dishes, 
pam  cooking  spray  and  Jiffy  Pop 
popcorn. 

"The  fundamental  fact  is  that  the 
U.S.  is  a  mature  market,  and,  over 
time,  countries  like  Mexico  will  have 
significantly  faster  growth,"  Hicks 
says.  Which  explains  why  he  and  his 
colleagues  have  all  started  taking 
Spanish  lessons.  OB 
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How  many  golf  balls  fit  in  a  swimming  pool?  How  many  rivets  are  in  a  747? 
Trivial  Pursuit?  No— a  modern  job  interview. 


Think  fast! 


By  Nina  Muiik  and  Suzanne  Oliver 

Robert  Breskt  applied  for  an  account 
executive  position  at  Blair  Televi- 
sion, a  New  York  firm  that  sells 
television  ad  time.  He  armed 
himself  with  a  stack  of  flip 
charts  that  highlighted 
his  sales  strengths.  He 
was    babbling  away 
when   the  seemingly 
bored  interviewer 
reached  into  her  desk 
drawer   and   tossed  a 
hand  grenade  on  the 
table.  "If  you're  so  good, 
sell  me  this,"  she  demanded. 
Bresky  didn't  miss  a  beat.  He 
picked  up  the  grenade  and  said: 
"Ma'am,  if  you're  talking  per- 
sonal protection,  this  is  the  way 
to  go.  It's  portable,  easy  to  use 
and  it'll  scare  off  even  the 
toughest  gang  member." 

No  sale:  "My  tiny  handgun 
fits  in  my  pocket  perfecdy.  That 
— If  It  grenade  will  rip  a  hole  in  my 

blazer." 

Bresky,  who  asked  FORBES 
not  to  use  his  real  name,  offered 
her  a  free  grenade  holster.  He 
got  die  job. 

You  have  been  warned.  The 
gentle  job  interview  is  dead. 
Basing  hiring  decisions  on  IQ 
„   tests — which  the  politically  cor- 

rect claim  are  culturally  biased — 
;  leaves  an  employer  open  to  law- 
3  suits.  But  there  are  no  laws 

against  asking  sales  applicants  to 
|  !  try  flogging  hand  grenades, 

z  I  These  days  companies  ask  appli- 

'  cants  to  solve  brainteasers  and  rid- 
dles, create  art  out  of  paper  bags, 
spend  a  day  acting  as  managers  of  make-believe  companies 
and  solve  complex  business  problems. 

The  media  have  widely  quoted  Bill  Gates  as  saying  that 
IQ  is  all  that  matters — that  he  can  teach  smart  people  any- 
thing. Whether  Gates  really  believes  it,  this  opinion  is  very 
much  in  a  minority.  No  one  doubts  that  brains  matter.  If 
you  are  not  smart  you  are  not  going  very  far.  But  a  reason- 


Amy's  Ice  Creams  asks 
applicants  to  get  creative 
with  a  paper  bag.  Adam 
Ford,  creator  of  the  jack- 
in-the-box  above,  got  the 
job.  The  applicant  behind 
the  bag  below  did  not. 


ably  high  IQ  just  gets  you  a  ticket  to  the  lottery.  Winning 
requires  creativity,  intuition  and  flexibility,  as  well  as  the  abil- 
ity to  reason. 

In  his  1996  book  Successful  Intelligence,  Yale  University's 
Robert  Sternberg  concludes  that  common  sense,  or  what 
he  calls  "tacit  knowledge,"  is  a  better  indicator  of  job  per- 
formance than  IQ  alone. 

James  Clayton,  chief  executive  officer  of  Clayton  Homes, 
Inc.,  says  he  is  a  bit  suspicious  of  job  applicants  with  very 
high  iqs.  He  suspects  they  may  be  too  restless  to  see  a  pro- 
ject through.  So  he  tests  for  both  personali- 
ty and  IQ:  "Our  chief  financial  officer, 
John  Kalec,  scored  extremely  high  on 
the  [iq]  test,  a  lot  higher  than  I  did." 

Clayton  hired  him  anyhow.  "His 
personality  test  showed  that  he  had 
high  empathy — which  offsets  his  high 
intelligence." 

In  Silicon  Valley,  where  people 
pride  themselves  on  doing  things  -W1 
differently,  personality  tests  of  ^fc7 
the  kind  Clayton  uses  are  passe.  I 
"Psychometric  testing  is  old- 
school,"  declares  Silicon  Graphics'  head  of  human  resources 
Kirk  Froggatt,  who  holds  a  degree  in  industrial  psychology. 
"It's  mechanical.  It  doesn't  work  in  a  fast-changing  world." 

High-tech  firms  often  camouflage  their  tests.  Autodesk 
plans  to  post  tough  software  problems  in  newsgroups  on 
the  Internet.  If  it  sees  an  inspired  solution,  it  will  E-mail  the 
writer  and  ask  him  or  her  to  come  in  for  an  interview. 

When  Scott  Heydon,  a  student  at  Dartmouth's  business 
school,  interviewed  for  a  job  last  year  as  a  product  manag- 
er intern  at  Microsoft,  he  was  asked  to  design  a  full-page 
Wall  Street  Journal  ad  about  himself.  Said  the  interviewer: 
"Your  objective  is  to  make  the  ad  so  compelling  that  when 
Bill  Gates  reads  it,  he  calls  the  vice  president  of  human 
resources  to  demand  why  Scott  Heydon  is  not  already  a 
Microsoft  employee."  Says  Heydon:  "I  knew  that  it  wasn't 
the  ad  as  much  as  my  thinking  that  he  was  interested  in." 

Heydon  didn't  get  the  job — maybe  he  didn't  meet  Bill 
Gates'  IQ  standards.  But  when  the  interviewer  left  Microsoft 
to  start  his  own  software  firm  a  few  months  later,  he 
brought  Heydon  on  board. 

To  gauge  an  applicant's  ability  to  think  quickly  and  cre- 
atively, employers  now  routinely  ask  mind-bending  brain- 
teasers.  The  answer  isn't  the  point;  it's  how  one  arrives 
diere.  Booz,  Allen  &:  Hamilton  recently  asked  a  second -year 
M.B.A.  student  to  calculate  how  long  it  would  take  to  move 
Mount  Fuji.  The  candidate  asked  her  interviewer  for  the 
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i"\  height  and  diameter  of  the 
,  I   mountain.  Knowing  the 
\  V|i  1   formula  to  calculate  the 
^^*fpf,Ji    volume  of  a  cone,  she 
then  estimated  how  many 
cubic  tons  of  rock  make  up  Mount 
Fuji.  From  there  she  made  guesses  about  how 
much  rock  could  be  moved  by  a  truck,  and  how  long  it 
would  take  each  truck  to  move  the  rock. 

"Eventually  die  madi  became  too  complex  for  me  to  work 
without  a  calculator, "  says  the  candidate,  who  asked  Forbes 
not  to  use  her  name.  "I  didn't  get  an  answer."  But  her  brave 
and  imaginative  attempt  to  answer  the  question  did  help  her 
make  it  to  the  second  round  of  interviews.  (For  examples  of 
other  questions  asked,  see  boxes  at  right  and  on  p.  150.) 

At  die  Economist,  the  intelligent  person's  newsmagazine, 
Editor  William  Emmott  scourges  job  applicants  with  what 
he  calls  "Gestapo-like  interrogation."  Sample  question:  "Is 
George  Soros  mad,  hypocritical  or  remarkably  perceptive?" 
Clearly,  there's  no  right  answer,  but  in  responding  the  appli- 
cant will  reveal  how  well  he  expresses  himself,  how  much 
he  knows  about  finance  and  how  confident  he  is  about 
expressing  opinions. 

M.B.A.  student  Santiago  Dirube  was  asked  the  following 
question  during  a  February  interview  at  McKinsey  &  Co.: 
"You  have  12  balls,  and  one  has  a  different  weight  than  the 
others.  Using  a  two-plate  scale  only  three  times,  how  would 
you  figure  out  which  ball  was  different  and  whether  it  was 
lighter  or  heavier?" 

As  Dirube  racked  his  brain,  the  interviewer  paced  the 
room,  puffing  on  a  cigarette.  Three  minutes  passed,  and  the 
flustered  Dirube  still  didn't  have  the  answer. 

"Time's  up,"  snapped  the  consultant,  who  quickly  posed 
a  new  question. 

Like  the  Economists  Emmott,  the  McKinsey  interviewer 
wasn't  necessarily  looking  for  the  right  answer  to  the  ques- 
tion. He  was  also  gauging  an  emotional  response  to  an  awk- 
ward situation.  Dirube  didn't  get  the  job. 

One  M.B.A.  graduate  spent  a  day  at  Cambridge,  Mass.- 
based  consultant  Monitor  Co.  working  through  case  stud- 
ies and  responding  to  videotapes  of  mock  client/con- 
sultant  meetings.  At  the  end  of  the  day,  a  Moni- 
tor consultant  said  to  her,  "If  you  acted  like 
this  in  a  real  Monitor  case,  you  would 
never  be  allowed  to  speak  in  front  of  a 
client  again." 

The  candidate  was  shocked.  She 
asked  for  feedback,  explaining 
what  she  had  tried  to 
accomplish  and  expressed 
surprise  that  her  actions 
had  been  interpreted  so  differ- 
endy  than  intended.  Okay,  she  wouldn't  get  the  job.  At  least 
she  would  learn  something  from  the  interview. 

A  few  days  later  she  got  a  call  from  Monitor  offering  her 
the  job.  Explains  Kate  Byrne,  head  of  Monitor's  global 
recruiting:  "Openness  to  learning  is  very  important  to  us." 

Like  dancers  auditioning  for  the  ballet,  job  aspirants  are 
being  asked  to  try  out  for  corporate  life  by  performing  job 
simulation  tests.  Andrew  Moore,  who  holds  an  M.B.A. 


How  many  barbers  are  there  in  Chicago? 

(McKinsey  &  Co.) 

Possible  answer:  There  are  2.7  million  people  in 
Chicago;  assume  half,  or  1.35  million,  are  men.  If 
every  man  gets  6  haircuts  a  year;  that's  a  total  of  8.1 
million  haircuts  a  year.  Figure  the  average  barber  han- 
dles 15  people  day  and  works  6  days  a  week.  That's  90 
haircuts  a  week,  or  4,680  a  year.  To  handle  8.1  million 
haircuts  a  year,  there  would  have  to  be  some  1,730 
barbers  in  Chicago. 

Official  answer:  Not  available.  But  there  are  2,853 
licensed  barbers  in  Cook  County,  which  includes 
Chicago.  The  population  of  Chicago  represents  53%  of 
Cook  County;  53%  of  Cook  County's  barbers  is  1,512. 

Sources:  Dept.  of  Professional  Regulation,  State  of  Illinois;  U.S.  Census  Bureau. 

How  many  golf  balls  does  it  take  to  fill  the 
swimming  pool  used  at  the  Atlanta  Olympics? 

(Booz,  Allen  &  Hamilton) 

Since  the  pool  is  50  meters  x  25  meters  x  3  meters,  its 
volume  is  3,750  cubic  meters,  or  228,837,667  cubic 
inches.  The  diameter  of  a  golf  ball  is  1.68  inches.  Its 
radius:  0.84  inches.  The  formula  for  measuring  the 
volume  of  a  sphere  is:  [4  x  (Pi)  x  radius  cubed]  /  3. 
So,  the  golf  ball's  volume  is  2.48  cubic  inches.  Since 
the  densest  packing  of  spheres  possible  is  74%,  the  vol- 
ume of  the  pool  must  be  lowered  to  169,339,874 
cubic  inches. 

Result:  It  takes  68.28  million  golf  balls  to  fill  the  pool. 

Sources:  U.S.  Olympic  Committee;  U.S.  Golf  Association;  "The  packing  of 
spheres, "  Scientific  American,  Jan.  1984. 


BRAINTEASERS 


Why  are  manhole  covers  round? 

(Microsoft) 

Answers:  a)  Because  manholes  are  round;  b)  Round 
manhole  covers  are  easier  to  roll  down  the  street  than  a 
square  or  triangular  cover;  c)  A  round  manhole  cover 
can't  fall  into  a  manhole,  but  a  square  manhole  cover 
could  fall  into  a  square  manhole  if  placed  diagonally, 
and  a  rectangular  one  could  fall  back  through  the  long 
end;  d)  Our  natural  shoulder  line  allows  us  to  drop  into 
a  round  hole  more  easily  than  an  oblong  hole. 
Sources:  Con  Edison;  Ace  Your  Case!,  Wet  Feet  Press,  Inc. 

Why  do  Coke  cans  have  an  indent  at  the  bottom? 

(Booz,  Allen  &  Hamilton) 

Answer:  Because  the  can  is  a  pressure  vessel,  without 
the  indent  (or  "dome,"  as  it  is  officially  called),  the 
can  would  bulge  out  the  opposite  way  and  wouldn't 
stand  up  properly.  This  is  called  a  dome  reversal. 

Source:  Coca-Cola  Co. 
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The  people  portrayed  here  have  been  created  to  serve  as  an  example  of  American  Express  Financial  Advisors'  clients. 


The  company  that  pioneered  financial  planning  has  advisors 
who  can  talk  to  you  about  college  tuition,  too.  To  discover 
how  they  can  help  you  do  more  call  1-800 -GET  ADVICE. 


Harvard. 

Class  of  2011. 
It's  our  little  plan 
to  make  sure 
he  won't  be 
on  our  sofa  at  32. 

Randy  and  Joan 

Hansen  were  a  little 

concerned  about  Alex's  future. 
After  all,  their  incomes  while 
certainly  respectable,  didn't  exactly 
reach  Ivy  League  proportions. 
So  they  called  Dave,  their  American 
Express  financial  advisor.  He  took 
a  look  at  the  Hansen's  current 
financial  situation  and  came  up 
with  a  number  of  investment 
options  —  many  of  which  they'd 
never  considered  before.  Then 
together,  they  decided  on  a  plan 
that  was  a  nice  balance  of 
aspiration  and  practicality. 
Thus  began  a  financial  journey 
that  will  last  the  next  fifteen  years. 
And  give  Alex  the  education  he 
needs  to  get  him  wherever  he  wants 
to  go.  As  long  as  it's  eventually  out 
on  his  own. 

http://www.americanexpress. 
com/advisors 


Financial 
Advisors 


s 


Answer  these  questions.  You  have  only  two  min- 
utes tor  all  ten.  You  may  not  use  a  calculator! 

1.  VOCATION    OCCUPATION  —  These  words 

a)  have  similar  meanings 

b)  have  contradictory  meanings 

c)  mean  neither  the  same  nor  opposite 

2.  Which  number  in  the  following  group  of  numbers 
represents  the  smallest  amount? 

3     1      .7     .777  .66 

3.  Arrange  the  following  words  into  a  complete 
sentence.  Is  the  statement  true  or  false? 

fuel    wood    are    Sand   and    for  used 

4.  Which  of  the  following  figures  is  most  different 
from  the  others? 


5.  A  rectangular  bin  holds  300  cubic  feet  of  sand. 
If  the  bin  is  10  feet  long  and  10  feet  wide,  how 
deep  is  it? 

6.  What  is  the  missing  number  in  this  series? 

50     46      ?      38  34 

7.  A  watch  loses  2  minutes  and  24  seconds  in  12  days. 
How  many  seconds  does  it  lose  each  day? 

8.  If  3H  yards  of  cloth  cost  $24.50,  what  will  5 
yards  cost? 

9.  A  stockbroker  buys  winning  stocks  65%  of  the 
time.  How  many  stocks  must  she  buy  in  order  to 
select  130  winners? 

10.  A  grocer  buys  12  dozen  apples  for  $16.80.  He 
knows  that  two  dozen  will  spoil  before  he  sells 
them.  At  what  price  per  dozen  must  he  sell  the 
good  ones  in  order  to  make  a  25%  profit? 

Answers:  0 ITS  (01  003(6  S£$  (8  Zl  (L 

zf(9  'ye(s  fit  9SiM(e  99"  (z  Mi 

(This  test  was  created  for  Forbes  by  Wonderlic  Personnel  Test,  Inc.  of  Libertyville,  III.) 

from  William  &  Mary,  had  a  six-month  tryout  for  a  job  sell- 
ing insurance  for  Mass  Mutual.  He  had  to  interview  a  dozen 
acquaintances  about  their  financial  situations,  write  reports, 
collect  referrals  and  act  out  sales  calls.  Finally,  he  was  hired. 
Says  Moore:  "It  was  like  no  other  interview  experience." 

A  whole  industry  has  developed  around  this  new  kind  of 
testing.  Development  Dimensions  International,  head- 
quartered in  Pittsburgh,  and  Personnel  Decisions  Interna- 
tional, headquartered  in  Minneapolis,  build  tests  that  sim- 
ulate life  on  the  real  job. 

Unisys  sends  aspiring  managers  to  DDI,  which  charges 


You  and  your  neighbor,  who  aren't  necessarily 
friends,  are  planning  tag  sales  for  the  same  day. 
You're  both  selling  the  exact  same  used  TV.  You 
feel  the  TV  will  sell  for  $100.  He  insists  on  selling 
it  at  $40.  What  do  you  do? 

Answer:  Buy  his  for  $40  and  sell  each  for  $100. 

You  are  in  a  room  with  three  light  switches.  Each 
one  controls  one  lightbulb  in  the  next  room.  You 
have  to  figure  out  which  switch  controls  which 
bulb.  You  may  flick  only  two  switches,  and  you 
may  enter  the  room  with  the  lightbulbs  only  once. 
(Boston  Consulting  Group) 

Answer:  Flick  on  switch  #1,  wait  five  minutes,  then 
flick  it  off.  Flick  on  switch  #2.  Now  enter  the  room 
with  the  bulbs.  The  bulb  that's  on  connects  to  switch 
#2.  The  bulb  that  feels  hot  goes  with  switch  #1.  The 
remaining  bulb  goes  with  switch  #3. 


about  $3,000  for  a  full-day  assessment.  There  Unisys  man- 
agers pretend  they  are  customer  service  managers  for  a  fic- 
tional company  called  Pilot  Inc.  It's  their  first  day  on  the  job 
and  things  are  hectic  already.  Dozens  of  urgent  E-mail  and 
voice-mail  messages  await.  An  important  client  is  unhappy 
because  his  order  is  late.  Another  is  frustrated  because  his 
equipment  has  failed. 

From  a  central  control  room  filled  with  a  dozen  televi- 
sion monitors,  DDI  psychologists  watch  the  candidates  per- 
form. "We  take  all  the  crises  a  manager  might  experience  in 
a  year  and  cram  them  into  a  day,"  explains  DDI 
founder  William  Byham. 

Whether  administered  by  outsiders  or  in- 
house,  this  sort  of  reality  simulation  is  becom- 
ing standard  in  more  job  interviews.  Passe  is 
the  old  custom  of  asking  an  applicant  to  talk 
about  his  strengths  and  weaknesses.  In  its 
place  is  the  so-called  behavioral  interview, 
which  gets  candidates  to  discuss  past  expe- 
riences in  detail.  Silicon  Graphics  asks: 
"Tell  me  about  a  time  you  hit  a  wall  trying 
to  push  forward  a  great  idea." 

There  are  no  right  answers.  But  \ 
there  are  lots  of  wrong  ones.  Whatev- 
er you  do,  counsels  Silicon  Graphics' 
Kirk  Froggatt,  don't  say  you  dropped  your 
brilliant  idea  because  no  one  listened. 

Small  companies  have  invented  their  own  testing  tech- 
niques. How  does  Austin-based  Amy's  Ice  Creams,  a  seven- 
store  chain  with  sales  of  $2.2  million,  identify  ice  cream 
scoopers  with  management  potential?  Owner  Amy  Miller 
hands  applicants  a  white  paper  bag:  Those  who  turn  the  bag 
into  the  most  creative  art  are  most  likely  to  be  hired.  One 
candidate  created  a  girl's  head  with  curly  paper  hair:  Stick  a 
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spoon  in  her  mouth  and  her  eyes  light 
up.  Miller  offered  her  a  job,  but  3M 
got  her  first. 

Joe  Gandolfo,  who  owns  a  tax  con- 
sulting firm  in  Florida,  excuses  himself 
in  the  middle  of  interviews  and  steps 
into  the  parking  lot:  There  he  inspects 
the  car  of  the  person  he  is  interview- 
ing. "If  it  is  disheveled  or  dirty,  I  elim- 
inate the  candidate,"  he  says  bluntly.  "I 
don't  think  you  can  separate  your  per- 
sonal attire  and  organization  from  your 
business  attire  and  organization." 

Doing  well  in  class  and  on  exams 
may  please  your  parents  and  make 
your  school  years  more  productive  but 
don't  count  on  good  grades  to  help 
you  get  a  good  job.  Andersen  Con- 
sulting used  to  place  a  lot  of  emphasis 
on  academic  performance.  But  in 
1992  the  company  did  a  study  of  its 
top  1 ,000  consultants  and  found  that 
they  did  not  have  the  firm's  highest 
grade  point  averages  and  sat  scores. 

Andersen  discovered  that  one  of  the 
most  important  factors  behind  success 
is  the  ability  to  juggle  a  complicated 
schedule.  Andersen  has  totally  revised 
its  assessment  methods.  Now  under- 
graduate and  graduate  students  most 
likely  make  the  cut  if  they  hold  a  part- 
time  job  and  take  part  in  at  least  two 
extra-curricular  activities  while  main- 
taining good  grades. 

Do  the  new  standards  and  inter- 
viewing methods  result  in  better 
employment  selection  than  the  older 
methods?  One  chief  executive,  who 
didn't  want  us  to  use  his  name,  doubts 
it:  "I've  hired  people  with  perfect 
resumes  and  outstanding  references 
who  were  disasters.  At  this  point  I'd 
venture  that  flipping  a  coin  is  as  good 
a  method  as  any  other." 

Let's  put  it  this  way:  The  new  tech- 
niques may  not  work  any  better  than 
the  old,  but  they  do  help  the  compa- 
nies that  use  them  feel  more  hip.  in 


Think  you've  got  the  right  stuflF?  Prove  it. 
Point  your  Web  browser  to 
www.forbes.com/brainteaser/  and  you'll  see 
more  tough  questions  from  real  interviews 
at  some  of  America's  smartest  companies.  Submit 
your  answers  via  E-mail  (brains@forbes.com). 
We  can't  offer  you  a  dream  job,  but  we'll  give 
the  50  best  submissions  free  FoRBKS  subscriptions. 
Winners  and  their  answers  posted  on  line  after 
Mar.  31. 
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INCOME  STOCKS 
FOR  LOWER  RISK 


Average  Annual  Total  Returns 

as  of  12/31/96* 

■  Equity  Income  Fund 

■  Lipper  Equity  Income  Funds  Average 
20.40%, 


D18.85% 


17.08% 


T.  Rowe  Price  Equity  Income  Fund,  one  of  our  most  con 
servative  stock  funds,  seeks  substantial  income  and  capital 
growth  over  time  with  less  risk.  The  fund  invests  in  dividend- 
paying  stocks  of  established  companies.  This  dividend 
emphasis  offers  investors  three  important  advantages: 
reduced  volatility,  a  relatively  steady  source  of  investment 
returns,  and  enhanced 
total  return  through  the 
reinvesting  and  com- 
pounding of  dividends. 

A  strategy  that  has  out- 
performed Lipper  and 
earned  5  stars  from 
Morningstar.  The 

fund  has  consistently 
outperformed  its  Lipper 
Category  Average.  And,  it 
was  awarded  a  five-star  (*★***)  rating  for  its  overall  risk- 
adjusted  performance  by  Morningstar.  The  fund  was  rated 
among  1,858;  1,072;  and  610  domestic  equity  funds  for  the 
3-,  5-,  and  10-year  periods  ended  1/31/97,  respectively.** 

If  you  want  the  return  potential  of  stocks  but  would  like 
to  reduce  your  exposure  to  the  ups  and  downs  of  the  market, 
this  fund  may  be  an  appropriate  addition  to  your  portfolio.  As 
with  any  stock  fund,  there  will  be  price  fluctuation.  $2,500 
minimum  ($1,000  for  IRAs).  No  sales  charges. 

Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-401-4654 

http://www.  troweprice.com 


1  year 


Invest  With  Confidence 

T.RoweRice 


m 
-Ik 


*Source:  Lipper  Analytical  Services,  Inc.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and 
capital  gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  he  worth  more  or  less  at 
redemption  than  at  original  purchase. 

**Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  through  1/31/97.  These  ratings  may 
change  monthly  and  are  calculated  from  the  fund's  3-,  S-,  and  10-year  average  annual  returns  in  excess  of  90-day 
Treasury  hill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  helow  90-day 
Treasury  bill  returns.  The  1-year  rating  is  calculated  using  the  same  methodology  but  is  not  a  component  of  the  overall 
rating.  The  fund  received  5  stars  for  the  3-,  5-,  and  10-year  periods.  For  the  1-year  period,  the  fund  received  4  stars  and 
was  rated  among  2,990  domestic  equity  funds.  Ten  percent  of  the  funds  in  an  investment  category  receive  5  stars,  and 
the  next  22.5%  receive  4. 

Past  performance  cannot  guarantee  future  results.  Read  the  prospectus  carefully  hefore  investing.  T.  Rowe  Price 
Investment  Services,  Inc.,  Distributor.  EIF034934 


North  Korea's  economy  and  ruling  cadre 
are  self-destructing.  An  East  Asian  security 
nightmare  will  soon  follow,  predicts  this  veteran 
observer  of  the  Korean  peninsula. 

"Compromise 

increases 

the  risk  of  war" 

An  interview  with  Katsumi  Sato  by  Neil  Weinberg 


In  the  late  1950s  and  early  1960s 
Katsumi  Sato  worked  for  a  Japanese 
organization  helping  ethnic  Koreans 
return  to  communist  North  Korea. 
As  word  filtered  back  about  how  life 
really  was  in  the  Workers'  Paradise, 
Sato  became  one  of  North  Korea's 
best  informed  and  fiercest  critics. 
Now  68  and  the  author  of  four 
books  on  North  Korea's  Stalinist 
state,  Sato  is  President  of  Japan's 
Modern  Korea  Institute  and  publish- 
es its  magazine,  Gendai  Korea 
(Modern  Korea),  ten  times  a  year. 

On  Feb.  26  Sato  sat  down  with 
Forbes  to  discuss  the  impending  dis- 
aster he  sees  unfolding  on  the 
Korean  peninsula. 


Modern  Korea  Institute's  Katsumi  Sato 

"I  give  North  Korea  a  few  months  or  less." 


Forbes:  Is  North  Korea  now 
close  to  collapse? 

Sato:  It  is  not  close  to  collapse.  It  is  col- 
lapsing. I  give  it  a  few  months,  or  less. 
North  Korea  has  been  more  errat- 
ic than  ever  since  President  Kim  II 
Sung's  death  in  1994.  In  one  week 
last  fall,  for  example,  it  held  a 
seminar  for  foreign  investors — 
and  sent  a  submarine  full  of  com- 
mandos into  South  Korea. 
It  is  not  erratic  policy.  It's  an  internal 
power  struggle.  Since  the  death  of  his 
father,  Kim  Jong  II  has  been  unable  to 


take  full  control.  Instead,  he  has  effec- 
tively created  his  own  party,  with  fol- 
lowers who  think  an  open-door  eco- 
nomic policy  would  destroy  socialism. 
But  technocrats  centered  around 
(recently  purged)  Prime  Minister  Kang 
Song  San  believe  the  economy  will  be 
destroyed  unless  the  door  is  opened. 

In  the  midst  of  this,  [Workers'  Party 
of  Korea  Secretary]  Hwang  Jang  Yop 
defected  Feb.  12  in  Beijing  and  stated 
clearly  that  North  Korea  will  be 
destroyed  unless  Kim  Jong  II  is 
removed.  Since  it  would  be  a  great 
defeat  for  Kim  Jong  II  and  his  follow- 
ers not  to  do  anything  in  response, 
they  have  started  to  remove  the 
reformers  by  force.  After  Defense 
Minister  Choe  Kwang  died  suddenly 
[on  Feb.  21],  the  list  of  leaders  for  his 
funeral  included  almost  no  open-door 
reformers.  It  means  Kim  Jong  11  is 
trying  to  grab  power  by  force  with 
support  from  within  the  military. 

But  Defense  Minister  Choe  also 
had  a  very  big  group  of  anti-Kim  Jong 
II  military  supporters.  It  is  possible 
that  these  people  will  take  action  that 
leads  to  civil  war.  Is  China,  which  sup- 
ports the  reformers,  going  to  stand  by 
and  do  nothing?  I  don't  think  so. 
What  is  China's  long-term 
objective  on  the  Korean  peninsula? 
China  wants  to  keep  a  cushion 
between  itself  and  South  Korea.  That 
means  opposing  war,  since  China 
knows  North  Korea  would  lose  and 
the  armed  border  would  move  north 
to  the  Yalu  River. 

China  already  has  a  sense  of  crisis 
due  to  the  1994  kedo  [Korean  Pen- 
ninsula  Energy  Development  Organi- 
zation] agreement,  which  gave  the 
U.S.  a  foothold  in  supplying  North 
Korea  with  fuel  oil  and  light-water 
nuclear  reactors.  It  symbolizes  the 
U.S.  moving  into  what  China  thought 
of  as  its  own  turf.  What's  developing 
is  a  race  between  the  U.S.  and  China 
for  hegemony  on  the  Korean  peninsu- 
la in  the  post-Kim  Jong  II  era. 

Since  China's  main  objective  is  to 
retain  its  cushion,  it  opposes  the  cur- 
rent purge  of  reformists  by  military 
people  who  know  nothing  but  war. 
China  will  try  to  check  it. 
How? 

By  stopping  aid.  Or  blocking  the 
border.  China  doesn't  have  to 
announce  anything.  Just  close  the 
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border  and  nothing  will  get  into 
North  Korea. 

The  U.S.,  like  China,  still  hopes  to 
engineer  a  soft  landing  by  ex- 
changing aid  for  less  belligerent 
behavior.  Nuclear  reactors  in  ex- 
change for  North  Korea's  promise 
to  stop  its  nuclear  program.  What 
are  the  chances  of  success? 
Zero.  Zero  from  the  beginning.  That 
was  the  mistake  of  the  U.S.  govern- 
ment. The  light-water  reactors  are  made 
in  South  Korea.  Building  them  would 
require  500  to  1,000  South  Korean 
technicians  to  enter  North  Korea.  The 
North  would  never  allow  such  a  large 
exchange  of  information  and  so  it  will 
find  excuses  to  stop  the  project. 

The  U.S.  position  has  been  exactly 
the  same  as  China's.  The  U.S.  thought 
it  could  create  a  soft  landing  in  North 
Korea  with  goods  and  money,  but 
didn't  understand  the  culture  and  pol- 
itics. North  Koreans  don't  listen  to 
other  people's  opinions  and  don't 
compromise.  What  controls  people  in 
North  Korea  is  power,  period. 
How  should  the  U.S.  deal 


Russia 

China 


+  Sea  of 

Pyongyang  japan 


with  North  Korea? 

It  should  have  used  power  from  the 
beginning.  When  the  U.S.  started 
negotiations  with  North  Korea  in 
June  1993,  soon  after  the  Clinton 
Administration  came  to  power,  it 
compromised  by  saying  it  would  never 
use  nuclear  weapons  and  promising  to 
help  supply  two  light-water  reactors. 


If  instead  the  U.S.  responded  to  a 
breakdown  in  negotiations  by  sending 
the  Seventh  Fleet  into  the  Sea  of 
Japan,  the  North  would  have  had  to 
propose  further  discussions. 

Your  State  Department  thinks  if  it 
forces  North  Korea  into  a  corner 
North  Korea  will  explode.  It  is  the 
opposite.  Compromise  increases  the 
risk  of  war.  We  gave  them  rice  and  it 
went  to  the  military  or  high  officials. 
None  got  to  the  people's  mouths. 
How  would  North  Korea's  politi- 
cal collapse  affect  South  Korea? 
Economic  refugees  will  naturally  flow 
across  the  military  border  into  South 
Korea.  Once  it  begins,  it  will  put  a 
tremendous  burden  on  the  South 
Korean  economy.  If  refugees  come  to 
Japan  as  well,  all  of  East  Asia  will 
become  unstable. 

Another  thing  to  watch:  The  most 
important  statements  released  by 
Hwang  Jang  Yop  since  his  defection 
are  that  there  are  North  Korean  spies 
[in  the  South  Korean  government].  If 
names  are  disclosed,  Kim  Young  Sam's 
regime  could  be  destroyed.  Hi 
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How  much  disk  storage  does  a  computer  user  need?  An  infinite  amount. 
TeraStor  plans  to  supply  almost  that  much. 


millions  of  bytes 


By  Eric  Nee 

Computer  disk  storage  is  like  sex: 
You  can  never  have  too  much.  The 
average  personal  computer  sold  this 
year  will  have  2  gigabytes — 2  billion 
characters — of  storage.  That  is  ten 
times  the  storage  capacity  of  just  four 
years  ago. 

Enough?  Far  from  it.  The 
Microsoft  Windows  95  installed  on 
that  disk  drive  will  gobble  up  2%  of 
the  space  before  you  even  get  the 
machine.  The  current  Windows  is 
already  300  times  as  space-hungry  as 
the  first  version,  which  was  intro- 
duced in  1985.  You  can  bet  that  the 
next  version  of  Windows  will  be 
bigger  still. 

Are  you  going  to  buy  a  digital 
camera?  Or  edit  home  movies  on 
your  computer?  Two  gigabytes  is 
going  to  look  pretty  scrawny  before 
you  are  done. 

A  new  San  Jose,  Calif,  firm,  Tera- 
Stor Corp.,  hopes  to  make  its  fortune 
on  this  insatiable  demand  for  storage. 
TeraStor  has  developed  a  technology 
that  it  claims  will  offer  dramatic 
improvements  in  the  storage  capacity 
and  price  of  disk  drives.  So  excited 
are  venture  capitalists  about  the 
potential  for  TeraStor's  invention  that 
they  have  thrust  $50  million  at  the 
company  (including  $20  million  in  a 
pending  deal)  and  currently  value  it 
at  something  around  $300  million. 
Among  the  angels  are  Information 
Technology  Ventures  in  Menlo  Park, 
Calif,  and  a  firm  bankrolled  by 
Microsoft  cofounder  Paul  Allen. 

The  handsome  valuation  is  for  an 
outfit  that  has  yet  to  sell  a  single  disk 
drive  and  does  not  even  plan  to  man- 
ufacture any.  TeraStor  is  going  to 
farm  out  manufacture  of  the  platters, 
read/write  heads  and  electronic  con- 
trols. It  will  also  use  outside  firms  to 
assemble  and  test  the  drives.  TeraStor 
is  going  to  slap  its  name  on  the  disk 
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drives — and  clean  up  if  they  work  as 
advertised. 

TeraStor,  in  short,  is  at  this  point 
not  much  more  than  an  idea  and  the 
three  smart  fellows  that  come  with  it. 
TeraStor's  chief  executive  is  James 
McCoy,  who  helped  found  two  of 
the  disk  drive  industry's  largest  firms, 


Quantum  Corp.  in  1980  and  Maxtor 
Corp.  in  1982.  "I'm  planning  on  this 
being  my  third  billion-dollar  start- 
up," boasts  McCoy,  now  50.  The 
other  two  founders  of  TeraStor  are 
Gordon  Knight,  the  chief  technical 
officer  and  a  founder  of  Maxoptix 
Corp.,  and  chief  financier  William 
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Dobbin,  who  cofounded  Maxtor  and 
took  it  public. 

The  big  issue  in  storage  technolo- 
gy is  density:  How  many  bits  can  you 
squeeze  onto  a  square  inch  of  disk 
space?  Garden-variety  disks  sold 
today  can  do  a  billion  bits  per  square 
inch.  TeraStor  says  it  can  do  ten  times 


that.  What  this  means  is  that  each 
blip  of  information  takes  up  an 
unimaginably  tiny  amount  of  real 
estate — something  less  than  a  femto- 
are,  to  be  precise. 

A  what?  An  are  is  the  size  of  a  two- 
bedroom  apartment.  Femto  means 
quadrillionth. 


Hard  to  picture?  Turn  the  num- 
bers around.  TeraStor's  density 
means  that  a  disk  just  4%  inches 
across  will  store  20  gigabytes  on  one 
side.  That's  more  than  enough 
capacity  for  four  feature-length  Hol- 
lywood movies. 

For  comparison,  the  new  digital 


Fine  writing 

The  TeraStor  magneto-opti- 
cal drive  combines  laser 
optics  and  conventional 
magnetic  recording.  The 
red  laser  heats  up  a  tiny 
spot  on  the  disk,  allowing  a 
magnetic  head  to  change  a 
bit  of  data.  Magneto-optical 
drives  have  been  around  for 
a  decade,  but  this  one,  if  it 
succeeds,  will  represent  a 
great  leap  forward  in  per- 
formance. Key  to  this  per- 
formance is  a  tiny  "solid 
immersion"  lens  coinvented 
by  Gordon  Kino,  a  profes- 
sor at  Stanford.  Kino's  lens, 
made  of  glass,  augments  the 
usual  "objective"  laser  lens. 
In  slowing  down  the  light 
beam  to  half  its  normal 
speed  in  air,  it  shortens  the 


beam's  wavelength.  That 
phenomenon  continues 
across  the  0.1 5 -micron  air 
gap  to  the  surface  of  the 
recording  disk.  Shorter 
wavelengths  make  for  finer 
detail.  (The  lens'  moniker  is 
an  allusion  to  an  old  trick  in 
which  a  microscope  lens  is 
dunked  in  the  liquid  that 
holds  a  tiny  sample.)  Here, 
the  gap  between  the  second 
lens  and  the  recording  disk 
is  so  tiny  that  the  lens  is,  so 
to  speak,  "immersed"  in  the 
disk.  The  second  lens  cuts 
the  width  of  a  memory  cell 
by  half.  Two  other  tricks — 
recording  closer  to  the  sur- 
face of  the  disk  and  overlap- 
ping the  cells  a  bit — provide 
the  rest  of  TeraStor's  ten- 
fold density  gain  over  the 
purely  magnetic  drives  used 
in  most  computers  today.  Mi 


Gordon  Knight, 
James  McCoy  and 
William  Dobbin 
of  TeraStor 
Tiny  bits  = 
gigantic 
valuation. 


Sub-wavelength  beam  Platter 

(schematic) 


0.15  micron  max 

(not  to  scale) 


Source:  TeraStor  Corp. 
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video  disks  (dvd)  due  to  hit  the 
shelves  this  spring  from  Matsushita, 
Sony  and  others  can  store  only  one 
movie  on  their  4.7  gigabytes  of  space. 
The  dvd  players  will  be  inferior  to 
TeraStor's  product  in  another  impor- 
tant way:  DVD  will  be  read-only,  at 
least  initially,  while  TeraStor  will  be 
read/write,  just  like  the  hard  disks 
now  installed  inside  PCs.  That  is,  you 
can  use  dvd  to  watch  a  movie  or  play 
a  game,  but  you  can't  store  a  family 
photo  album  on  it.  Rewritable  dvd  is 
probably  a  year  and  a  half  away  and 
will  be  good  only  for  2.6  gigabytes. 

How  does  TeraStor's  technology 
compare  with  typical  hard  drives  in 
other  respects?  The  latter  have  a  seek 
time — the  time  it  takes  to  locate  a 
random  piece  of  data  on  the  disk — of 
15  to  20  milliseconds.  They  can  feed 
data  into  the  computer's  semicon- 
ductor memory  at  15  megabytes  per 
second.  Gordon  Knight  is  afraid  to 
commit  to  TeraStor's  specs  (or  price) 
so  soon,  but  says  his  product  will  be 
competitive  with  old-fashioned  hard 
drives.  McCoy  aims  to  have  TeraStor 
drives  on  store  shelves  early  next  year. 

TeraStor,  says  J.  Philip  Devin,  stor- 
age analyst  at  the  market  research 
firm  Dataquest,  is  "potentially  one  of 
the  most  important  things  I've  seen 
in  my  [11-year]  career." 

TeraStor's  storage  technology 
traces  its  lineage  from  magneto-opti- 
cal drives.  Like  purely  magnetic  hard 
drives,  magneto-optical  drives  store 


Sony  missed  a  good  inven- 
tion: "It's  a  big  firm,  and  it 
takes  them  a  long  time  to 
make  their  mind  up." 

bits  (Is  or  0s)  on  the  disk  as  very 
small  positive'or  negative  magnetic 
fields,  hence  the  "magneto."  The 
magneto-optical  drives  differ  from 
hard  drives  by  adding  a  laser  beam  to 
the  recording  head  to  make  possible 
even  smaller  magnetic  fields,  packing 
more  bits  per  square  inch,  hence  the 
"optical." 

Magneto-optical  storage  has  been 
around  for  roughly  a  decade,  but  it 
hasn't  caught  on  because  it  hasn't  yet 
offered  a  clear  price  or  performance 
gain  on  traditional  magnetic  drives. 
TeraStor  got  around  this  problem 
with  two  inventions  that  slipped 
between  the  fingers  of  Digital  Equip- 
ment and  Sony. 

One  of  these  inventions  is  a  micro- 
scopic lens  developed  in  1992  by 
Gordon  Kino,  a  professor  of  electri- 
cal engineering  at  Stanford  Universi- 
ty, and  one  of  his  grad  students,  Scott 
Mansfield.  The  Kino-Mansfield  lens 
boosts  the  density  of  a  magneto-opti- 
cal drive  (see  diagram,  p.  155.). 

Kino  got  funding  in  part  from 
Sony  and  tried  unsuccessfully  to  get 
Sony  to  license  the  technology.  "It's 
a  big  firm,  and  it  takes  them  a  long 
time  to  make  their  mind  up,"  says 


Kino.  IBM  also  worked  with  Kino  on 
the  lens,  but  then  cut  back  research 
on  optical  storage.  TeraStor  bought 
the  patents  from  Stanford  for 
$15,000,  plus  what  is  now  between 
1%  and  2%  of  the  company. 

The  other  invention  allows  Tera- 
Stor to  use  a  fast-moving  "flying 
head"  to  read  and  record.  This  is 
standard  in  magnetic  drives  but  new 
to  magneto-optical  drives.  It's  tricky 
to  get  a  flying  head  to  handle  optical 
information. 

The  flying-head  technology  was 
developed  by  Digital  Equipment  and 
sold  along  with  the  rest  of  its  storage 
business  to  Quantum,  McCoy's  old 
firm,  in  1994.  McCoy  persuaded 
Quantum  to  trade  a  license  on  the 
head  and  disk  for  a  15%  stake  in 
TeraStor. 

Professor  Kino,  an  adviser  to 
TeraStor,  is  naturally  rooting  for  the 
company.  But  he  concedes  that  other 
storage  firms  could  eventually  beat  it. 
IBM  is  working  on  exotic  storage 
technologies  such  as  holography,  dvd 
is  another  threat.  It  might  catch  on 
quickly,  then  get  scaled  up  to  higher 
densities  and  a  read/write  ability. 

By  then,  of  course,  McCoy  expects 
to  be  one  step  ahead  with  his  tech- 
nology. "The  ability  of  a  single  user 
to  have  a  terabyte  of  storage  will 
become  real  before  the  end  of  this 
decade,"  he  says.  If  he  doesn't  deliv- 
er, he  should  have  to  rename  his 
company.  ■■ 


Hard  drive:  size  up,  price  down 


Price  (per  gigabyte)* 


Capacity  (gigabytes)t 
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'Average  for  all  hard  drives,  including  those  on  servers.  tAverage  for  desktops  only. 


0.001 


'98 


2000 


Source:  Dataquest  Inc. 


Moore's  Law,  defining  an 
exponential  growth  in  the 
performance  of  electronic 
parts  and  an  exponential 
decline  in  their  cost,  was 
originally  aimed  at  chips, 
but  it  applies  vividly  to  hard 
disks,  too.  Since  hard  disks 
first  became  available  for 
the  IBM  PC,  their  cost,  per 
byte  of  storage,  will  by  2000 
fall  by  a  factor  of  more  than 
1,000. 
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The  World's  Finest  Digital  Colors  Have  A  New  N 


The  Future  Of  Digital  Imaging 

^  Welcome  to  the  Aficio  Color  series.  From  Ricoh.  Vibrant 
f     color  that  delivers  eye-catching  presentations.  Connectable 
color  copiers  that  turn  the  world's  smallest  toner  particles  into  the  C 
world's  finest  colors.  Digital  brainpower  that  offers  a  whole  new  array  ^ 
of  image-manipulation  and  document-handling  options.  Effortless. 
Reliable.  Digital.  And  affordable.  Come  see  the  Aficio  Color  series  from 
Ricoh.  See  what  we  can't  show  you  here.  A  real  Aficio  color  copy. 
Call  1  800  63  RICOH.  Or  online  at  http://www.ricoh.com 
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There  Comes  A  Point  When  Every  Company  Has  To  Look 
Itself  In  The  Mirror  And  Say  One  Word:  Server. 


PCs  linked  together  no  longer  provide  the  resources  you  need  to  run  your  business.  Which  is  why  we're  introducing  the 
Compaq  ProSignia  200.  It  creates  a  robust  computing  environment  that  enables  you  to  share  information  and  resources  over  a 
network.  Even  as  you  connect  more  and  more  people  together — e-mail,  access  to  files  and  printing  take  mere  seconds,  making 


your  employees  more  productive.  And  your  business  more  competitive. 


How  much  would  you  spend  to  have  this?  How  about  the  price  of  a  desktop?  The  ProSignia  200  is  the  first  true  server 
designed  for  your  growing  business.  It  has  superior  price: performance,  industry-leading  manageability  and  proven  integration. 
Managing  the  ProSignia  200  doesn't  demand  a  lot  of  time  or  people.  With  SmartStart  and  Insight  Manager,  configuration 


.ui 


d  management  are  easy  and  always  under  control.  And  Compaq  offers  the  most  extensive  Pre-Failure 


Warranty,  one  which  reduces  downtime  by  replacing  key  components  when  performance  levels  dip. 


-or  more  information  on  the  ProSignia  200,  call  your  local  Compaq  Authorized  Reseller  or  visit  us  at 

ww.compaq.com.  The  ProSignia  200.  The  server  for  successful  companies  in  their  formative  years. 

The  ProSignia  200 
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Need  home  care  for  an  ailing  parent?  Medicare  can 
help,  but  you  have  to  know  how  to  use  the  system. 

j-sing  home 
or  home  nursing? 


By  Alexandra  Alger 

Donna  Baldwin's  72-year-old 
mother  was  fine  one  day,  a  stroke 
victim  the  next.  Baldwin,  raising  two 
sons  outside  of  Philadelphia,  had  a 
near-invalid  on  her  hands.  A  nursing 
home — even  if  she  could  afford 
one — would  have  made  Baldwin  mis- 
erable. The  only  real  alternative  was 
home  care. 

Millions  of  Americans  are  in  Bald- 
win's position.  Most  of  them  don't 
have  any  idea  how  much  Medicare 
will  and  won't  cover  in  home  medical 
care.  "We  get  500  calls  a  month  from 
caregivers  asking  for  this  kind  of 
advice,"  says  Thomas  Humphrey, 
executive  director  for  Children  of 
Aging  Parents,  a  nonprofit  in  Levit- 
town,  Pa. 

Medicare's  home  care  benefits 
probably  aren't  what  you  think  they 
are.  For  hospital  care  Medicare 
patients  pay  a  $760  deductible  but 
are  otherwise  fully  covered  for  up  to 
60  days.  Treatment,  nursing  care, 
semiprivate  room,  meals,  medica- 
tions— it's  all  paid  for.  Ditto  full-time 
care  in  a  "'skilled"  nursing  home  for 
up  to  20  days  after  a  hospital  stay. 

But  Medicare  is  stingy  when  a 
patient  stays  in  a  sickbed  at  home.  It 
will  probably  get  stingier:  President 
Clinton  aims  to  trim  $  1 5  billion  over 
the  next  five  years  from  the  Medicare 
home  health  care  budget. 

Under  present  rules  Medicare- 
funded  home  care  has  these  restric- 
tions: The  patient  has  to  be  home- 
bound  and  in  need  of  "intermittent" 
care  that  only  a  licensed  nurse  can 
provide.  That  means  infusion  thera- 
py, injections,  wound  care,  physical 
assessments.  Sessions  with  physical, 
speech  or  occupational  therapists  also 
count.  Wheelchairs,  respirators,  dial- 
ysis machines  and  other  equipment 
are  all  Medicare-covered  as  long  as 


your  doctor  says  they're  medically 
necessary  Prescription  drugs  are  not 
covered. 

If  you  qualify,  Medicare  will  also 
pay  for  the  services  of  a  home  health 
aide  to  help  you  bathe,  dress  and  eat. 
You're  entitled  to  a  maximum  of  35 
hours  a  week  of  combined  nursing 
and  aide  care  (in  addition  to  skilled 
therapy  services)  for  two-month  ben- 
efit periods,  which  a  doctor  can 
renew  indefinitely.  "Usually  people 
get  20  to  25  hours  a  week,"  says 
Joseph  Baker,  associate  director  of 
the  Medicare  Rights  Center  in  New 
York  City. 

Beyond  that,  you're  on  your  own, 
and  at  hourly  costs  that  run  $20  to 
$60  for  a  registered  nurse  or  $7  to 
$  1 5  for  a  home  health  aide  with  lim- 
ited skills.  What  this  means  is  that 
round-the-clock  care  for  a  very  sick 
patient  could  easily  cost  a  family 
$1,500  a  week — while  the  same 
treatment,  for  the  same  person, 
would  be  free  at  a  hospital.  The 
system  doesn't  exactly  provide  good 
incentives  for  patients,  but  that's 
how  the  rules  work. 


People  with  Alzheimer's  disease — 
one  in  ten  Americans  over  age  65 — 
get  no  Medicare  home  health  bene- 
fits. Alzheimer's,  a  degenerative  brain 
disease,  often  leaves  people  as  helpless 
as  babies  but  physically  robust. 

Jane  Ruggill,  a  hospice  social 
worker  in  Tucson,  Ariz.,  isn't  terribly 
happy  with  the  care  her  88-year-old 
father  is  getting  in  a  local  nursing 
home,  but  she  has  no  other  choice. 
She  doesn't  have  a  room  for  him  at 
home,  and  the  costs  of  buying  a 
larger  house  and  paying  for  round- 
the-clock  care  would  far  exceed  the 
$45,000  a  year  that's  going  to  the 
nursing  home  out  of  her  father's 
dwindling  savings. 

With  help  from  sympathetic  doc- 
tors some  families  have  found  ways  to 
get  Medicare  to  pick  up  some  of  their 
home  health  aide  bills.  Here's  how: 
They  request  a  visit  from  a  skilled 
nurse  once  every  60  to  90  days  to 
make  sure  medication  is  being  prop- 
erly taken  or  to  assess  the  patient's 
condition.  If  Medicare  approves  the 
request,  this  would  count  as  "inter- 
mittent" skilled  nursing  care,  trigger- 
ing the  home  health  benefit. 

For  the  terminally  ill,  Medicare- 
paid  hospice  care  is  an  alternative. 
The  rules  permit  more  than  35  hours 
a  week  of  care,  but  rarely  is  round- 
the-clock  assistance  covered. 

It  has  been  1 1  years  since  Donna 
Baldwin's  mother  suffered  her  debil- 
itating stroke.  She  is  wheelchair- 
bound  and  uses  a  feeding  tube,  but 
otherwise  she's  in  pretty  good  shape 
for  an  83-year-old.  To  care  for 
her  mother,  Donna  Baldwin  pays 
$8,000  a  year  for  three  days  a  week  of 
adult  day  care  and  two  weeks  of 
away-from-home  respite  care  and 
supplies.  Her  mother's  managed  care 
Medicare  plan  covers  the  cost  of  the 
equipment  and  her  liquid  nutrition. 
It's  also  paying  for  a  home  health 
care  aide  who  comes  to  the  house  to 
help  Baldwin  bathe  her  mother  three 
times  a. week. 

"Advocates  like  us  have  pushed  the 
envelope  a  bit,"  says  Baker  of  the 
Medicare  Rights  Center.  "People  are 
using  the  home  health  benefit  as 
much  as  they  can  because  it's  the 
only  thing  out  there,  short  of  impov- 
erishing themselves  and  going  into  a 
nursing  home  on  Medicaid."  Hi 
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COMPUTER  APPLICATIONS 


Are  you  handy  with  a  screwdriver  and  inclined  to  frugality? 
Instead  of  replacing  your  computer,  upgrade  it. 

Moire  horsepower,  please 


By  Steve  Kichen 


Even  if  your  personal  computer  is 
only  two  years  old,  it's  probably 
obsolete.  If  you  balk  at  paying 
$2,000  for  a  new  200-megahertz 
Pentium  PC,  consider  the  cheaper 
option  of  turbocharging  the  PC  you 
have  now.  You  can  replace  the  guts 
of  the  computer — known  as  the 
"motherboard" — for  an  investment 
of  as  little  as  $500,  plus  one  to  five 
hours  of  your  time. 

What  will  you  get  for  this  invest- 
ment? Assuming  you  get  new  mem- 
ory chips  with  the  motherboard— 
and  there  would  be  no  point  to  the 
exercise  if  you  didn't — you'll  get  a 
faster  processor,  which  will  make 
your  games,  word  processing  and 


other  applications  run  faster.  You'll 
also  get  more  and  faster  memory, 
which  will  increase  the  speed  and 
crash-resistance  of  the  machine. 

Don't  upgrade  the  motherboard  if 
any  of  these  features  is  your  aim:  big- 
ger monitor,  crisper  graphics  or 
video,  faster  CD-ROM,  more  hard  disk 
space,  or  faster  modem.  The  answer 
to  these  yearnings  would  be  either  a 
new  component  or  an  add-in  card, 
not  a  new  motherboard. 

Once  you  are  sure  it's  a  mother- 
board you  need,  ask  yourself:  Is  the 
box  even  worth  fooling  with?  In  the- 
ory, most  AT-class  computers  (Intel 
286  chips  and  higher)  can  be 
upgraded.  Our  advice:  Don't  waste 


Scott  Mueller,  PC  expert 

If  you  want  speed,  replace  your 

486  board  (right)  with  a  Pentium  (left). 


your  time  on  anything  older  than  a 
386  model. 

Now  you  need  to  address  the  mat- 
ter of  compatibility.  The  key  issue 
here  is  something  called  the  "bus." 
Think  of  the  bus  as  a  wall  socket  into 
which  you  plug  appliances.  Here  the 
"appliance"  is  a  computer  compo- 
nent, such  as  a  modem  or  a  video 
card.  The  "wall"  is  your  mother- 
board. Now,  the  nice  thing  about 
kitchen  appliances  is  that  their  plugs 
are  almost  certain  to  fit  the  wall 
sockets  in  your  house.  Not  so  in  the 
world  of  computers,  where  an 
assortment  of  incompatible  bus  stan- 
dards vie  for  consumers'  attention. 

Most  motherboards  have  sockets 
to  accommodate  at  least  two  differ- 
ent bus  standards.  Your  objective  is 
to  reuse  most  of  the  old  components 
with  your  new  motherboard.  If  a 
shortage  of  suitable  sockets  dooms 
this  effort,  then  don't  try  to 
upgrade.  Toss  the  computer. 

The  oldest,  and  still  most  corn- 


Back  up  your  old  files — ideally,  every 
file  on  your  hard  drive — at  the  very 
least,  the  configuration  and  data  files. 
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A 


flight 


of  the 


imagination. 


Complete 

with 
landing 
gear. 


pentium 


Packed  with  cutting-edge  technology, 
the  new  Tecia™  5WCDT  has  the  power  to 
make  your  ideas  By.  Tackle  any  of  today's  complex 
software  applications  with  a  powerful 
133MHz  Pentium'1'  processor,  16MB  of 
high-speed  EDO  memory  and  a  massive 
hard  dnve  up  to  2. 1  billion  bytes  There's 
also  16-bit  stereo  sound,  a  10X*  CD-ROM  dnve  and  full-motion 
video  capability  to  enhance  any  multimedia  presentation.  Top  it 
all  off  with  the  expansion  capabilities  of  the  Desk  Station 
V  Plus,  and  you  Ve  got  a  notebook  that  will  take  you  to 
new  heights.  For  more  information  visit  the  Toshiba 
Web  site  at  http://computers.toshiba.com,  or  for 
a  dealer  near  you,  call  1-800457-7777. 

In  Touch  with  Tomorrow 

TOSHIBA 


TECRA  510CDT 

133MHz  (29v)  Pentium  processor 
121'  dia  color  active-matrix  display 
21  billon  byte  (=202CB)  removable  HDD 
10X'  CD-ROM 
Optional  SelectBay"  ' b 


TECRA  500CDT  AND  500CS 

120MHz  (2.9v|  Pentium  processor 

12.1"  dia.  color  display  in  your  choice  of  active- 
matrix  (CDT)  or  DSTN  duakscan  (CS) 
13  billion  byte  (=126GB)  removable  HDD 
6X  CD-ROM  on  CDT  (optional  on  CS) 

ALL  MODELS 

256KB  L2  cache 

PCI  systemiws  architecture 

16MB  ol  EDO  DRAM  expandable  to  144MB 

SelectBay  supports  35'  floppy  dnve,  CD-ROM  or 


^  SUPERIOR  133MHz  PRODUCTIVITY 

Offering  a  133MHz  Pentium  piocessor, 
PCI  architecture  and  an  enormous  2GB 
hard  dnve,  This  is  a  poweriul  tool 

p.  STUNNING  12J  DISPLAY 

Combine  a  brilliant  121°  800  x  600 
display  wilh  Zoomed  Video  technology 
lot  sensational  presenlations 

P-  FLEXIBLE  CONFIGURATION 

The  SelectBay  lets  you  tailor  your  computer 
to  meet  changing  needs  in  seconds 

^  BUILT-IN  28.3Kbps  MODEM 

With  a  voice/lax  modem  you  can  stay  in 
touch  with  the  world  quickly  and  ellicienlly 
Other  features  include  a  speakerphone 
and  answering  machine 

POWERFUL  DOCKING 

The  optional  Desk  Slation  V  Plus  provides 
instant  connection  to  your  desktop  setup  and 
includes  stereo  speakers,  a  SelectBay  as  well 
as  slots  loi  PC  Cards,  PCI  and  ISA  cards 


HiQVtdeo" '  M  gaphics  conttoller,  2MB  video 
memory 

800  v  600  resolution 

16iit  Sound  Blaster*  Pro  compatible  system  with 
staeo  speakers  and  microphone 
Supports  Wo  TytK  H  or  one  TyrK  m  16-bit  PC 
Cards,  ZV  Catds  or  32-bit  CardBus  Cards 

FIR  (Fast  Infrared)  compliant  front  and 
back  ports 

3-year  limited  wananty 

Tolteee  techriical  support  -  7  days  a  week. 

24  hours  a  day 


WMmrf*  .'1997ToshibaAmencalnloTmauon  Systems.  Inc  All  specifications  and  availability  ate  sutqect  to  change  '10X  average  stxedMpiothicuiixta^  tli^UtwiMmtmmaU^naniiamUUdCaflt^m 


Think  you  have  tt 

junk  those  olc 
PCs  to  mn  Windows  95  oif 

Thinkt 


*$199  is  the  manufacturer's  suggested  rut.nl  price  for  12MB  of  most  desktop  memory  as  of  the  date  of  publication;  actual  dealer  prices  may  vary.  Prices  on  ECC,  parity,  server,  workstation,  DIMM 
and  other  specialty  memory  may  vary.  Portable  memory  is  excluded  from  offer.  Promotion  starts  February  24,  1997  and  extends  to  May  31,  1997,  or  while  supplies  last.  Offer  valid  in  the  U.S.  and 
Canada  only.  Pricing  in  U.S.  dollars.  Offer  subject  to  change.  Void  where  prohibited  by  law.  +  Actual  performance  gains  may  vary  depending  on  environment  and  system  configuration.  Testing  MBS 
ducted  by  an  independent  service  for  Samsung  Semiconductor,  Inc.  Kingston  Technology  Company,  17600  Newhope  Street,  Fountain  Valley,  CA  92708,  (714)  435-2600,  Fax  (714)  435-2699.  C1 
Kingston  Technology  Company.  All  rights  reserved.  Kingston  is  a  registered  trademark  and  Computing  Without  Limits  is  a  trademark  of  Kingston  Technology  Company.  Microsoft  is  a  registered  tt 
mark  of  Microsoft  Corporation. 


32MB 

of  Kingston  memory 
£^  MSRP 


for  most 
desktop 
systems 


wsNT? 


Those  older  486s  of  yours  are  about  to  get  a  major 
reprieve.  And  the  task  of  upgrading  your  operating 
system  is  going  to  get  a  lot  simpler  as  well.  Now, 
thanks  to  the  Microsoft®/Kingston®  promotion,  every  user  of 
[Microsoft  software  is  eligible  to  purchase  32MB  of  most  Kingston 
desktop  memory  for  only  $199*  That's 
a  mega  dose  of  the  world's  leading 
memory  for  less  than  $200!  Not  only 
will  you  save  a  fortune  by  hanging 
on  to  those  trusty  PCs,  you'll  send 
your  company's  productivity  through 
the  roof.  And  recent  studies  indicate  that 
upgrading  RAM  improves  overall  system  performance  by  up 
to  63%.+  Of  course,  you're  also  laying  the  groundwork  for  the 
next  generation  of  more  powerful  computing.  Think  about  it: 
You'll  never  find  a  more  cost-efficient 
way  to  boost  your  computer's 
performance.  To  make  the  whole 
upgrade  process  easier,  look 
for  the  free  Hardware  Migration 

Guide  posted  on  our  Web  site  at  www.mlcrosoft.com/promo/klneston.htm 

www.kingston.com/forb.htm.  To  place  your  order,  call  your  preferred 
reseller  today;  or  call  us  toll-free  at  (888)  435-5451.  The  whole 
company  will  thank  you.  Especially  the  folks  in  accounting. 


Special  memory  offer  for 
Microsoft  customers 


Microsoft 
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ITER  APPLICATIONS 


2. 

Disconnect  the  power  and  remove 
cables  from  the  back  of  the  PC. 


mon,  bus  is  the  Industry  Standard 
Architecture.  Every  IBM-compatible 
computer  has  some  ISA  slots,  and  so 
will  your  replacement  motherboard. 
Another  popular  bus  is  the 
Peripheral  Component  Interconnect 
standard,  championed  by  Intel  and 
offered  in  1993.  A  new  motherboard 


format.  Since  you  aren't  going  to 
find  a  microchannel  slot  on  com- 
monly available  replacement  moth- 
erboards, our  advice  is:  Do  not 
attempt  to  upgrade  a  PS/2. 

Another  obsolete  bus  standard  is 
the  Video  Electronics  Standards 
Association  (VESA),  common  on  486 
computers  built  after  1992.  (Telltale 
evidence  that  your  machine  uses  a 
VESA  bus  includes  words  like  "local 
bus,"  "VESA  local  bus"  or  "VLB"  in 
the  manual  that  came  with  your 
computer.)  Again,  this  presents  a 
problem,  because  few  new  mother- 
boards have  any  VESA  slots. 

But  don't  throw  up  your  hands. 
Mercifully,  the  industry's  dalliance 
with  VESA  did  not  reach  very  far 
inside  the  computer.  The  main  VESA 
component  you  have  to  worry  about 
is  the  video  card.  Discard  it  and  buy 
a  new  PCI  video  card  ($100  to  $300) 
to  go  with  your  new  motherboard. 
Hey,  you  probably  wanted  sexier 
graphics  anyway. 


3. 

Before  you  start  working  on  a  PC's 
innards,  touch  a  grounded  part  of  the 
chassis,  such  as  the  power  supply 
case,  to  eliminate  static  electricity. 
Take  notes  on  all  jumper  and  switch 
settings,  in  case  you  jostle  one. 


The  telltale  sign  of  an  LPX-style 
board  is  a  desktop  machine  (i.e.,  not 
a  tower)  in  which  the  cards  for 
peripherals  like  video  and  modem  lie 

horizontally.  You  probably  have  an 
lpx  board  if  the  case  is  less  than  4 
inches  high. 

If  you  don't  have  an  LPX  machine, 
then  you  almost  certainly  have  one 
that  can  accommodate  a  baby-AT 
motherboard.  Make  sure  you  get  a 
baby-AT-style  replacement  board.  If 


5. 

Remove  the  motherboard.  It's  probably 
held  down  by  a  few  screws  and  plastic 
spacer  supports.  If  necessary,  crimp 
the  tops  of  these  supports  with 
a  small  pair  of  needlenose  pliers, 
then  lift  up  the  motherboard. 


you  buy  today  will  have  at  least  a  few 
PCI  slots. 

One  obsolete  bus  standard  is  the 
"microchannel"  used  by  IBM  on 
most  PS/2  machines  built  between 
1987  and  1995.  If  you've  got  one  of 
these  machines,  most  of  your  com- 
ponents will  be  in  the  microchannel 


Carefully  remove  all  of  the  old  board's 
peripheral  cards,  wires  and  cables. 
Use  masking  tape  tags  to  tell  you 
how  to  reassemble  the  pieces. 


The  remaining  components  from 
your  old  computer  will  be  ISA-com- 
pliant and  should  fit  ISA  slots  on  the 
new  motherboard.  That  will  leave 
you  with  two  or  three  unused  PCI 
slots  on  the  new  board,  which  may 
come  in  handy  if  you  add  or  replace 
a  component  later. 

You  won't  need  the  disk  adapter 
card  from  your  old  motherboard; 
this  component  will  be  incorporated 
in  your  replacement  motherboard. 

Once  you  are  confident  that  you 
can  handle  the  bus  problem,  you 
should  address  a  mechanical  prob- 
lem: Will  the  new  motherboard  fit  in 
your  old  computer?  Most  mother- 
boards come  in  one  of  three  popular 
layouts:  baby  AT,  lpx  and  ATX.  Each 
is  incompatible  with  the  other  two. 

Before  buying  a  new  mother- 
board, open  up  your  machine  and 
find  out  what's  inside.  If  you  have  an 
lpx  motherboard,  don't  even  try  an 
upgrade.  Scott  Mueller,  president  of 
Mueller  Technical  Research  in 
Barrington,  111.  and  author  of 
Upgrading  and  Repairing  PCs,  says 
that  upgrading  lpx  machines  usually 
involves  replacing  the  entire  com- 
puter case. 
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Remember  when  all  the  pieces  fit  together  right  out  of  the  box?  We  do. 


Network  solutions  from  Cabletron.  A  simpler  way  to  work. 


Today's  enterprise  networks  are  such  a  complex  maze  of 
disparate  parts  that  it  can  be  difficult  to  keep  the  system 
running,  let  alone  stay  focused  on  the  big  picture.  Wouldn't  it 
be  great  to  have  a  flexible,  seamless  solution  that  ensures  what 
you  buy  today  works  with  what  you'll  require  tomorrow? 

Enter  Cabletron.  We  help  you  see  the  finished  picture 
before  another  piece  goes  into  place. 

We  believe  in  compatible  migration  for  the  life  of  your 
network,  protecting  investments  even  in  the  face  of  ever- 
changing  business  demands.  Our  vision  remains  sharp 
through  the  industry's  strongest  investment  in  R&D 
combined  with  select  technology  acquisitions  that  sensibly 
and  seamlessly  mesh  with  our  product  strategy  We're  with 
you  from  the  desktop  to  the  data  center,  out  to  the  wide 
area/ remote  access  environment  (ISDN,  frame  relay,  ATM) 
and  across  the  full  spectrum  of  enterprise  management 
software.  And  it's  all  backed  by  our  legendary  commitment  to 
service  and  support,  ensuring  picture-perfect  assistance— now 
and  for  the  long  run. 

So  whether  you're  laying  out  your  company's  strategic 
network  puzzle  or  just  piecing  together  this  year's  bandwidth 
needs,  Cabletron  truly  does  offer  a  simpler  way  to  work. 

For  more  information  on  how  we  can  help  simplify  your 
view  of  networking,  call  603-337-0930  or  visit  us  on  the 
Web  at  www.cabletron.com. 


caaeTRon 

 syst&vs 

The  Complete  Networking  Solution™ 

Listed  Company  on  New  York  Siock  Exchange  — — — 


MfUTEB  APPLICATIONS 


6. 

Install  the  new  motherboard  and 
reattach  the  wires  and  peripheral 
cards.  If  any  of  the  ribbon  cables  are 
loose,  the  key  to  correctly  reattaching 
them  is  this:  The  side  of  the  cable  with 
a  colored  stripe  or  some  other  marking 
connects  to  pin  number  one. 

you  order  a  motherboard  using  the 
newer  ATX  layout,  it  will  be  useless  in 
your  old  machine. 

One  other  thing  to  watch:  Some 
old  PC  cases  may  not  have  adequate 
clearance  for  a  new  microprocessor 
that  is  topped  off  with  a  heat  sink 
and/or  a  cooling  fan.  If  your  old 
motherboard  doesn't  have  much 
clearance  above  it,  be  on  guard. 

Still  not  intimidated?  Then  you 
are  ready  to  make  some  decisions 
about  what  features  you  want  on 
your  motherboard.  What  processor 
chip?  How  much  memory? 

The  gold-plated  upgrade  would 
include  a  200-megahertz  Pentium 
with  mmx,  Intel's  new  multimedia 
feature,  at  about  $700.  You  can  save 
$200  by  scaling  down  to  a  166- 
megahertz  speed.  A  perfectly  ade- 
quate upgrade  would  be  a  166- 
megahertz-compatible  processor 
from  Cyrix  at  $180.  Cyrix  doesn't 
yet  offer  the  multimedia  option. 

Memory?  Don't  cut  corners  here. 
Our  advice  is  to  get  at  least  32 
megabytes,  cheap  at  $150.  If  you 
have  old  memory  chips  from  your 
existing  motherboard,  give  them  to 
charity.  They  may  not  be  compatible 
with  your  new  memory. 

As  for  motherboards:  The  better 
units  have  512  kilobytes  of  so-called 
pipeline-burst  cache  memory  in 
chips  ensconced  alongside  the 
processor.  (This  is  in  addition  to  the 


smaller  cache  on  the  processor  chip 
itself.)  Another  desirable  feature  is  a 
Universal  Serial  Bus,  in  addition  to 
the  now-standard  PCI  bus.  You  don't 
need  the  universal  bus  now,  but  you 


might  need  it  a  year  or  two  down  the 
road  when  you  install  a  newfangled 
printer  or  other  peripheral. 

The  best  motherboards  cost  $300, 
merely  adequate  ones  $100.  This  is 
not  a  place  to  economize.  Good 
brands  include  American 
Megatrends,  Intel  and  Micronics. 

Combined  outlay  for  processor, 
memory  and  board:  $500  to  $1,200. 

Next  decision:  Who  installs  the 
chips  on  the  motherboard?  You 
could  do  it  yourself.  But  our  advice 
is  to  buy  board,  processor  and  mem- 
ory from  the  same  source  and  have 
that  vendor  assemble  the  package  to 
order.  If  the  parts  aren't  compatible, 


you  have  someone  else  to  blame. 

Computer  stores,  mail-order  ven- 
dors, computer-show  vendors  and 
the  custom- PC  assemblers  found  in 
every  big  city  will  be  happy  to  sell 
you  the  complete  package.  Among 
the  larger  mail-order  houses:  Dalco 
Electronics  (800-445-5342);  Global 
Computer  Supplies  (800-845- 
6225);  and  jdr  Microdevices  (800- 
538-5000). 

Once  you  are  ready  to  install  the 
motherboard,  arm  yourself  with  a 
good  reference  manual,  such  as  the 
Mueller  book  mentioned  above.  The 
Forbes  Web  site  version  of  this  story 
will  also  have  some  useful  cross-ref- 
erences (www.forbes.com). 

Yes,  it's  a  lot  easier  to  toss  out  the 
old  computer  and  buy  a  new  one. 
But  you  won't  get  the  same  thrills 
that  come  with  a  successful  upgrade 
done  on  the  kitchen  table.  MM 


Leave  the  case  open  when  starting  the  system  for  the  first  time.  (Make  sure 
that  the  PC  is  connected  to  a  grounded  electrical  outlet.)  Don't  panic 
if  the  computer  doesn't  work  at  first.  You  may  have  a  loose  card  or  cable. 
Unplug  the  PC  when  fiddling  with  internal  wiring.  You  may  also  have  to  enter 
some  settings,  such  as  memory  size,  into  the  Basic  Input  Output  System  (BIOS). 
The  BIOS  file  gives  the  PC  its  bearings  as  it  powers  up.  The  motherboard 
documentation  has  the  keystrokes  for  editing  the  BIOS. 
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If  gnats  had  wheels, 
we'd  make  die  bearings. 


The  Timken  Company  and  its  subsidiaries  make  and 
service  bearings  that  weigh  half  an  ounce.  And  bearings 
that  weigh  nine  tons.  Wherever  wheels  or  shafts  turn, 
from  disk  drives  to  drilling  rigs,  from  dental  drills  to 
rolling  mills^  Timken  precision  improves  performance. 


TIMKEN 


WORLDWIDE  LEADER  IN  BEARINGS  AND  STEEL 


TO  LEARN  MORE  ABOUT  THE  TIMKEN  COMPANY  CALL  330-471 -3820. 
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©1997  Microsoft  Corporation.  All  rights  reserved. 

Microsoft  and  Where  do  you  want  to  go  today?  are  registered  trademarks  and  Outlook  is  a  trademark  of  Microsoft  Corporation. 
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really  hard 

Some  people  are  inclined  to  neatly  arrange,  file,  cross-reference  and  deploy  strategic  bits  of  information,  like 
i/hat's-his-name,  the  guy  who  sent  you  the  e-mail  about  the  thing  on  Tuesday.. .or  Wednesday.  Well,  here's 
;ood  news  for  the  highly  with-it  and  the  chronically  disorganized  alike:  the  new  Microsoft  Outlook"  97  desktop 
pformation  manager.  It's  part  of  new  Microsoft  Office  97,  and  it's  here  to  help  you  get  organized  (or,  as  the 
ase  may  be,  way  more  organized).  Outlook  puts  your  e-mail,  electronic  scheduling,  "to-do"  lists  and  contacts 
n  one  cozy  interface.  It  helps  you  do  smart  things,  like  preview  the  first  three  lines  of  your  e-mails  to  quickly 
eparate  news  from  junk.  And  you  can  easily  share,  link  and  move  information;  for  instance,  drag  an  e-mail 
nto  the  contacts  icon  and  a  new  contact  file  is  automatically  created  for  you.  Now,  that's  functionality, 
i/ant  to  know  more?  Block  out  a  little  time  to  visit  our  Web  site. 


Where  do  you  want  to  go  today?"  www.microsoft.com/office/ 


Microsoft 


INSIGHTS 


Junk  credit  cards 


BY  PETER  HUBER 


Peter  Huber,  a  senior 
fellow  of  the  Manhattan 
Institute,  is  the  author 
of  Orwell's  Revenge; 
E-mail  address  is 
72643.221 1@ 
CompuServe.com 
His  home  page  is 
http://www.phuber.com 
/  huber/home.html 


Twenty-something  has  great  idea  but  lacks 
cash.  Borrows  to  the  hilt  on  12  credit  cards. 
Now  runs  a  company  worth  millions.  You 
read  about  him  every  day. 

Also  about  his  neighbor.  Twenty-something 
receives  12  credit-card  solicitations  in  the 
mail,  spends  foolishly  and  ends  up  among  the 
1  million  who  file  for  personal  bankruptcy 
every  year. 

Liberal  sages  blame  credit-card  debt  and 
soaring  bankruptcy  filings  on  corporate 
downsizing  and  the  capitalist  excesses  of 
greedy  lenders.  Conservatives  blame  the  gen- 
eral decline  of  financial  rectitude.  But  consid- 
er this  radical  possibility:  The  market  is  thriv- 
ing, bad  bankruptcy  law  notwithstanding. 

Consumer  credit  used  to  be  what  small 
merchants  extended  to  a  few  trusted  cus- 
tomers. Merchants  didn't  extend  much, 
because  it  cost  a  lot  to  manage  debt  intelli- 
gently. In  our  generation,  the  card  swipe  and 
the  computer  network  behind  it  have  allowed 
national  providers  to  take  over  the  credit 
market.  They  waste  no  time  on  clumsy  per- 
sonal relationships.  Credit  is  manufactured 
out  of  the  statistics  of  huge  financial  data- 
bases. Debt  collection  is  almost  equally  auto- 
mated and  anonymous. 

Price  regulation  is  gone,  too.  California's 
usury  laws  can't  be  enforced  against  cards 
issued  by  Citibank  from  South  Dakota.  Banks 
charge  10  or  15  percentage  points  more  to 
lend  than  it  costs  them  to  borrow.  Visa  and 
MasterCard  banks  lose  $8.5  billion  a  year  to 
deadbeats,  but  easily  cover  that  with  returns 
from  solvent  billpayers. 

Credit  cards,  in  short,  have  created  a  thriv- 
ing new  market  for  personal  junk  bonds. 
About  $300  billion  of  this  paper  is  now  in  cir- 
culation. By  comparison,  consumers  have 
issued  $6  trillion  in  higher-grade  paper 
secured  by  their  houses,  and  another  $350 
billion  secured  by  their  cars.  Junk  bonds  cost 
consumers  more  to  issue,  of  course.  When 
filing  for  bankruptcy  is  easy,  there's  no  lower- 
grade  security  than  a  personal  signature. 
Nobody  with  any  sense  issues  a  personal  bond 
if  he  can  float  a  secured  loan  for  half  the  price. 

But  some  people  lack  security,  while  others 
lack  sense.  Working  out  in  advance  which  is 
which  costs  lenders  more  than  it's  worth.  So 
lenders  send  plastic  to  all,  and  set  interest 


rates  to  allow  for  the  inevitable  mix  of  wheat 
and  chaff  There's  nothing  particularly  new 
about  that  strategy.  Oil  wildcatters,  venture 
capitalists,  Hollywood  moguls  and  insurance 
companies  all  do  much  the  same  thing. 

Things  look  rather  different  when  the  win- 
nowing ends.  About  30%  of  bankrupts  turn 
out  to  have  engaged  in  calculated  fraud,  rely- 
ing confidently  on  the  casual  norms  of 
modern  bankruptcy  law.  The  rest  are  either 
inept  or  unlucky.  For  both  them  and  their 
creditors,  bankruptcy  can  serve  the  reasonable 
purpose  of  putting  claims  in  rational  order, 
perhaps  even  preserving  some  small  share  of 
assets  from  the  clutches  oflawyers. 

But  one  other  traditional  objective  of  bank- 
ruptcy law  is  clearly  obsolete  now:  the 
promise  of  a  clean  slate.  Electronic  memories 
last.  The  same  databases  that  give  such  easy 
credit  to  those  with  no  record  at  all  make 
financial  life  impossibly  hard  for  those  with  a 
bad  one.  Certified  bankrupts  are  electronically 
tailed  and  denounced  wherever  they  go.  That 
confines  them  to  the  lowest-trust,  highest- 
cost  margins  of  the  economic  existence. 

Lax,  ostensibly  proconsumer  bankruptcy 
laws  thus  have  two  crippling  anticonsumer 
effects.  They  sharply  devalue  the  one  kind  of 
bond  that  almost  every  adult  can  issue, 

Visa  and  MasterCard  lose  $8.5 
billion  to  deadbeats,  but  easily  cover 
that  from  solvent  card  customers. 


including  our  youngest,  most  innovative  but 
most  untested  entrepreneurs.  And  they  entice 
people  in  trouble  to  write  off  their  entire 
financial  reputation  for  a  quick  fix.  To  protect 
what's  left  of  your  purse,  bankruptcy  courts 
filch  your  good  name.  In  the  wired  economy, 
that  leaves  you  poor  indeed. 

The  National  Bankruptcy  Review  Commis- 
sion is  due  to  recommend  changes  in  bank- 
ruptcy law  to  Congress  by  October.  The 
financial  community  should  dare  to  put  an 
Information  Age  proposal  on  the  legislative 
table.  Lawyers  currently  steer  70%  of  debtors 
into  Chapter  7,  which  simply  obliterates 
debts,  and  reputations  along  with  them.  The 
best  reform  would  direct  most  debtors  into  a 
revamped  Chapter  13  under  which  debtors 
keep  more  assets  if  they  continue  repaying 
what  they  owe.  The  industry  should  propose  a 
sophisticated  electronic  name-clearing  process 
that  encourages  the  debtor  to  work  his  way 
out  of  the  hole  in  exchange  for  complete 
rehabilitation  of  his  name  in  the  vast  recesses 
of  financial  cyberspace.  WM 
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lune  into  a  special 
Nightly  Business  Report 
interview  series  from  the 
FORBES  Forum 

Management 
and  Policy 


NIGHTLY 
BUSINESS 


REPORT 


On  your  public 
television  station 
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COMPUTERS/COMMUNICATIONS 


Digital  video  is  only  as  good  as  it  sounds. 
Now  you  can  listen  to  it  with  your  gut. 

Boom  box 


By  Robert  La  Franco 


DTS'  William 
Neighbors  and  his 
top-line  speakers 
Hold  on  to  your 
teacups.  Home 
entertainment 
never  sounded 
like  this  before. 


"Wait  until  you  feel  this"  says 
William  Neighbors,  as  he  loads  a  dig- 
ital video  disk  version  of  the  film 
Apollo  13  into  $7,000  worth  of  elec- 
tronics and  flicks  the  power  button. 
Flame  and  smoke  from  the  movie's 


famous  moon  rocket  fill  the  50-inch 
screen,  and  a  wall  of  sound  issues 
from  six  large  speakers  scattered 
through  Neighbors'1  living-room-size 
office.  At  liftoff,  the  pulsing  bursts 
ruffle  shirts  and  shake  rib  cages. 


"This  is  the  greatest  advancement 
in  sound  since  the  change  from 
mono  to  stereo,"  gloats  Neighbors, 
37,  president  of  Westlake  Village, 
Calif.-based  DTS.  Founded  in  1993 
by  Steven  Spielberg  and  sound  scien- 
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tist  Terry  Beard,  with  financial  help 
from  Universal  Studios,  DTS  aims  to 
take  on  Dolby  Laboratories  (Forbes, 
Aug.  3,  1992)  in  the  market  for  high 
fidelity  sound. 

Over  the  past  four  years  the 
souped-up  sound  offered  by  Dolby, 
DTS  and  Sony's  Cinema  Products 
division  has  sparked  a  building  spree 
among  movie  distributors,  who  must 
upgrade  their  theaters  or  die  (Forbes, 
Feb.  24).  The  sound  scientists,  for 
their  part,  don't  have  to  make 
money  from  sales  to  theaters,  since 
that  market  provides  a  handy  show- 
case for  brands  whose  payoff  comes 
in  sales  of  home  stereos.  Unlike  Sony, 
DTS  and  Dolby  aren't  in  the  business 
of  manufacturing  electronic  gear. 
Rather,  they  design  circuits  that  can 
reproduce  sound  faithfully  and  then 
license  the  designs  to  manufacturers. 

"A  few  years  ago,  theaters  only  had 
mono  sound  or  regular  Dolby  stereo 
available  to  them,"  says  Anthony  Gri- 
mani,  director  of  consumer  technolo- 
gies for  THX,  George  Lucas'  Lucas- 
film  Ltd.'s  sound  division.  "And  that 
was  like  putting  AM  radio  into  the 
expensive  sound  systems  we  require." 

Just  how  bad  was  that  signal?  The 
analog  mono  sound  systems  common 
in  theaters  through  much  of  the 
1980s  could  produce  undistorted 


sounds  no  louder  than  90  decibels  in 
the  center  of  the  theater.  That's  only 
as  loud  as  a  car  horn.  The  old  systems 
could  handle  a  range  of  frequencies 
no  broader  than  6,000  hertz,  hardly 
a  third  of  the  human  ear's  natural 
range  of  20  to  20,000  hertz. 

Dolby  advanced  the  ball  with  its 
Dolby  Stereo  format  (c.  1975)  and 
later  the  SR  format,  both  analog 
reproduction  formats  with  four  chan- 
nels of  sound.  It  raised  the  stakes 
again  in  1992,  when  Warner  Bros, 
released  Batman  in  six-channel 
Dolby  Digital. 

Only  now,  says  Dolby,  do  sound- 
tracks serve  the  full  range  of  human 
hearing  (and  more — see  box).  Last 
year  Sony  upped  even  further  by 
introducing  an  eight-channel  version 
of  its  Sony  Dynamic  Digital  Sound 
for  theaters.  Digital  technology 
makes  it  possible  to  squeeze  four  or 
more  channels  of  sound  onto  a  movie 
soundtrack  or  a  home  DVD  or  CD. 

So  with  the  rerelease  of  the  Lucas 
Star  Wars  trilogy,  Chewbacca's  moan 
will  rumble  in  your  chest,  the  con- 
cussion of  the  exploding  Death  Star 
will  resonate  through  your  body  and 
the  intergalactic  dogfight  scenes  will 
pepper  you  with  shooting  sounds 
coming  at  you  in  three  dimensions. 

But  while  it  is  easy  to  justify  spend- 


ing $7  for  a  movie,  how  many  thou- 
sands of  dollars  do  you  need  to  spend 
to  reproduce  the  experience  at  home? 
"It  depends  how  far  out  on  the 
lunatic  fringe  you  are,"  says  Harry 
Somerfield,  cofounder  of  E/Town,  a 
consumer  electronics  Web  site.  "The 
Sultan  of  Brunei  just  spent  more  than 
$1  million  on  his  system." 

The  more  budget-conscious  con- 
sumer can  get  a  six-channel  receiver 
with  Dolby  enhancement  and  six 
speakers  for  $2,500  and  up.  DTS  has 
licensed  products  coming  out  from 
some  20  manufacturers,  such  as  Sher- 
wood, which  sells  a  $1,300  receiver 
able  to  reproduce  the  DTS  format. 

Once  you  have  the  equipment, 
you'll  still  need  video  and  music 
recordings  that  take  full  advantage  of 
the  new  technology.  By  this  month, 
movies  with  DTS  and  the  new  Dolby 
surround-sound  will  be  available  on 
DVD  disks.  DTS  has  also  offered  music 
CDs  on  the  new  format.  Within  a  year 
or  so,  TV  broadcasters,  cable  networks 
and  satellite  providers  will  also  offer 
video  with  enhanced  sound. 

"For  a  lot  of  people  this  equipment 
is  still  just  bragging  rights,"  says 
Marc  Finer,  a  consumer  electronics 
consultant  in  Pittsburgh.  "But  with- 
out great  sound,  the  great  picture  is 
only  half  complete."  !■ 


Up  from 
water  beds 

In  Woody  Allen's  futuris- 
tic 1973  film  Sleeper,  the 
hapless  hero  steps  into  a 
box  in  his  living  room, 
clicks  the  "on"  button, 
and  emerges  a  few 
moments  later  tussled 
and  smiling.  The  name  of 
this  22nd-century  labor- 
saving  machine:  the 
orgasmatron. 

John  Alton,  43,  a  for- 
mer rock  music  roadie 
and  audio  specialist  for 
the  U.S.  Army  Corps  of 
Engineers,  may  have 
turned  Allen's  fantasy  into 
reality. 


Alton  has  invented 
what  he  calls  the 
Interactive  Bass  Speaker,  a 
high-powered,  high- 
priced  subwoofer  that 
uses  a  sound  chamber 
filled  with  water — 28  gal- 
lons in  its  largest  form — 
to  reproduce  the  ultra- 
low  frequencies  that  often 
get  passed  over  in  dry 
speaker  systems.  He 
developed  the  system 
when  he  was  laid  up  with 
a  herniated  disc  and  dis- 
covered that  when  he 
leaned  against  a  speaker 
and  played  deep  bass 
notes,  his  back  felt  better. 
He  put  four  large  sub- 
woofers  beneath  a  water 
bed  mattress.  He  was  on 


his  feet  in  six  weeks. 

Because  the  body  is 
made  up  largely  of  water, 
this  water- based  system — 
even  when  located  across 
the  room — can  convey 
vibrations  so  low  they  are 
not  heard,  but  felt,  creat- 
ing shock  waves  that  res- 
onate in  water-based 
mass.  Various  frequencies 
can  be  used  to  affect  dif- 
ferent parts  of  the  body, 
depending  on  their  mus- 
cle masses  and  bone  for- 
mations. It  was  by  tweak- 
ing the  system  that  Alton 
discovered  it  could  induce 
orgasms — or  so  he  claims. 

An  Alton  system  is  now 
in  operation  in  a  hotel 
room  in  Virginia  Beach, 


Va.  where  it  is  hooked  up 
to  a  water  bed  and  pro- 
grammed with  five  disks — 
each  affecting  separate 
areas  of  the  body. 

Alton  has  a  patent  on 
the  system  and  has 
installed  self-contained 
versions  of  the  sub- 
woofer  in  28  theaters 
around  the  country.  He 
is  now  applying  to 
Lucasfilm's  THX  division 
for  certification. 

Weird?  "If  a  styrofoam 
box  with  two  bananas 
and  a  strawberry  made 
the  right  sound,  we'd  cer- 
tify it,"  says  THX's  An- 
thony Grimani.  "Psycho- 
acoustics  is  not  a  pre- 
dictable field. "-R.F.L.  ma 
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Value  will  out 

What  does  it  mean  to  be  cheap?  You  buy  banks  at  eight 
times  earnings.  You  buy  utilities  with  troubled  nuclear  plants. 
And  you  shop  for  a  home  in  bankruptcy  court. 


By  Mary  Beth  Grover 


"They've  been  beatin'  on  us  like  a 
drum,"  says  James  Barrow,  a  partner 
in  Dallas,  Tex. -based  Barrow,  Hanley, 
Mewhinney  &  Strauss  and  lead  man- 
ager of  the  Vanguard  Windsor  II 
Fund.  Barrow,  a  disciplined  value 
investor,  is  talking  about  fund  man- 
agers who  bought  growth 
stocks.  Propelled  by 
market  sweethearts  like 
Coca-Cola,  Microsoft  and 
Merck,  these  growth 
stocks  have  averaged  24% 
annual  returns  over  the 
past  three  years,  six  per- 
centage points  ahead  of 
value  stocks. 

Could  the  tide  be  ready 
to  turn?  If  so,  Barrow's 
fund,  rated  a  Forbes  Best 
Buy — meaning  that  it 
combines  low  costs  with 
good  performance — is  a 
terrific  buy.  He's  returned 
20%  a  year  over  the  past 
three  years,  almost  match- 
ing the  market,  even 
though  he  leans  heavily 
toward  value.  He  has 
never  owned  Microsoft.  If 
the  next  three  years  favor 
value,  this  fund  will  do 
extremely  well. 

Barrow,  56,  became  a 
convert  to  value  investing  early  in  life. 
The  son  of  a  small-town  grocer,  he 
read  Graham  &  Dodd's  Security 
Analysis  while  working  his  way 
through  the  University  of  South  Car- 
olina. He  kept  the  classic  text  close  by 
when  he  started  managing  portfolios 
in  1963  for  what  was  then  called  Cit- 
izens &  Southern  Bank. 

Benjamin  Graham,  who  died  in 
1976,  would  be  appalled  at  the  state 
of  Wall  Street  today,  where  the  aver- 
age stock  trades  at  4.5  rimes  its  book 


value.  Graham  was  reluctant  to  pay 
even  as  much  as  book;  indeed,  he 
favored  companies  trading  at  two- 
thirds  or  less  of  a  shrunken  book- 
value  measure  that  excludes  plant  and 
equipment. 

But  Vanguard  isn't  going  to  pay 


the  ratio  of  stock  prices  to  their  earn- 
ings. At  Windsor  II,  the  ratio  aver- 
ages 14,  about  a  third  less  than  the 
market's  20.  The  other  measure  is 
yield.  Windsor  II  yields  2.9%,  half 
again  as  much  as  the  market  average. 
"It's  a  little  bit  boring,"  says 


James  Barrow,  lead  manager  of  Vanguard  Windsor 
"What  clients  really  want  to  talk  about  are  sexy  things. 


Barrow  to  sit  on  a  pile  of  cash,  so  the 
75%  of  the  $17.2  billion  fund  he 
manages  is  95%  invested.  Barrow 
compromises  with  Graham  by  hold- 
ing stocks  trading  at  two-thirds  or 
less  of  the  overall  market's  4.5  times 
price/book  ratio.  Thus,  with  a  few 
exceptions,  the  fund  tolerates  only 
stocks  trading  at  up  to  three  times 
book.  Exxon  and  IBM  are  barely 
acceptable. 

In  Grahamism  there  are  two  other 
important  measures  of  value.  One  is 


Barrow.  "What  clients  really  want  to 
talk  about  are  sexy  things  like  the 
newest  drug  or  whose  modem  works 
better." 

Instead,  Windsor  II's  investors  got 
sad-looking  bank  stocks  like  Chase 
Manhattan  and  Chemical,  both  at 
around  eight  times  earnings.  This  was 
well  before  their  merger  was  an- 
nounced in  August  1995.  The  com- 
bined company  is  now  trading  at  14 
times  earnings  ( before  a  restructuring 
charge)  and  is  the  fund's  largest  hold- 
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ing,  at  5%  of  assets.  Profit  here:  $600 
million,  a  triple.  Barrow  has  been  sell- 
ing, not  because  he  thinks  Chase  is 
overvalued  (he  expects  cost  savings 
from  the  merger  to  push  earnings 
up  15%  this  year),  but  because  he 
doesn't  like  to  have  one  stock 
account  for  more  than  3%  of  assets. 

Electric,  phone  and  gas  companies 
make  up  16%  of  the  fund.  Utilities  as 
a  group  haven't  budged  in  the  past 
two  years,  but  Barrow  has  managed 
to  make  some  money  by  jumping  in 
when  companies  are  at  loggerheads 
with  regulators.  "It  makes  sharehold- 
ers a  little  nutty,"  he  says.  "The  stocks 
get  hit  hard."  He  bought  Cleveland, 
Ohio-based  Centerior  Energy,  for 
example,  when  it  fell  to  7  amid 
squabbling  over  rate  increases.  Ohio 
Edison  recendy  said  it  would  buy  the 
company  at  the  equivalent  of  $10.89 
a  share. 

Unicom,  parent  of  Common- 
wealth Edison  Co.,  is  in  trouble  with 
regulators  over  the  design  of  its  Dres- 
den and  Quad  Cities  nuclear  power 
stations.  At  22  K,  Unicom  yields  a  fat 
7.2%  and  trades  at  just  7  times  last 
year's  earnings.  Barrow's  fund  owns 
12.5  million  shares. 

Barrow  has  19%  of  the  fund  in  oil 
stocks.  "They  rose  25%  last  year,  but 
the  price  of  oil  was  up  more  than 
30%,"  he  says.  He's  been  buying 
Royal  Dutch  (yield,  3.3%)  and  trou- 
bled Occidental  Petroleum  (3.9%). 

Barrow  loves  to  save  money.  He 
bought  his  Dallas  home  in  bankrupt- 
cy court.  He  buys  jewelry  for  his  wife 
at  estate  sales.  He  recalls  unsuccess- 
fully trying  to  get  a  cab  once  with 
Vanguard  Chairman  (and  arch-pen- 
nypincher)  John  Bogle.  The  driver  of 
a  stretch  limo  offered  to  take  them. 
Bogle  told  Barrow:  "It  would  be  the 
worst  day  of  my  life  if  one  of  my 
shareholders  saw  me  getting  out  of 
that  thing."  Barrow  retorted:  "It 
would  be  the  worst  day  of  my  life  if 
you  saw  me  getting  out  of  one  of 
these  things." 

This  is  what  matters:  Barrow's  firm 
does  Windsor  IPs  portfolio  work  for 
a  song,  with  the  result  that  the  fund's 
shareholders  incur  annual  expenses 
equal  to  a  mere  0.4%  of  assets.  That 
is  a  third  of  the  expense  level  of  the 
average  stock  fund.  Ben  Graham 
would  be  pleased.  ■ 


Bailout 

risk 


If  your  money  fund  got  stuck  with  some  bum  paper, 
you'd  want  the  sponsor  to  make  you  whole. 
But  will  the  sponsor  have  the  wherewithal? 


By  Thomas  Easton 


When  Mercury  Finance  Corp. 
defaulted  on  its  commercial  paper  in 
lanuary,  the  Strong  money  market 
funds  were  left  exposed.  The  funds' 
yield-reaching  portfolio  managers 
held  perhaps  $100  million  of 
the  junk. 

Fortunately  for  the  shareholders, 
the  fund  sponsor  had  deep  pockets 
and  was  willing  to  empty  them. 
Strong  Capital  Management  bought 


the  bad  paper  at  face  value,  then 
immediately  resold  it  at  a  rumored  75 
cents  on  the  dollar,  taking  a  $25  mil- 
lion hit.  The  fund  sponsor  had  no 
legal  obligation  to  eat  the  loss,  but 
did  so  to  preserve  its  reputation. 

Money  funds  are  never  guaranteed, 
but  they  are  presumed  by  the  invest- 
ing public  to  be  very  safe.  Only  once 
have  investors  been  stung.  In  1994 
the  small  Community  Bankers  U.S. 
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Government  Money  Market  Fund 
"broke  the  buck" — the  dollar  per 
share  nel  asset  value  money  markets 
maintain  —and  liquidated  at  94  cents 

a  share. 

But  there  have  been,  besides  the 
Strong  one,  some  close  calls  among 
the  larger  money  funds.  In  1990  T. 
Rowe  Price  absorbed  $28  million  of 
bad  Mortgage  &  Realty  Trust  com- 
mercial paper  that  found  its  way  into 
several  of  the  family's  money  market 
funds.  There  were  subsequent 
bailouts,  according  to  ibc  Financial 
Data,  at  money  funds  sponsored  by 


funds.  Then  we  asked  each  fund 
family  two  questions:  What  percent 
of  your  money  fund  assets  are  not  top 
rated?  What  is  the  net  worth  of  the 
sponsor?  We  defined  an  asset  as  top- 
rated  if  it  is  either  a  U.S.  Treasury 
obligation  or  has  a  top  credit  quality 
rating  from  both  Moody's  and  Stan- 
dard &  Poor's. 

The  answers,  or  nonanswers,  are 
shown  in  the  table.  Dean  Witter 
declined  to  say  how  much  of 
investors'  money  it  had  put  into  weak 
assets.  Strong,  a  privately  held  spon- 
sor, considers  its  finances  confidential. 


bail  out  any  mistakes  in  his  money 
funds.  Safety  net?  Never  look  further 
than  the  fund  itself,  Brcnnan  advises. 
Vanguard  uses  only  top-rated  assets 
and  recently  added  insurance  from  a 
consortium  of  underwriters  to  make 
good  the  first  $120  million  in  losses. 

We're  not  saying  that  a  disaster 
looms,  only  that  you  should  think 
about  the  risks.  Other  things  being 
equal,  a  money  fund  is  probably  safer 
if  it's  part  of  a  well-capitalized  orga- 
nization with  a  valuable  brand  name 
to  protect. 

In  no  case  is  it  as  safe  as  a  bank 


The  money  behind  the  money  funds 


Fund  family 

Retail  money  market 

Assets  at  risk1 

Equity  as  %  of 

Shareholders' 

assets 

($bil) 

money  market 

equity 

($bil) 

assets 

($bil) 

Merrill  Lynch 

$61 

$1.22 

11% 

$6.90 

Fidelity 

35 

1.05 

".'-V*  'z  t' 

1.50 

Charles  Schwab 

30 

3.00 

3 

0.86 

Smith  Barney 

30 

0.50 

9  '.":."< 

2.80' 

Vanguard 

24 

0.00 

0 

0.02 

Dean  Witter 

21 

secret 

23 

4.80 

PaineWebber 

18 

0.90 

9 

1.70 

Oppenheimer  (and  Centennial) 

13 

2.86 

secret 

Prudential 

13 

1.37 

2 

0.19 1 

Alliance 

11 

0.00 

4 

0.47 

Dreyfus 

9 

1.80 

secret' 

T  Rowe  Price 

0.05 

7 

0.35 

Strong 

4 

secret 

secret 

Olde  Discount5 

HRHHBBHSHi 

0.52 

15 

0.29 

Scudder  &  AARP 

2 

0.30 

secret 

'Taxable  retail  money  market  assets,  other  than  Treasurys,  lacking  a  top  rating  from  either  Moody's  or  Standard  &  Poor's  or  both.  Equity  capital  of  Smith  Barney, 
not  parent  Travelers  Group  Inc.  ^Capital  of  Prudential  Investments.  Parent  has  $12  billion  in  capital.  'Dreyfus  declines  to  disclose  its  capital.  Parent  Mellon  Bank 
has  $3.7  billion  in  capital.  Includes  only  the  Olde  Premium  Plus  Money  Market  Series. 


What  if  some  of 
your  money 
fund's  commer- 
cial paper  hold- 
ings went  sour? 
Would  the  fund 
sponsor  be  in  a 
position  to  make 
the  fund  whole? 
We  asked  the 
largest  money 
fund  operators  to 
tell  us  how  much 
they  held  in  less- 
than-top-rated 
assets,  and  also 
how  well  capital- 
ized they  were.  A 
few  don't  want 
investors  to  know 
the  answers  to 
these  questions. 


Sources:  IBC  Financial  Data;  company  reports. 


Bank  of  America,  to  the  tune  of  $84 
million,  Kemper  ($98  million), 
Kidder,  Peabody  ($166  million)  and 
Reich  &  Tang  ($200  million). 

Reasonable  questions  for  a  money 
market  customer  to  ask:  What  are  die 
chances  that  my  money  fund  will 
confront  a  capital  loss?  Assuming  the 
sponsor  is  motivated  to  make  the 
fund  whole,  will  it  have  the  financial 
ability  to  do  so? 

With  help  from  ibc  Financial  Data, 
we  compiled  a  list  of  15  of  the 
largest  sponsors  of  money  market 


In  fact,  we  don't  know  for  sure  how 
much  it  lost  in  the  Mercury  debacle 
(the  $25  million  estimate  is  from 
ibc),  and  we  have  no  idea  whether 
Strong  would  be  tapped  out  if  anoth- 
er problem  arose. 

Vanguard,  despite  being  a  mutual 
organization  ostensibly  owned  by  its 
customers,  initially  declined  to  reveal 
its  capitalization.  John  Brennan,  chief 
executive  of  the  organization,  later 
relented  (the  number  is  $20  million), 
but  went  on  to  point  out  that  he 
won't  use  a  dime  of  that  money  to 


account.  The  equity  capital  of  Chase 
Manhattan,  for  example,  is  equivalent 
to  12%  of  deposits  (see  table  for  com- 
parison); behind  that  is  federal 
deposit  insurance. 

If  ypu  are  inclined  to  lose  sleep 
over  these  things,  use  a  money  fund 
that  buys  only  Treasury  paper.  Your 
typical  yield  sacrifice  will  be  25  basis 
points.  If  you  hold  this  in  a  taxable 
account  and  live  in  a  high-tax  state, 
you  will  earn  back  most  of  this  yield 
anyway  because  the  interest  is  exempt 
from  state  income  tax.  wm 
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FRANKLIN  U.S.  GOVERNMENT 
SECURITIES  FUND 

Get  Back  To  Basics 
With  High  Current  Income 
And  High  Credit  Safety 

■ 

■  Often,  two  basic  goals  of  investing 
are  income  and  credit  safety.  The 
Franklin  U.S.  Government  Securities 
Fund,  one  of  the  nation's  oldest  and 
largest  Ginnie  Mae  funds,  is  designed 
to  give  you  both: 

High  Current  Income  In  The  Form 
Of  Monthly  Dividends 

High  Degree  Of  Credit  Safety 

■  Although  the  fund's  yield  and  share 
price  are  not  guaranteed,  individual 
Ginnie  Mae  securities  in  the  portfolio 
carry  a  guarantee  backed  by  the  full 
faith  and  credit  of  the  U.S.  government 
as  to  timely  payment  of  principal  and 
interest.  Franklin  is  an  industry  leader  in 
Ginnie  Mae  investing  and  focuses  on 
conservative  portfolio  management. 

■  Call  your  investment  representative 
or  Franklin  today  for  a  free  brochure. 

Franklin  Tempkton  Distributors,  Inc. 


Call  1  -888-FRANKLIN  Ext 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information 
on  the  Franklin  U.S.  Government  Securities  Fund,  including  sales  charges  and 
expenses.  I  will  read  it  carefully  before  I  invest  or  send  money. 
□  I  am  currently  a  Franklin  shareholder. 
Name 
Address 

City/State/Zip  


Daytime  Phone 


F  R  A  Nj  K  1 1  W 

7  77  Mariners  Island  Boulevard 
San  Mateo,  CA  94404-1  SiSS 


A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 
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The  long  distance  market  may  be  ready  for  another 
scrappy  upstart  like  MCI.  What  candidates  are  there? 


By  Eric  S.  Hardy 

YOU  COULD  HAVE  MADE  a  lot 
of  money  betting  on  the 
ability  of  upstarts  to  chal- 
lenge what  used  to  be  a  Bell 
System  monopoly  in  long 
distance  telephony. 

MCI  shares  are  up  2,500% 
since  they  were  first  offered 
to  the  public  in  1972.  A 
more  recent  phenomenon, 
WorldCom  (originally  LDDS 
Communications),  is  up 
2,200%  from  its  1989  initial 
offering. 

Both  are  fine  companies, 
but  probably  too  large  to 
keep  up  a  sizzling  growth 
rate.  So  we  turned  to  the 
Market  Guide  database  to 
find  long  distance  companies 
with  sales  under  $500  mil- 
lion and  sales  growth  rates 
above  30%. 

One  of  these  companies  is 
U.S.  Long  Distance.  Like  a 
lot  of  smaller  long  distance 
outfits,  this  firm  is  more  a  wholesaler 
than  a  supplier.  That  is,  it's  in  the 
business  of  reselling  space  on  fiber- 
optic lines  that  currently  belong  to 


other  long  distance  companies,  like 
ACC  Corp. 

Nonetheless,  reselling  space  requires 
a  business  to  have  a  high  degree  of 


technological  sophistica- 
tion. "This  company  has 
among  the  most  advanced 
and  comprehensive  switch- 
ing systems  in  the  busi- 
ness," says  Stephen  Shook, 
a  communications  analyst 
at  the  brokerage  Inter- 
state/Johnson Lane  in 
Charlotte,  N.C. 

Even  before  the  latest 
round  of  deregulation, 
enacted  in  last  year's 
telecommunications  law, 
U.S.  Long  Distance  was  on 
the  go.  It  increased  rev- 
enues from  $17  million  in 
fiscal  1991  to  $180  million 
in  fiscal  1996  (ended  Sept. 
30).  These  numbers  reflect 
the  spinoff  of  its  billing  ser- 
vice unit. 

The  telephone  market  is 
hopping,  with  plenty  of 
innovative  companies  (and 
sometimes  unorthodox 
ones — see  story,  p.  63).  There  is  the 
potential  for  some  surprising  success- 
es, along,  of  course,  with  some  big 
flameouts.  WU 


The  next  MCI? 


Company 

-Price — 

Price/ 

Total 

3-year  growth! 

Debt/ 

Sales 

Market 

recent 

12-month 

book 

price/ 

sales 

sales 

equity 

($mil) 

value 

These  eight 

high 

low 

sales* 

per  share 

($mil) 

ACC  Corp 

28V? 

543/4 

18'/8 

4.6 

1.6 

32% 

29% 

0.1 

$309 

$473 

regional  long 

Incomnet 

m 

23/4 

1.2 

0.5 

150 

123 

0.1 

102 

42 

distance  carriers 

Midcom  Communications 

93/8 

16 

&A 

NM 

1.4 

105 

102 

0.5 

184 

148 

enjoy  sales 

Network  Long  Distance 

PA 

\llA 

73/s 

2.2 

0.9 

90 

41 

0.4 

44 

34 

growth  that 

SA  Telecommunications 

l3/8 

t>A 

w 

1.9 

1.7 

205 

139 

2.4 

'29 

21 

giants  like 

Total-Tel  USA  Communications 

14'/4 

257/8 

8'/8 

3.3 

0.6 

62 

46 

0.2 

79 

42 

Sprint  and  MCI 

Total  World  Telecom 

5 

10 

3 

0.8 

2.2 

202 

50 

0.4 

22 

31 

had  in  their 

US  Long  Distance 

93/4 

103/8 

35/s 

2.5 

0.9 

36 

46 

0.2 

189 

147 

youth.  But  the 

AT&T 

367/8 

485/8 

33'/4 

2.8 

1.2 

6 

4 

1.6 

61,077 

59,747 

competition  is  a 

MCI  Communications 

35'/2 

37!/2 

223/s 

1.9 

1.3 

13 

5 

0.4 

18,494 

19,486 

little  tougher  this 

'Market  capitalization  plus  debt  divided  by  sales.  tAnnualized.  NM:  Not  meaningful.  time  around. 

Source:  Market  Guide  via  OneSource  Information  Services.  ^^^^m 


180 


Forbes  ■  March  24,  1997 


The  Guardian  Life  Insurance  Company  of  America  announces  a 
$280  million  dividend  payout.  The  highest  in  its  136-year  history.* 

The  Guardian's  significant  increase  in  dividends  is  a  result  of  excellent  investment  returns  and 
The  Guardian's  underlying  financial  strength.**  Our  exceptional  dividend  payout  helps  lower  your 
premium  costs  and  helps  you  reinvest  in  The  Guardian.  Call  1-800-662-1006  and  find  out  why  today,  more 
than  ever,  The  Guardian  is  The  Intelligent  Choice  for  Life  Insurance,  Group  Insurance,  Reinsurance, 
Disability  Income  Insurance,  Equity  Products***  or  Group  Pensions. 

^  The  Guardiair 

The  Intelligent  Choice" 

Since  1860 

"Dividends  are  neither  estimated  nor  guaranteed  and  may  increase  or  decrease  each  year  to  reflect  changes  in 
investment  returns,  mortality,  expenses  and  taxes.  Dividends  may  also  be  affected  by  policy  loans. 
"Financial  information  for  The  Guardian  Life  Insurance  Company  of  America  as  of  12/31/96: 
Assets  =  $12.1  billion;  Liabilities  =  S10.9  billion  (includes  $8.5  billion  in  reserves);  Surplus  =  $1.2  billion. 

**  'Equity  products  are  offered  through  Guardian  Investor  Services  Corporation,*  an  indirect  wholly-owned  subsidiary  of 
The  Guardian  Life  Insurance  Company  of  America.  Member  NASD,  SIPC. 

©1997  The  Guardian  Life  Insurance  Company  of  America,  201  Park  Avenue  South,  New  York,  NY  10003 
www.theguardian.com 
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Tlie  donated  IRA 

Is  this  a  good  time  to  make  a  charitable  gift  or  bequest  from  your  retirement  assets? 
Study  the  tax  arithmetic  before  making  your  move. 


Perhaps  this  describes  you:  You  are 
a  prosperous  investor  in  or  near 
retirement,  you  are  charitably 
inclined  and  you  are  worried  about 
that  15%  penalty  tax  on  "excess" 
retirement  savings.  If  so,  it's  time  to 
sit  down  with  your  tax  accountant 
and  do  some  planning. 

The  simple  question:  If  you  want 
to  give  money  away  to  charity,  should 
you  use  your  tax-sheltered  accounts 
(like  iRAs)  or  should  ^ou  use  other 
assets?  The  answer  is  not  so  simple. 
For  a  gift  during  your  lifetime,  you 
are  probably  going  to  be  better  off 
using  non-IRA  assets.  For  a  bequest  in 
your  will,  the  reverse  is  true. 

To  understand  this  somewhat 
incongruous  answer,  it  helps  to  begin 


with  three  basic  facts  about  how 
investors  are  taxed: 

One  is  that  Congress  has  imposed 
a  15%  surtax  on  large  withdrawals 
from  tax-favored  retirement  plans, 
including  pension  plans,  401(k)s, 
Keoghs  ancl  IRAs.  "Large"  is  defined 
in  a  complicated  way;  suffice  it  to  say 
that  the  tax  tends  to  hit  people  who 
begin  retirement  with  $1  million  or 
more  in  tax-sheltered  assets.  There  is 
an  estate  tax  version  of  this  tax  levied 
on  retirement  assets  left  behind  at 
your  death. 

Next,  the  15%  surtax  is  temporari- 
ly waived  for  withdrawals  in  tax  years 
1997  through  1999.  But  there's  no 
amnesty  on  the  estate  version  of  the 
surtax. 


Third,  a  long-standing  loophole 
for  donations  of  appreciated  securities 
remains  valid.  It  works  this  way:  If 
you  have,  say,  $10,000  worth  of  Intel 
that  you  bought  a  long  time  ago  for 
$1,000,  you  can  donate  the  stock, 
claim  a  full  $10,000  charitable 
deduction,  and  never  have  to  report 
the  $9,000  gain  in  your  gross 
income. 

Suppose  you  want  to  give  $10,000 
to  the  local  art  museum  right  away. 
Let's  assume  you  have  both  a  large 
IRA  and  some  highly  appreciated 
securities  and  could  tap  either  for  the 
donation. 

Can  you  just  assign  a  $10,000 
chunk  of  the  IKA  to  the  museum?  No. 
You  cannot  make  an  outright  dona- 
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tion  of  IRA  assets 
while  you're 
alive.  You  must 
withdraw  the 
money  from 
your  ira  and 
then  give  it  away. 
So  for  a  $10,000 
donation,  your 
tax  return  would 
show  a  taxable 
IRA  payout  of 
$10,000,  offset 
by  a  tax-deduc- 
tible donation  of 
$10,000. 

Alas,  this  is 
not  quite  a  wash. 
That's  because  of 
a  haircut  Con- 
gress has  placed 
on  deductions 
for  high-income 
taxpayers.  The 
effect  of  the 
haircut  is  that 
the  gift  will  cost 
you  a  net  $120 

in  taxes. 

Giving  away  the  appreciated  Intel 
is  the  way  to  go,  says  Harvey  Berger, 
a  CPA  with  Grant  Thornton.  No  $120 
haircut.  And  no  $9,000  capital  gain 
to  report. 

Now  let's  change  the  assumptions 
a  bit.  Say  you  want  to  leave  money  to 
the  museum  at  your  death,  not  now. 
Surprise,  the  reverse  strategy  works 
better,  says  Michel  Kaplan,  a  lawyer 
with  Sherrard  &  Roe  in  Nashville. 
Use  the  ira  for  the  donation,  not 
your  Intel. 

Why?  When  you  die,  your  non-IRA 
assets  receive  a  "step-up  in  basis"  to 
full  market  value,  and  your  estate 
dodges  the  28%  capital  gains  tax  on 
the  appreciation.  (There's  no  break 


on  estate  taxes,  however.)  With  ira 
assets  there  is  no  step-up  at  deadi.  To 
put  it  another  way:  Your  grandchil- 
dren would  rather  have  Intel  stock 
than  an  ira. 

What  happens  when  you  bequeath 
IRA  assets  to  a  charity?  The  IRA 
escapes  both  estate  and  income  taxes. 
The  only  tax  that  is  imposed  on  an 
IRA  left  to  charity  is  the  15%  penalty, 
if  it  applies.  If  you  leave  the  ira  to 
your  grandchildren,  in  contrast,  it 
could  easily  be  taxed  (estate  tax  plus 
income  tax  plus  surtax)  at  well 
over  80%. 

If  you  do  choose  to  leave  ira 
money  to  the  museum,  it's  best  to 
segregate  that  money  in  a  separate 
IRA,  with  the  museum  as  sole  benefi- 
ciary. You  can  decide  this  at  any  age 
and  for  any  amount  you  wish.  You 
can  also  change  your  heir  at  any 
point,  to  another  charity  or  person, 
although  other  limits  apply. 

You  might  be  wondering,  what 
about  that  amnesty  on  the  15% 
surtax?  If  I  use  the  Intel  for  a  dona- 
tion while  I'm  alive,  doesn't  that 
leave  that  much  more  money  to  be 
hit  with  the  surtax  at  a  later  date? 
Yes — but.  The  "but"  is  that  you  can 
always  avail  yourself  of  the  amnesty, 
quite  apart  from  your  museum  dona- 
tion. Think  of  it  as  a  pure  investment 
decision:  Should  you  make  an  ira 
withdrawal  now,  pay  the  regular 
income  tax  and  invest  what's  left;  or 
should  you  let  the  money  compound 
tax-deferred,  knowing  that  you  or  your 
heirs  will  eventually  get  hit  with  that 
surtax? 

We  have  addressed  this  investment 
decision  in  a  separate  article  that  was 
published  in  the  Aug.  26,  1996 
Forbes  and  is  now  available  on  our 
Web  site,  www.forbes.com/taxes. 


Red,  White 
And  Blue  Chip. 


Premier 
American  Portfolio 


Now  you  can  have  easy,  afford- 
able access  to  many  of  the  premier 
companies  in  the  country.  This 
fund  offers  you  33  of  America's 
blue  chip  companies.  And  it  seeks 
total  return  through  capital  appre- 
ciation and  dividend  income. 

These  premier  companies  were 
chosen  for  their  high  quality  and 
established  earnings  record.  Along 
with  a  predetermined  portfolio  and 
maturity  date,  the  fund  offers  you: 

•  Large  capitalization  companies 

•  Defined  maturity  of  4  years 

•  Quarterly  income 

•  Option  to  reinvest  quarterly 

•  Diversification  among  several 
industries 

Call  Defined  Asset  Funds  today  for 

our  free  Premier  American 
Portfolio  Guide  which  describes 
how  affordable  and  easy  investing  in 
our  blue  chip  stock  fund  can  be. 

1-800-562-2926  ext.  158 


Buy  With  Knowledge. 


E 


efined  Asset  Funds5 


Hold  With  Confidence. 


Family  of  funds  offered  by 

Merrill  Lynch 
Smith  Barney 
PaineWebber 
Prudential  Securities 
Dean  Witter 

A  free  prospectus  containing  more  complete 
information  on  Defined  Asset  Funds"'  Equity 
Income  Fund  Concept  Series  Blue  Chip  Stock 
Series  3  Premier  American  Portfolio  including 
all  charges  and  expenses,  is  available  from  any 
of  the  above  sponsors.  Read  the  prospectus  care- 
fully before  investing.  Minimum  investment  is 
$1,000  ($250  for  an  IRA). 

©  1 996  Merrill  Lynch.  Pierce,  tenner  &  Smith  Inr  Member  SIPC. 
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Your 
Next  Neve 
Counts* 

Before  you  take  the  plunge,  test  the  waters. 

On  April  28  and  29th,  join  with  the  top 
business  and  financial  leaders,  corporate 
counsel,  association  executives  and  alternative 
dispute  resolution  providers,  as  they  gather  with 
key  decision  makers  to  explore  alternatives  for 
the  resolution  of  unseemly  disputes  and  the 
management  of  business  relationships. 

Sponsored  by  Forbes  Magazine  and 
the  American  Arbitration  Association, 
The  Alternative  Dispute  Resolution  Superconference 
will  offer  practical  advice  on  how  ADR  can 
maintain  and  improve  a  company's  bottom  line 
and  give  it  the  solid  footing  to  compete  in  an 
increasingly  competitive  global  marketplace. 


SUPERCONFERENCE 

When:         April  28  and  29,  1997 

Where:         The  Capital  Hilton  in  Washington,  DC 

Sponsors:     FORBES  Magazine 

American  Arbitration  Association 

In  association  with: 

American  Corporate  Counsel  Association 
American  Institute  of  Certified  Public  Accountants 
The  American  Lawyer  and  CCM-Corporate  Counsel  Magazine 
CPR  Institute  for  Dispute  Resolution 

Foundation  for  Prevention  &  Early  Resolution  of  Conflict  (PERC) 
Cornell/PERC  Institute  for  Conflict  Resolution 
National  Association  of  Manufacturers 
Risk  and  Insurance  Management  Society,  Inc.  (RIMS) 
Union  Internationale  Des  Avocats 


DON'T  MISS  THE  BOAT. 

For  program  and  registration  information, 
call  Joan  Hall  &  Associates,  I  -BOO- 54  7-61 76 

FbrbCS  Magazine         "AA"   American  Arbitration  Association 

Dispute  Resolution  Services  Worldwide 
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THE  FORBES/BARRA  WALL  STREET  REVIEW 


The  overall  market 


"I'll  be  a  lot  more  comfortable 
[buying  stocks]  when  the  Dow  is  at 
6500,"  says  First  Albany  Senior  Vice 
President  Hugh  Johnson.  If  this 
bearish  vision  is  correct,  the  Dow  will 
have  given  up  all  the  gains  it  has 
notched  since  the  year  began. 

Even  on  his  most  aggressive 
accounts,  Johnson  has  reduced  his 
stock  holdings  from  75%  to  65%, 
with  the  balance  in  fixed  income 
securities.  Though  he  doesn't  offer 
much  solace  for  investors  who  want 
to  remain  fully  invested  in  stocks, 
Johnson  thinks  that  the  electric  utili- 
ty industry  has  a  chance  of  holding 
up  better  than  the  rest  of  the  market 
in  a  bear  phase.  Electric  companies 
with  high  expected  earnings  growth 
in  the  next  few  years  include  Cil- 
corp — serving  central  Illinois — and 
Public  Service  Co.  of  New  Mexico. 


Special  focus 


According  to  ibc's  Money  Fund  Report, 
the  average  12 -month  yield  for  taxable 
money  market  funds  was  4.9%  in 
January.  One  way  for  investors  to 
improve  cash  returns — with  little  added 
risk — is  to  consider  no-load  short-term 
bond  funds.  The  table  below  lists  five 
examples.  These  funds  should  be  of 
interest  to  investors  in  high-tax  states. 
Since  the  portfolios  are  concentrated  in 
debt  issued  by  the  U.S.  government, 
most  interest  is  taxable  for  federal  pur- 
poses but  can  be  exempt  from  state  and 
local  income  taxes. 


The  Barra  All-US  price  index  as  of  2/28/97 


12-month  closeup 


Money  market  cousins 

12-mo          .  I 

Fund 

yield 

Phone 

Schwab  Short-Intermediate  Govt 

6.1% 

526-8600 

Dreyfus  100%  Treas  Short-Term 

6.0 

648-9048 

Vanguard  Admiral-  Short-Term2 

5.8 

662-7447 

Dean  Witter  Short-Term  Treas 

5.4 

869-3863 

Amer  Century  Benham  Short-Term 

5.2 

331-8331 

Closeup  on  the  markets 


Index  or  investment 
Barra  All-US  index 
S&P/Barra  Growth  index1 
S&P/Barra  Value  index- 
Dow  Jones  industrials 
S&P  500 
NYSE 
Nasdaq 

PSE  Tech  100 3 
EAFE4 

CRB  futures  index 
Gold6  (Comex  spot) 
Yen6 (per  $US) 
Oil6  (W  Texas  Intermediate) 


2-week  change 


-2.2  % 

-2.2 

-2.2 

-1.6 

-2.2 

-1.9 

-4.3 

-3.7 

0.7 

1.2 

5.3 
-3.4 
-9.5 


1  year  ago 

18.7  % 
26.1 
19.4 
24.2 
22.7 
20.4 
20.5 
24.6 

1.5 
-0.8 
-8.6 
13.9 

4.5 


%  change  from 

5-year  high 

-2.9% 


-3.3 
-3.0 
-2.7 
-3.1 
-2.7 
-5.7 
-4.8 
-4.3 
-7.4 

-12.1 
-3.5 

-27.8 


The  best  and  worst  performing  stocks 


2-week 

1997 

2-week 

1997 

Best 

Price 

change 

EPS' 

Worst 

Price 

change 

EPS' 

NHP 

24!/4 

56% 

$0.92 

Citrix  Systems 

125/8 

-68% 

$0.75 

Palmer  Wireless 

15 

46 

0.32 

Physician  Corp  of  America 

43/8 

-57 

0.69 

Healthsource 

207/8 

43 

0.63 

Wireless  One 

25/8 

-53 

-3.85 

National  Beverage 

11  lA 

39 

NA 

Heartland  Wireless  Comm 

37/s 

-53 

-2.05 

1  Baker 

83/4 

37 

0.75 

Scholastic 

33 

-48 

2.40 

The  best  and  worst  performing  industry  factors8 


Best 

2-week 
change 

Change 
since 
12/31/96 

Worst 

2-week 
change 

Change 
since 
12/31/96 

Precious  metals 

8.8% 

13.0% 

Cosmetics 

-7.8% 

10.4% 

Tobacco 

5.9 

14.2 

Financial  services 

-5.8 

11.5 

Retail 

2.9 

7.5 

Trucking 

-5.6 

8.4 

Thrifts 

2.8 

23.8 

International  oil 

-5.3 

-0.6 

Aluminum 

2.3 

14.6 

Forest  products 

-5.1 

0.8 

1 1-800. 2  $50,000  minimum  initial  investment. 
Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar. 

Note:  Data  for  period  ending  2/28/97.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  common  U.S.  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on 
U.S.  markets.  ADRs,  REITs  and  closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings 
growth.  Hotal  return  of  more  than  300  large-capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  3A  price-weighted  index  of  100  widely  followed  U.S. 
technology  stocks.  Base  value  =  50  (adjusted),  12/31/82.  4A  dollar-denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  'Index  of  21 
commodity  futures.  'Source:  Bridge-Commodity'  Research  Bureau.  'Estimate.  Source:  IBES  Express.  'Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics. 
Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  NA:  Not  available.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif. 
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COMMODITIES  REVIEW 


CRB  spot  indexes 


CRB  futures  indexes 


360 


315 


270 


225 


Raw  industrials 


All  commodities2 


310 


270 


230 


190 


Precious  metals3 


1993         1994  1995  1996  1997 


1993  1994         1995  1996  1997 


MMMMMMMM 


BY  ERIC  S.  HARDY 


The  1%  rise  in  the  Commodity  Research  Bureau  futures 
price  index  since  the  start  of  the  year  belies  the  action 
that's  been  going  on  beneath  the  surface.  Coffee  prices 
(see  lower  left)  are  up  more  than  90%  in  the  futures 
market  since  early  last  December,  while  lumber  and 
copper  prices  show  continued  strength  carrying  over 
from  the  second  half  of  1996.  Among  the  weaker  com- 
modities keeping  the  overall  CRB  futures  index  steady  are 
cocoa  and  cotton. 

Financial  futures  also  saw  their  share  of  action  in  the 
the  first  two  months  of  1997.  In  this  arena,  foreign 
exchange  desks  were  particularly  busy — and  not  just  in 


the  Japanese  yen.  Almost  in  unison  the  French  franc, 
German  mark  and  Swiss  franc  dropped  10%  against  the 
U.S.  dollar  between  Jan.  1  and  Feb.  28.  While  that's 
good  news  for  U.S.  travelers  overseas,  it  worsens  the  U.S. 
balance  of  trade  in  two  ways — by  making  American  goods 
more  expensive  for  foreign  buyers,  and  foreign-made 
goods  cheaper  for  U.S.  consumers. 

Grain  and  oilseed  prices  haven't  registered  the  kinds  of 
gains  they  showed  in  early  1996,  but  the  market  is  enjoy- 
ing something  of  a  rebound.  Everen  Securities'  grain  ana- 
lyst Joel  Karlin  notes:  "As  personal  income  goes  up  in 
China,  the  people  are  improving  their  diets  with  more 
poultry  and  livestock."  Karlin  expects  demand  for  soy- 
bean meal,  a  primary  animal  feed,  to  remain  strong. 


Commodity  spotlight 


Coffee  futures  (dollars  per  pound) 

1.8 
1.6 
1.4 

i.o 

0.8 


6/96 


10/96 


2/97 


CRB  cash  and  futures  prices 


Spot  indexes 

Futures  indexes 

Index5 

Value 

3-mo  change 

Index5 

Value 

3-mo  change 

All  commodities 

297.81 

3% 

CRB  index 

242.89 

-1% 

Raw  industrials 

343.39 

2 

Precious  metals 

260.06 

2 

Foodstuffs 

242.25 

5 

Grains 

229.23 

4 

Metals 

316.10 

7 

Industrials 

273.78 

2 

Textiles 

273.18 

1 

Livestock  &  meats 

269.46 

3 

The  May  coffee  futures  contract  rose 
23%  last  month  and  may  move  high- 
er. The  supply  of  beans  is  tight  for 
several  reasons,  including  social 
unrest  in  Colombia  and  a  coffee  car- 
tel that  has  had  some  success  in  with- 
holding production.  Price  relief  may 
not  come  until  the  Brazilian  coffee 
crop  is  harvested  this  summer. 

Note:  All  prices  as  of  2/26/97.  'Composed  of  13  raw  industrial  commodities.  'Composed  of  the  13  raw  industrial  commodities  plus  10  foodstuffs.  Gold,  platinum  and  silver. 
"Composed  of  17  commodities.  5Base  for  spot  and  futures  indexes  (1967=100).  Source:  Bridge-Commodity  Research  Bureau. 


Spot  prices 

Futures  prices 

Commodity 

Price 

3-mo  change 

Commodity 

Price 

3-mo  change 

Copper  scrap  (pound) 

$0.91 

7% 

May  Chi  wheat  (bushel) 

$3.73 

2% 

Corn  (bushel) 

2.91 

3 

May  copper  (pound) 

1.13 

12 

Print  cloth  (sq  yard) 

0.91 

0 

May  cotton  (pound) 

0.76 

-1 

Soybean  oil  (pound) 

0.22 

2 

May  crude  oil  (barrel) 

20.83 

-12 

Steel  scrap  (short  ton) 

146.00 

25 

Apr  platinum  (troy  oz) 

386.70 

1 
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We  set  a  second 


OPINIO 


on  everything. 
Including  the 
value  of  a 
second  opinion. 


PUTMM 

INVESTMENTS 


Teamwork  works.  1m  a  recent  study  conducted  by' 
Bloomberg  Personal  magazine,  mutual  funds  run  by 
multiple  managers  were  shown  to  be  better  than  those 
run  by  only  one.  Why?  One  reason:  "(Teams)  are 
more  likely  to  have  a  disciplined  method  for 
investing."  After  all,  individual  managers  don't  have 
the  same  accountability  when  it  comes  to  keeping  a 
fund  within  its  classification.  This  can  lead  to 
impulsive  buying  and  selling  and,  ultimately,  what-' 
the  industry  calls  "style  drift."  Plus  what  happens 
to  a  fund  that's  individually  managed  when  that  one 
manager  goes  on  vacation?  Or  leaves?  That's  why 
at  Putnam,  we  have  teams  of  managers,  analysts.and 
strategists.  It  ensures  that  the  necessary  checks  and 
balances  are  always  in  place  to  keep  a  fund  consistent 
with  its  goals.  And  that  our  funds  benefit  from  a  mix 
of  different  skills,  experiences,  and  points  of  view.. 
It's  something  weVe  learned  from  our  60  years  of 
experience  in  the  business.  And  in  fact,  with  almost 
-   seven  million  individual  investors,  we've  got  more  than 
just  a  second  opinion  on  our  side. 

A      T  1  M  E  -  11   O-  N  O  It   G  D      TRADlTfON-      IN      MONEY  MANAGEMENT 


DOSTON'LONDON. TOKYO 


For  more  information  about  the  Putnarh  Family  of  Funds,  including  investment  policies,  charges,  and  expenses,  ask  your  finan<  ial  advisor  for  a  free  prospectus.  Please  rescfthe . 

prospectus  carefully  before'you  in  vest  or  se  rt  A  i,  <oncy.  Source:  H'oomberg  Personal  magazine,  November/December  19%.  Putnam  Mutual  Funds  Corp.,  Member,  NASD,  -  gi^f 


LLUULU 


STREETWALKER 

Cheap  and  unsexy 

Roper  Indus  eue  i  r.op, 

nysh)  is  a  Bogart,  Ga. -based 
producer  of  specialized  engineering 
products — pumps,  valves  and 
measurement  devices.  With  just 
$226  million  in  sales  last  year 
Roper's  no  giant,  but  the  company 
dominates  nearly  every  one  of  its 
markets.  Not  a  sexy  business,  but 
gross  margins  exceed  50%  and 
return  on  equity  was  24%  last  year. 

Buy  the  stock.  At  a  recent  40, 
Roper's  down  24%  since  last  April. 
Reason:  A  five-year,  $151  million 
contract  with  Gazprom,  the  Rus- 
sian natural  gas  monopoly,  is  mired 


Falling  star? 

Time  for  a 

^  rebound 
in  restaurant 
stocks?  Don't 
bet  on  it.  Espe-  i 
dally  vulnera- 
ble is  former 
highflier  Lone 
Star  Steakhouse 
&  Saloon,  Inc. 
(star).  The 
stock  recently 
fetched  26  on 
Nasdaq,  down 
from  45  last  Apri 

Why  is  star  falling? 
Higher  food  prices  and  labor  costs 
for  starters.  A  more  significant  prob- 
lem is  saturation.  When  Lone  Star 
came  public  in  1992,  there  were  8 
units.  Today  there  are  205.  And 
afraid  of  losing  volume  to  its  com- 
petitors, Lone  Star  also  started  offer- 
ing mainstream,  nonsteak  fare.  In 
both  of  the  past  two  quarters,  same- 
store  sales  have  fallen  about  3%. 

Wichita,  Kans. -based  Lone  Star 
isn't  going  bankrupt — the  company 
has  $3  per  share  in  cash,  no  debt 
and  among  the  highest  margins  in 
the  industry.  But  at  around  16  times 
1996  earnings  per  share  of  $1 .63, 
there's  little  room  for  earnings  dis- 
appointment. Trying  to  maintain  its 
margins,  the  company  recently  cut 
back  on  advertising  and  upped 
prices — not  tactics  that  can  be 
expected  to  attract  customers. 

Jamie  Coulter,  Lone  Star's  chief 


in  Russian  bureaucracy. 

But  Clifford  Ransom,  a  NatWest 
Securities  analyst,  thinks  Wall 
Street  has  missed  the  point.  "Roper 
is  made  up  of  1 1  diverse  operating 
companies,  all  of  which  generate 
enormous  cash  flow,"  says  Ransom. 
Nearly  half  of  Roper's  1996  sales 
were  abroad,  mostly  in  Eastern 
Europe  and  the  OS. 

Over  the  next  few  years  Ransom 
thinks  Roper's  earnings  can  grow 
20%  annually.  Roper  looks  cheap  at 
just  13  times  Ransom's  1997  earn- 
ings estimate  of  $2.99.  His  price 
target:  55  by  next  year,  a  38%  gain. 

-John  H.  Christy 


executive,  has 
been  selling  his 
steak  holdings.  In 
the  past  five  years 
his  ownership 
has  gone  from 
24%  to  8%. 
Coulter  dumped 
1 .2  million 
shares  last  May 
near  the  stock's 
high.  If  you  want 
to  short  star, 
the  shares  are 
borrowable. 
-Caroline  Waxler 


Laser  sharp 

Streetwalker  has  been  wary 
"^^^  of  technology  stocks  lately, 
but  Laser  Industries  Ltd.  (lasre)  is 
an  exception.  The  Israeli  company 
designs,  manufactures  and  services 
medical  laser  systems. 
At  a  recent  11%, 
the  Nasdaq 
shares  trade  at 
just  nine 
times  1997 
earnings  per 
share  esti- 
mates of 
$1.30. 

Laser 
bounced  up 
26%  last  May, 
to  19%,  on 
news  that  the 
EDA  had  approved 


its  lasers  for  surgical  removal  of 
wrinkles.  The  stock  then  retreated 
on  worries  of  competition  and  a 
dilution  from  a  secondary  offering 
of  1  million  shares.  Scott  Black,  who 
oversees  $665  million  at  Delphi 
Management,  thinks  Laser  will 
rebound  to  18  within  a  year. 

The  $60  million  (sales)  company 
is  24  years  old;  until  recently  its 
lasers  were  used  primarily  for 
prostate  surgery  and  neurosurgery. 
Now  Laser  gets  more  than  half  its 
income  from  cosmetic  applications. 
These  treatments  are  paid  for  by 
patients,  so  Laser  isn't  dependent  on 
third -party,  payer-controlled 
reimbursements. 

In  November  the  company 
patented  a  hair-transplant  laser,  and 
FDA  approval  is  expected  for  a  hair- 
removal  version.  The  company  is 
also  opening  its  own  cosmetic  laser 
surgery  clinics. 

Trading  at  a  60%  discount  to  the 
medical  products  group,  Laser  is  a 
bargain.  Investors  may  be  worried 
about  a  dispute  over  a  patent  licens- 
ing agreement  for  hair  removal  in 
the  U.S.  But  analysts  think  Laser 
Industries  will  win  the  fight.  Sean 
Chaitman,  an  analyst  at  H.J.  Meyers 
&  Co.,  thinks  Laser  could  earn  over 
$1.50  per  share  in  1998.  The  float  is 
only  7.3  million  shares — so  use  limit 
orders  if  you  buy.  -C.W. 

Just  say  no 

Donald  Kingsborough  is 
two  for  three  in  the  toy 
business.  The  executive  first  ran  the 
consumer  division  at  Atari,  the  com- 
puter-game maker  that  fell  out  of 
favor  with  kids  in  the  mid- 
1980s,  then  presided 
over  Worlds  of 
Wonder,  which 
went  bankrupt  ten 
years  ago  when  its 
faddish  Teddy 
Ruxpin  dolls 
fizzled. 

Kingsborough's 
third  public  com- 
pany is  Pleasanton, 
Calif. -based  Yes! 
Entertainment, 
which  came  public  in 
June  1995.  Looks  like 
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another  disaster. 

Nasdaq -traded  yess  had  a  blue 
Christmas:  Sales  for  the  year  were 
$69  million,  but  they  fell  30%  in  the 
fourth  quarter,  producing  a  pretax 
loss  for  the  period  of  some  $17  mil- 
lion. Results  for  the  year?  A  loss  of 
90  cents  per  share,  way  down  from 
estimates  of  $1  per  share.  As  for 
1997,  Gary  Jacobson,  a  toy  analyst 
at  Jefferies  &  Co.,  thinks  the  com- 
pany will  be  lucky  to  break  even. 

Down  from  its  June  high  of  1 6M, 
the  stock  is  still  expensive  at  a  recent 
6.  Short  it.  One  money  manager 
says  the  shares  could  go  to  2. 

yess  is  trying  to  do  too  much:  It 
showed  seven  different  toys  at  New 
York's  February  toy  fair.  At  the  same 
time,  yess  is  trying  to  extend  the 
lives  of  two  of  its  offerings  from  last 
year:  the  popular  Yak  Bak,  a  hand- 
held record-and-playback  toy,  and 
V-Link,  a  combination  cell  phone 
and  voice-mail  device.  The  company 
had  high  hopes  for  V-Link,  but 
shipment  delays  meant  stores  barely 
got  their  V-Link  orders  in  time  for 
Christmas.  Few  shoppers  wound  up 
buying  what  is  basically  an  $80 
walkie-talkie;  those  who  did  were 
disappointed  by  V- Link's  short 
range  and  spotty  performance. 

yess  raised  $10  million  through  a 
private  placement  of  5%  convertible 
bonds  and  warrants  last  month,  but 
at  current  rates  the  company  will 
burn  through  the  cash  by  year-end. 
Shares  are  borrowable,  but  short 
with  care. 
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Continuity  is 
our  solid 
foundation. 


At  Bank  Julius  Baer,  founded  in  1890,  con- 
tinuity of  personal  service  in  asset  manage- 
ment is  a  recognized  tradition. 

An  integral  part  of  this  tradition  has  been 
the  Bank's  ability  to  attract  and  keep  highly 
qualified  staff  for  comparatively  long  periods 
of  time,  an  advantage  for  clients  seeking  con- 
tinuity of  expertise  and  optimal  long-term, 
after-tax  performance. 

International  wealth  management  is  our 
strength.  Personalized  service  is  our  commit- 
ment. Just  call 

New  York:  Balz  Eggimann  (212)  297  36  00 
Palm  Beach:  Michael  Blank  (407)  659  44  40 
Los  Angeles:  Pius  Kampfen  (310)  286  02  01 
Montreal:  Karel  Nemec  (514)  395  20  20 


Jr>°B 


BANK  JULIUS  BAER 

The  Fine  Art  of  Private  Banking 

http://www.juliusbaer.com 


0 


C**+^-  -&+£f>. 


THE  MUHLENKAMP  FUND 


"My  money  is  in  it. 
Mv  name  is  on  it." 


Ron  Muhlenkamp, 
Fund  Manager 


AVERAGE  ANNUAL  RETURNS  THROUGH 
DECEMBER  31, 1996 

ONE  YEAR 

30.0% 

THREE  YEAR 

17.1% 

FIVE  YEAR 

17.0% 

SINCE  INCEPTION 

14.9% 

>•  100%  No  Load  >  IRA's  Available 
>  $200  min.  investment 

CALL  1-800-860-3863 

FOR  A  FREE  PROSPECTUS  AND 
MORE  INFORMATION. 

Muhlenkamp  &  Company,  Inc. 

12300  Perry  Highway  •  Wexford.  PA  15090 
Internet  Address:  http://muhlenkamp.coni 

Please  read  the  prospectus  carefull)  before  you  invest. 
This  offer  is  made  to  persons  residing  in  jurisdictions 
where  such  oiler  can  legally  be  made  Past  performance 
does  not  guarantee  future  results  Fun3  shares  when 
redeemed  may  he  worth  more  or  less  than  original  cost. 


with  solid  performance  today. 


Choose  from  three  superior  T.  Rowe  Price  mutual 
funds  for  your  IRA.  One  of  the  toughest  decisions 
retirement  investors  face  is  finding  a  mutual  fund  that  offers 
the  potential  for  solid  performance  over  the  long  term.  As 
you  know,  even  a  small  improvement  in  your  average  annual 
return  today  can  significantly  increase  your  retirement 
income  tomorrow,  especially  in  a  tax-deferred  account. 
That's  why  you  should  consider  one  of  our  top-performing 
mutual  funds  for  your  IRA. 

Equity  Income  Fund  seeks  substantial  income  and 
long-term  capital  appreciation  by  investing  in  stocks  of 
established  companies  paying  above-average  dividends.  It 
may  be  appropriate  for  retirement  investors  interested  in 
protecting  purchasing  power  and  cushioning  assets 
against  inflation  and  volatility. 

Rlue  Chip  Growth  Fund  pursues  long-term  capital 
appreciation  by  investing  in  established  companies  with 
strong  market  positions  in  growing  industries.  It  may  be 
appropriate  for  retirement  investors  primarily  seeking 
growth  while  preserving  capital. 

Mid-Cap  Growth  Fund  seeks  long-term  capital  appreciation 
by  investing  in  medium-sized  companies  with  attractive 
growth  prospects  and  proven  operating  histories.  It  may  be 
appropriate  for  retirement  investors  seeking  above -average 
capital  appreciation  and  willing  to  incur  short-term  volatility 
associated  with  more  aggressive  investments. 

Transferring  made  easy.  Our  knowledgeable  retirement 
specialists  make  it  easy  to  transfer  your  IRA  assets  to 
T.  Rowe  Price.  $1,000  minimum  investment  (per  fund)  for 
IRAs.  No  sales  charges. 


$40,000  ■ 


HOW  $10,000  INVESTED  12/31/86 
WOULD  HAVE  GROWN 


30,000. 


■  Equity  Income  Fund 
E3  Lipper  Equity  Income 
Funds  Average 


12/86 '87  '88  '89  '90  '91    '92  '93  '94  '9512/96 


HOW  $10,000  INVESTED  6/30/93 
WOULD  HAVE  GROWN 


$20,000-|  ■  Blue  Chip  Growth  Fund  $20,302 
□  Lipper  Growth  Funds 
Average 


$30,000 


HOW  $10,000  INVESTED  6/30/92 
WOULD  HAVE  GROWN 


20,000 


15,000 


■  Mid-Cap  Growth  Fund 
□  Lipper  Mid  Cap  Funds 
Average 


6/92         '93  '94 


Call  24  hours  for  a  free  IRA  investing  kit  and  a  prospectus 

1-800-401-4764 

http://www.troweprice.com 


Invest  With  Confidence 

T.RoweRice 
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20.40%.  17.08%.  and  14.46%  are  Equity  Income  Fund's  average  annual  returns  for  the  1-,  5-.  and  10-year  periods,  respectively,  as  of  12/31/96.  18.85%.  13-60%,  and 
1 1.63%  were  the  recorded  Lipper  Equity  Income  hinds  Average  returns  for  the  same  periods.  Chart  shows  total  return  from  12/31/86  to  12/31/96. 

27.75%  and  21.10%  are  Blue  Chip  Growth  Fund's  average  annual  returns  for  the  1-  and  3-year  periods,  respectively,  as  of  12/31/96.  19-24%  and  15-23%  were  the  record- 
ed Lipper  Growth  Funds  Average  returns  for  the  same  periods.  Chart  shows  total  return  from  6/30/93  to  12/31/96. 

*  '  24.84%  and  20.84%  are  Mid-Cap  Growth  Fund's  average  annual  returns  for  the  1-  and  3-year  periods,  respectively,  as  of  12/31/96.  17.92%  and  14.70%  were  the  record- 
ed Lipper  Mid  Cap  Funds  Average  returns  for  the  same  periods.  Chan  shows  total  return  from  6/30/92  to  12/31/96. 

I  ionics  include  i  lunge-  m  principal  value,  reimesied  dr.  d  ndi  and  <  apital  gain  distributions  tavestmenl  return  and  principal  value  will  van,  and  shares  may  lie  worth  more  or  less  at 
redemption  than  at  original  purchase. 

Past  performance  cannot  guarantee  future  results.  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services.  Inc..  Distributor.  IRA034936 


PORTFOLIO  STRATEGY 


Golden 
opportunity 


BY  KENNETH  L.  FISHER 


Kenneth  L.  Fisher 
is  a  Woodside,  Calif.- 
based  money  manager. 
His  third  book  is  100 
Minds  that  Made  the 
Market. 


Call  me  goofy,  but  I  suddenly  like  gold 
stocks.  I'm  not  a  goldbug.  In  my  Mar.  14, 
1994  column  I  bad-mouthed  gold  and  gold 
stocks  as  they  were  climbing  toward  $420.  I 
said  the  price  rally  was  a  "fool's  trap,"  and 
predicted  gold  could  go  below  $300.  I'm  no 
longer  betting  on  that  $300  bottom.  Back 
then,  I  said  gold  wouldn't  bottom  until  1996 
or  1997.  Well,  it's  about  time.  Gold  looks 
mighty  bottomish  to  me  between  $340  and 
$360.  It  could  be  back  to  $420  in  a  year. 

The  G-10  nations  are  on  a  money-printing 
binge.  This  spells  inflation  a  bit  down  the 
road.  Despite  weakness  in  recent  weeks,  oil  is 
up  while  gold  is  down  over  the  last  one,  two 
and  three  years.  Oil  and  gold  can't  head  in 
different  directions  indefinitely. 

It  also  impresses  me  that  the  goldbugs  are  so 
quiet  these  days.  The  big  names  of  yesteryear 
are  invisible  or  have  capitulated.  Note  how  for- 
mer Federal  Reserve  Vice  Chairman  Wayne 
Angell,  currently  chief  economist  at  Bear, 
Stearns,  a  longtime  lover  of  the  glittering  yel- 
lowish stuff,  has  just  turned  cold  on  gold. 
Angell  now  calls  the  dollar  "better  than  gold," 
and  predicts  lower  gold  prices.  Yet  no  one 
notices  that  he  caved  in.  When  capitulation  goes 
unnoticed,  it  is  a  powerful  long-term  trend  sig- 
nal. And  when  the  last  optimists  give  up,  it's 
time  for  gold  contrarians  to  turn  optimistic. 

At  half  the  price  of  one  or  two  years  ago, 
you  can  get — all  in  one — what  may  be  the 
world's  best  gold  mining  outfit,  a  real  emerg- 
ing markets  stock  and  a  true  value  play. 
Ashanti  Goldfielrts  (15,  ASL)  is  aggressive,  effi- 
cient, innovative  and,  with  its  leaching  meth- 
ods, arguably  gold's  technology  leader.  Ashanti 
has  smart  management.  It  has  extensive 
reserves,  low-cost  production,  growing  rev- 
enue, and  excellent  balance  sheet  and  cash  flow. 

Ashanti  was  formerly  a  one-mine  outfit  in 
Ghana.  It  is  20%-owned  by  the  Ghanaian 
government,  but  it  is  aggressively  branching 
outside  Ghana,  buying  African  gold  opera- 
tions, properties  and  upgrading  them.  It  will 
produce  more  than  1  million  ounces  of  gold 
this  year  and  has  more  than  20  years  of 
proven  reserves,  and  keeps  adding  to  them. 
Being  "out  of  Africa,"  it  always  sells  at  a  steep 


discount,  but  never  more  so  than  now. 
Ashanti  is  cheap  at  12  times  earnings,  9  times 
cash  flow  and  2  times  book  value.  It  even  has 
a  dividend  yield — 1.7%.  I  expect  35  within 
four  years,  a  near  triple. 

Also  out  of  Africa,  but  South  Africa  instead 
of  Ghana,  is  $14  billion  mining  brute  Anglo 
American  (63,  ANGLY).  A  conglomerate  and 
holding  company,  it  is  largely  linked  to  pre- 
cious metals  pricing.  Chairman  J.  Ogilvie 
Thompson  and  his  crew  are  predatory.  That's 
good.  Anglo's  most  recent  blitz  was  wresting 
control  of  publicly  traded  Lonrho  from  its 
management.  The  violent  acquisition  gives 

When  the  last  optimists 
give  up,  it's  time  for 
gold  contrarians  to 
turn  optimistic. 

Anglo  American  monopoly  control  of  the 
world  platinum  market  and  30%  of  Ashanti 
Goldfields. 

The  European  Union's  antitrust  commis- 
sion is  apoplectic  about  Anglo's  platinum 
monopoly  and  is  holding  extensive  hearings 
to  figure  out  what  to  do.  I  have  always  liked 
owning  a  stock  under  government  attack  for 
antitrust.  If  there's  something  the  bureaucrats 
want  to  take  away  from  a  company,  it  must  be 
something  worth  owning. 

Anglo  American  is  also  gold  and  diamond 
mining,  mining  finance  for  other  firms,  steel, 
paper,  chemicals,  real  estate  and  51%  of 
Amcoal,  which  by  itself  earns  $100  million 
annually.  Anglo  grows  moderately,  and  is  well 
financed.  It  sells  for  only  13  times  my  calcula- 
tion of  next  year's  earnings  (including  non- 
consolidated  subsidiaries),  less  than  2  times 
book  value  and  has  a  1.1%  dividend  yield. 
When  gold  is  back  to  $420  and  rising  from 
there,  price  Anglo  at  90.  That's  50%  better 
than  the  current  price. 

Oh,  I  forgot.  Anglo  also  owns  32%  of 
$13  billion  DeBeers  (35,  dbrsy),  the  world's 
dominant  diamond  producer,  which  owns 
39%  of  Anglo  American.  Same  management. 
DeBeers  is  cheap  and  worth  owning  in  its 
own  right.  n 


Forbes  ■  March  24,  1997 


191 


Ill  U II  LI    1A.  IIIMMJ  I  HI  LIU  %M 


FIXED  INCOME  STRATEGY 


In  praise  of  the  long  bond 


P  GOLDMAN 


David  P.  Goldman 
is  president  of  SG 
Capital  Management 
Ltd.,  a  New  York 
money  manager. 


!.\  my  last  column  I  recommended  long 
Treasurys.  Since  then,  the  long-bond  yield  has 
fallen  from  6.95%  to  6.79%.  Is  it  time  to 
switch  to  higher-yielding  bonds,  such  as  cor- 
porates  and  mortgage  passthroughs? 

No.  The  present  market  doesn't  pay  you 
enough  to  take  risk — credit  risk,  in  the  case 
of  corporates;  prepayment  risk,  in  the  case  of 
mortgage  passthroughs.  In  their  own  way, 
valuations  in  bonds  are  as  high  as  in  stocks. 

Junk  bonds,  as  Fed  Chairman  Greenspan 
noted  in  his  Feb.  26  Humphrey-Hawkins 
testimony,  offer  the  lowest  compensation  for 
credit  risk  in  history.  Bear  Stearns'  High 
Yield  index  now  offers  just  3.2%  more  yield 
than  Treasurys  of  the  same  maturity,  versus 
4.2%  last  Oct.  31.  That's  good  news  for 
investors  who  took  my  advice  last  year  to 
buy  junk.  Junk  returned  2.7%  in  the  year 
through  Feb.  20,  Bear,  Stearns  calculates, 
against  only  1.3%  for  high-grade  bonds.  I'm 
selling  my  junk  funds. 

Mortgage-backed  securities  like  Ginnie 
Maes  and  Fannie  Maes  are  no  bargain,  either. 
When  you  buy  bonds  backed  by  home  mort- 
gages, you  receive  a  spread  above  Treasury 
yields  for  taking  the  risk  that  the  mortgages 
will  prepay.  If  homeowners  take  advantage  of 
lower  interest  rates  to  refinance  their  mort- 
gages, mortgage  investors  must  reinvest  the 
principal  at  lower  interest  rates. 

So  it  was  assumed  Treasurys  should  pay 
substantially  more  than  mortgage  pass- 
throughs. At  least  that's  the  way  it  used  to 
be.  Last  Sept.  5,  the  10-year  Treasury  yielded 
6.92%,  and  a  30-year  mortgage  passthrough 
with  a  7.5%  coupon  issued  by  Fannie  Mae 
yielded  1.02  percentage  points  more.  By  Feb. 
25  the  10-year  Treasury  yield  had  fallen  to 
6.52%.  The  spread  delivered  by  the  pass- 
through  should  have  widened  since  those 
high-rate  mortgages  are  all  the  more  likely  to 
prepay  now.  But  the  spread  barely  budged. 
The  7.5%  now  yields  just  1.07%  more  than 
the  Treasury. 

That's  not  supposed  to  happen.  In  fact, 
nothing  quite  like  this  ever  happened  before. 
This  is  good  news  for  people  who  took  my 
advice  to  buy  mortgage  passthroughs  during 
1996.  The  price  of  mortgage-backed  securi- 
ties rose  in  line  with  Treasurys  during  the  past 
several  months.  It's  bad  news  for  investors 
looking  to  put  new  money  to  work. 


The  head  of  bond  research  for  a  huge  insur- 
ance company  complained  recently  that 
spreads  had  become  ridiculously  tight  and 
that  there  was  nothing  left  to  buy.  What  will 
he  do  during  1997?  "We're  going  down  in 
credit  quality,"  he  said.  "We  need  the  yield." 

It's  like  the  old  joke  about  the  man  who 
returns  early  from  a  business  trip,  opens  the 
front  closet  to  hang  up  his  coat  and  finds  a 
strange  man  hiding  inside.  "What  are  you 
doing  here?"  he  demands.  "Everybody's  got 
to  be  somewhere,"  says  the  stranger. 

The  big  insurance  companies  and  mutual 
funds  have  hundreds  of  millions  of  dollars  to 
put  to  work  every  month.  They  have  to  be 
somewhere.  Behind  the  institutional  frenzy  is 
a  stark  demographic  reality.  The  baby 

For  your  fixed-income 
investments,  stick 
with  Treasurys. 


boomers  have  reached  the  cusp  of  their  earn- 
ing years.  Berkeley's  Alan  Auerbach  figures 
they  have  saved  only  about  30%  of  what  they 
need  to  meet  their  retirement  objectives.  To 
catch  up,  they  accept  higher  risk. 

That  helps  explain  why  money  still  pours 
into  equity  mutual  funds  despite  the  highest 
stock  valuations  in  history.  Many  investors  are 
mesmerized  by  the  idea  that  stocks  return  10% 
a  year.  When  they  invest  in  the  bond  market, 
the  same  people  have  forgotten  about  risk. 

So  for  your  fixed-income  investments,  stick 
with  Treasurys: 

1 .  They  bear  no  credit  risk  and,  except  for  a 
small  number  of  callable  issues,  no  call  risk. 

2 .  They  are  exempt  from  state  taxes  on 
interest.  Ginnie  Maes  aren't. 

3.  If  the  bond  market  continues  to  rally,  as  I 
expect,  Treasurys  will  outperform  corporates 
and  mortgages. 

The  duration  of  the  current  30-year  Trea- 
sury bond  is  about  12.8,  which  means  its 
price  goes  up  1.28  points  for  every  tenth  of  a 
percentage  point  fall  in  yield.  A  newly  issued 
BBB  30-year  corporate  bond  has  a  duration 
about  1 1.5 — meaning  it  will  rise  less  than 
Treasurys  if  yields  drop.  As  for  mortgages, 
they  will  underperform  by  a  wide  margin. 

I  look  for  the  long- bond  yield  to  decline  to 
around  6.25%.  To  capture  the  gain,  long 
Treasurys  are  the  place  to  be.  H 
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In  a  bull  market  that  makes  almost  every- 
thing look  expensive,  some  closed-end  stock 
funds  look  awfully  cheap.  Recently  you  could 
buy,  at  around  80  cents  on  the  portfolio  dol- 
lar or  less,  such  funds  as  Baker  Fentress, 
Gabelli  Global  Multimedia  Trust,  Emerging 
Germany,  Greater  China  and  Spain. 
Bargains?  I'm  not  so  sure.  You  would,  in  my 
opinion,  be  better  off  buying  comparable  no- 
load  open-end  funds. 

Two  factors  determine  your  results  in  a 
closed-end  fund.  One  factor,  of  course,  is 
how  well  the  manager  does  with  the  portfo- 
lio. The  other  is  the  movement  in  the  dis- 
count or  premium — the  relationship,  that  is, 
between  the  trading  price  of  a  fund  share  and 
the  share's  net  asset  value. 

Let's  tackle  the  portfolio  question  first. 
Conventional  wisdom  has  it  that  closed-end 
funds  do  better  than  open-end  funds  invested 
in  the  same  market  sectors.  Here's  the  rea- 
soning. Closed-end  hinds  have  a  fixed  num- 
ber of  shares,  with  no  redemption  privileges. 
So  their  managers  need  not  invest  with  an  eye 
to  the  huge  redemptions  that  can  descend  on 
open-end  hinds  at  any  time,  or  concern 
themselves  with  massive  inflows  of  new 

Source  Capital  saw 

its  shares  sink  to  50% 

of  a  depressed  net  asset  value, 

a  double  whammy  for  owners. 


'"A  Comparison  of  the 
Performance  of  Open- 
and  Closed-end 
Investment  Companies," 
by  Seth  Anderson  and 
Jay  Coleman  of  the 
University  of  North 
Florida,  and  Daniel 
Gropper  and  Harlan 
Sunquist  of  Auburn 
University. 

^'Excess  Volatility,"  by 
visiting  UCLA  Professor 
Jeffrey  Pontiff. 


money.  Therefore,  they  can  manage  their 
portfolios  with  a  single-minded  focus  on  max- 
imizing long-term  gains. 

That's  the  theory.  But  one  forthcoming 
study  to  be  published  in  the  Journal  of 
Finance  and  Economics^  finds  that  in  the 
decade  ended  December  1993,  the  average 
closed-end  stock  hind  made  1 .7%  per  year  less 
than  the  average  open-end.  Another  study,  in 
the  March  1997  American  Economic  Review2 
covering  the  period  from  1965-85,  found  a 
smaller  advantage  for  closed-ends  over  open 
ends — but  an  advantage  nevertheless. 

What  accounts  for  the  superiority  of  open- 
end  funds?  It  could  be  competitive  pressures. 
Open-end  managers  risk  losing  assets — and 
their  jobs — from  dismal  performance. 


Now  let's  consider  the  handful  of  cases 
where  the  same  manager  runs  both  an  open- 
and  a  closed-end  fund  with  similar  investment 
objectives.  It's  a  slim  sample,  but  it  weighs  in 
favor  of  the  open-end  format.  Until  the  end 
of  1995  John  Neff  ran  Vanguard  Windsor 
(open-end)  and  Gemini  II  (closed-end).  For 
the  decade  ended  December  1995,  Vanguard 
Windsor  gained  0.2%  per  year  more  than 
Gemini  II. 

Mario  Gabelli  has  the  open-end  Gabelli 
Asset  and  the  closed-end  Gabelli  Equity.  Asset 
has  edged  out  Equity  over  the  past  decade  by 
0.1%  per  year. 

Another  open-and-shut  pair  I  know  of  goes 
the  other  way.  Chuck  Royce's  closed-end 
Royce  Value  Trust  has  made  about  0.5%  per 
year  more  over  the  last  decade  than  his  com- 
parable open-end  Pennsylvania  Mutual. 
Nevertheless,  even  here  this  greater  perfor- 
mance hasn't  translated  into  fatter  investor 
pocketbooks,  because  the  discount  on 
Royce's  closed-end  has  widened. 

Now  let's  look  at  movement  in  the  dis- 
count. It  would  be  fine  to  buy  a  closed-end 
delivering  only  mediocre  returns  if  you  could 
be  highly  confident  that  the  discount  would 
narrow.  Buy  at  80  cents  on  the  dollar,  sell  at 
90  cents — you  could  make  money  even  if  the 
portfolio  went  nowhere. 

But  I  am  not  at  all  sanguine  about  where 
these  discounts  are  headed.  If  we  ever  had  a 
bear  market,  the  likelihood  is  that  discounts 
would  widen.  There  simply  wouldn't  be  any 
demand  for  shares  in  a  portfolio  that  is  crum- 
bling when  the  owner  of  the  shares  had  no 
right  to  cash  out. 

During  the  1973-74  bear  market,  discounts 
got  very  wide.  The  well-run  Source  Capital 
saw  its  shares  sink  to  50%  of  a  depressed  net 
asset  value,  a  double  whammy  for  owners  of 
the  hind. 

Okay,  what  if  the  bull  market  steams  on? 
Would  discounts  narrow?  Not  necessarily. 
They  have  been  widening  in  recent  years,  and 
goodness  knows  we  have  been  in  a  bull  mar- 
ket. The  problem  is  an  overhang  from  an 
abundance  of  closed-end  offerings  that  the 
brokers  trotted  out  in  the  late  1980s  and 
early  1990s.  It  could  take  a  long  time  to  work 
off  that  overhang. 

Transaction  costs  are  yet  another  reason  to 
favor  open-ends — at  least,  no-load  open-ends. 
Since  you  buy  shares  in  a  closed-end  in  the 
open  market  (usually  the  New  York  Stock 
Exchange),  you  incur  a  typical  round-trip 
trading  cost  of  2%. 

My  advice:  Buy  a  closed-end  only  if  you 
like  the  manager  and  the  discount  is  well 
above  its  historical  norm.  m 
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For  winemakers,  one  good  year  out  of  three 
is  acceptable;  two  out  of  three,  bless  the 
weather.  Three  for  three  is  pushing  your  luck. 
But  it  happens. 

Could  we  have  three  great  vintages  in  a 
row  on  Wall  Street— '95,  '96  and  '97?  I  think 
we  could.  Great  harvests  could  go  right  on 
until  the  turn  of  the  century,  putting  the 
Dow  at  10,000. 

We  can't  make  the  case  for  a  10,000  Dow 
without  first  hearing  from  the  bears.  The 
bearish  case  begins  with  statistics.  The  market 
at  17  times  estimated  coming-year  earnings  is 
out  of  the  normal  historical  range,  especially 
in  a  world  of  6.5%  to  7%  long-term  Treasury 
yields.  Right  now  the  public  is  thirsting  after 
mutual  funds  like  there  is  no  tomorrow,  but 
this  can't  go  on  forever.  Alan  Greenspan  will 
take  away  the  punch  bowl.  Corporate  earn- 
ings increases,  on  a  five-year  streak,  have 
never  compounded  longer. 

From  here,  the  bears  launch  into  a  detailed 
disaster  scenario.  Credit  card  delinquencies 
surge  to  7%  of  receivables.  Detroit's  carmak- 
ers lose  market  share  to  the  Japanese  and 
eliminate  their  dividends.  Their  credit  subs 
start  looking  like  Mercury  Finance.  Citicorp 
writes  off  $3  billion  in  emerging  market 
loans,  halves  its  dividend  and  cancels  its 
share -buyback  program. 

Meanwhile,  George  Soros  shorts  the  franc 
and  makes  $2  billion  overnight  when  the 
franc  is  devalued  15%.  Strength  in  the  dollar 
catches  up  with  great  multinationals  like 
Intel,  Boeing,  UTX,  Microsoft,  Pfizer  and 
Johnson  &  Johnson.  Abbey  Cohen,  the 
famous  bull  of  Goldman,  Sachs,  announces 
that  corporate  profits  have  peaked  and 
declares  the  bull  market  over,  precipitating  $3 
billion  a  month  in  redemptions  at  Fidelity 
Magellan  and  the  Vanguard  Index  500. 

It  could  happen,  and  someday  some  very 
bad  things  will  happen,  but  now  isn't  the 
right  time  for  doomsday.  You  have  to  go 
back  30  years  to  remember  as  much  blue  sky 
as  we're  seeing  today.  In  the  mid-1960s  envi- 
ronment of  modest  inflation,  low  bond  yields 
and  trendline  economic  growth,  the  coun- 
try's multinationals  flexed  their  muscles.  IBM 
was  not  the  only  powerhouse.  Johnson  & 
Johnson,  Procter  &  Gamble,  Xerox, 
Motorola,  American  Express  and  Boeing 


zipped  along  with  rising  profit  margins  and 
dominant  market  shares. 

That  bull  market  went  too  far,  of  course, 
at  least  in  glamour  stocks.  By  1972  the 
Nifty  Fifty  peaked  at  2  to  3  times  the  overall 
market  price/earnings  multiple.  Back  then, 
companies  whose  earnings  were  compound- 
ing at  20%  sold  for  60  times  earnings. 
Polaroid  and  Syntex  were  as  beloved  then  as 
Coke  is  today. 

It's  different  this  time.  Excluding  some 
anomalies  like  Coca-Cola,  growth  stocks 
trade  at  1.25  times  the  price/earnings  multi- 
ple of  the  s&P  500,  not  2  to  3  times.  Today, 
you  can  count  on  one  hand  the  big-cap 
stocks  that  are  selling  at  as  much  as  2  times 
their  growth  rate.  If  the  market  continues  to 
sell  at  17  times  coming  earnings,  growth  is 
not  overpriced  at  1.25  times  the  market's 
valuation. 

If  you  want  to  see  how  the  market  can  go 
to  10,000  by  2000,  check  the  listing  below 
of  the  15  biggest-capitalized  stocks.  They 
account  for  nearly  25%  of  the  market.  This 
composite  is  capable  of  compounding  earn- 
ings at  15%  over  three  years.  If  they  do 
and  the  present  market  multiple  sticks,  we 
fly  past  10,000  late  in  1999.  All  the  rest  of 
the  s&P  500  have  to  do  is  keep  earnings 
growing  5%  to  7%  per  annum. 

Today  isn't  late  1972  nor  the  autumn  of 
1987.  It's  too  early  to  worry  about  how 
much  sun  and  rain  1998  will  bring.  Inhale 
1997.  Gobs  of  fruit  are  on  the  vine.  ■■ 


The  top  15 

Company 

Market  cap 

($bil) 

General  Electric 

$177 

Coca-Cola 

154 

Exxon 

128 

Intel 

126 

Merck 

118 

Microsoft 

117 

Philip  Morris 

108 

Royal  Dutch  Petrol 

95 

Procter  &  Gamble 

87 

Johnson  &  Johnson 

82 

IBM 

74 

On  Feb.  16 

Bristol-Myers  Squibb 

68 

these  15  stocks 

AT&T 

65 

accounted  for 

Pfizer 

63 

25%  of  the 

Du  Pont 

61 

market. 
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Since  last  spring's  highs,  the  Dow  is  up 
another  20%,  but  Chrysler  and  GM  stock  is  flat 
w  hile  Ford  is  down  11%.  In  my  view  the 
market  is  telling  us  something. 

Automakers  have  run  out  of  ways  to  keep 
cars  affordable.  Largely  because  of  labor 
costs,  average  new-car  prices  rose  from  18 
weeks  of  median  family  earnings  in  the  early 
1970s  to  over  25  weeks  recently.  Detroit  kept 
the  cars  moving  by  stretching  the  repayment 
period  on  auto  loans  from  an  average  35 
months  back  then  to  56  months  by  the  late 
1980s.  This  kept  loan  payments  in  the  10%- 
to-12%  range  of  family  earnings,  despite  the 
rising  prices. 

Next  Detroit  flogged  leases,  in  effect  low- 
or  no-down-payment  loans,  with  small 
monthly  payments.  In  some  cases  leasing  was 
a  lot  cheaper  than  buying  on  credit.  Leased 
cars  leaped  from  10%  of  new  deliveries  in 
1984  to  32%  in  1995. 

But  both  practices  are  creating  problems 
for  the  future.  Cars  depreciate  faster  than 
five-year  loans  are  repaid.  When  leases  expire, 
unloading  the  formerly  leased  vehicles 
depresses  used-car  prices.  Bad  news  for  cap- 
tive finance  arms  that  assume  high  residual 
values  to  justify  attractive  lease  rates.  Recently 
Ford,  the  leasing  leader,  started  encouraging 
lessees  to  renew  and  thereby  keep  their  vehi- 
cles off  the  used-car  market.  That  only  post- 
pones the  inevitable  losses. 

The  improvement  in  quality  has  increased 
owner  satisfaction  but  bodes  ill  for  future 
demand.  The  current  average  age  of  the  auto 
fleet  is  two  years  below  trend,  so  drivers  can 
keep  their  cars  a  lot  longer  if  they  want  to. 
And  they  probably  will  in  order  to  cut  spend- 
ing and  boost  saving. 

Detroit  has  been  trying  to  curb  labor  costs 
by  outsourcing  parts  production  to 
nonunion  suppliers.  Predictably,  the  UAW 
squawked  and  Ford  buckled,  buying  labor 
peace  last  fall  by  guaranteeing  minimum  UAW 
job  levels  in  its  contract.  Now  Ford  is  forcing 
its  suppliers,  notably  seatmaker  Johnson 
Controls,  to  follow  suit.  If  the  UAW  pene- 


trates auto  suppliers,  costs  will  jump,  and 
vehicles  will  be  even  less  affordable  and  less 
competitive  against  transplants  and  imports. 

The  news  from  Japan  offers  Detroit  scant 
comfort.  The  greenback — on  which  I  have 
been  bullish  since  1995 — is  now  worth  121 
yen,  and  may  fetch  140  at  year-end  and  go  up 
from  there.  Already  the  weakening  yen  has 
pushed  Japanese  auto  exports  up  one-third  in 
January,  compared  with  a  year  ago,  with  most 
destined  for  the  U.S. 

Then  there  is  the  loss  of  distribution  control 
(Forbes,  Feb.  10).  Megadealers  are  beginning 
to  displace  local  dealerships — and  buying  a  car 
will  soon  be  like  buying  a  refrigerator.  Pur- 
chasers will  walk  into  the  showroom,  view  a 
wide  variety  of  domestic  models  and  imports 
side  by  side,  check  the  prices  against  the  low- 
ball  numbers  they  found  on  the  Internet,  pick 

Ford,  the  leasing  leader, 
started  encouraging  lessees  to 
renew — and  thereby  keep 
their  vehicles  off 
the  used-car  market. 


the  colors  and  options,  arrange  financing  and 
be  out  the  door  in  an  hour.  Like  the  Wal- 
Marts,  the  megadealers  will  soon  control  so 
much  volume  that  they  will  dictate  features 
and  prices  to  manufacturers. 

Auto  stocks  may  avoid  collapse  as  long  as 
the  market  climbs,  so  consider  the  approach 
my  firm  is  using  in  the  portfolios  we  manage: 
Sell  car  stocks  short  and  go  long  an  equal 
amount  of  stock  index  futures.  If  the  market 
keeps  going  up,  you  will  make  more  on  the 
futures  than  you  will  lose  on  the  shorts.  In 
that  slim,  infinitesimal,  remote,  inconsequen- 
tial probability  that  U.S.  stocks  fall  sometime 
in  the  next  millennium,  you  will  clean  up  as 
auto  stocks  drop  faster  than  the  overall  market. 

Cars  have  always  been  a  cyclical  business, 
but  the  industry  has  severe  long-run  problems 
as  well.  When  retribution  comes,  it  will  come 
with  a  fury.  Bi 
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Cruising  the  Internet 

For  this  consumer  at  least,  shopping  for  a  car 
on  the  Internet  was  a  lot  more  enjoyable  than 
visiting  dealerships  to  kick  tires  and  cope 
with  unpleasant  salespeople. 


By  Steve  Kichen 

AFTER  recent  winters  in  suburban 
New  York,  my  wife  and  I  wanted  a 
car  with  four-wheel  drive — one  with 
ample  room  for  our  two  kids  and  two 
dogs.  Our  big  question:  Would  we  be 
happy  owning  a  four-wheel-drive 
sport  utility  vehicle?  We  knew  that  we 
didn't  want  something  that  drove 
more  like  a  truck  than  a  car. 

Before  ever  setting  foot  in  a  show- 
room I  turned  to  the  Internet  and 
visited  Web  sites.  All  the  manufactur- 
ers have  them.  Subaru,  Chrysler, 
Toyota,  Ford,  Land  Rover,  you  name 
it.  I  compared  model  specifications, 
statistics,  list  prices  and  the  locations 
of  nearby  dealers.  All  this  without  any 
salespeople  kibitzing  and  making 
unwanted  suggestions. 

Brochures  were  mailed  to  me; 
Nissan  even  sent  a  pretty  good  video- 
tape. Next  I  checked  out  the  vehicles 
in  person  and  took  them  for  a  spin. 

The  Subaru  Outback  seemed  too 
small;  Nissan's  Pathfinder  had  plenty 
of  room;  but  my  wife  and  I  felt  that 
the  Jeep  Grand  Cherokee  came  clos- 
est to  delivering  carlike  performance 
and  handling. 

At  a  high-volume  Jeep  showroom 
just  a  half-mile  from  my  house,  a 
salesman — call  him  Jim — gave  me  an 
attractive  quote  of  $345  a  month  on 
a  39-month  lease  with  a  limit  of 
10,000  miles  per  year.  Not  bad.  But 
we  didn't  like  Jim.  He  was  pushy  and 
condescending.  A  few  years  ago  I  had 
problems  with  this  dealership's  ser- 
vice department,  and  Jim's  attitude 
did  not  assure  me  that  I'd  be  treated 
any  better  in  the  future. 

Another  local  Jeep  dealer  gave  us  a 
monthly  quote  $40  higher  than 
Jim's — just  for  openers.  I  don't  like 
to  play  the  haggling  game,  so  I 


crossed  this  dealer  off  my  list. 

Should  it  be  Jim  by  default?  Or 
should  I  spend  more  unpleasant  time 
traipsing  around  to  other  dealers? 

A  third — and  better — alternative? 
The  Internet. 

Back  to  my  computer.  Good  sites 
for  car  shoppers  are  all  over  the 
Net.  Among  the  best  are  Micro- 
soft's CarPoint  (www.carpoint. 
com),  Edmund's  Automobile  Buy- 
er's Guides  (www.edmunds.com) 
and  IntelliChoice  (www.intelli- 
choice.com).  They  provide  infor- 
mation on  almost  every  make  and 
model  of  car,  product  reviews, 
buyers'  advice  and  information  on 
used  cars.  Some  sites,  such  as  Car- 
Point,  will  also  link  you  to  Auto- 
By-Tel,  a  car-buying  and  -leasing 
service  (www.autobytel.com). 

I  posted  a  request  to  Auto-By-Tel 
for  a  quote  on  a  three -year  lease  of  a 
Jeep  Grand  Cherokee  outfitted  with 
my  choice  of  options.  A  few  days  later 
I  received  a  phone  call  from  Marvin 
Elefant,  assistant  sales  manager  for 
Major  Chrysler-Plymouth-Jeep-Ea- 
gle, a  large  dealership  in  Long  Island 
City,  N.Y.,  about  15  miles  from  my 
home.  Elefant  was  sincere,  polite  and 
helpful.  More  important,  his  price 
and  terms  were  better  than  Jim's.  He 
quoted  $340  a  month  on  a  three- 
year,  36,000-mile  lease. 

Elefant  got  the  sale,  sight  unseen. 
(As  a  precaution,  before  I  gave  out  a 
credit  card  deposit  over  the  phone  I 
looked  up  the  dealership  in  the 
phone  book  and  called  Elefant 
through  the  dealership's  main 
number. )  A  few  days  later  I  picked  up 
my  new  wheels.  The  Jeep  was  per- 
fecdy  prepared  for  delivery,  and  Ele- 
fant carefully  explained  all  of  its  con- 


trols and  features. 

Auto-By-Tel  and  its 
counterparts  now 
account  for  only  about 
1.5%  of  all  new-car 
sales.  But  industry  pros 
expect  as  many  as  one 
out  of  five  new-car 
buyers  to  buy  via  the 
Internet  in  just  three 
years.  That  may  be 
optimistic,  given  the 
fact  that  a  lot  of  people 
are  still  scared  of  com- 
puters, but  it  makes 
sense.  The  buyer  gets  a 
good,  haggle-free  deal; 
the  dealers  cut  market- 
ing and  personnel  costs 
so  they  can  boost  mar- 
gins while  lowering 
prices. 

Peter  Ellis,  50,  presi- 
dent and  chief  execu- 
tive of  Auto-By-Tel, 
claims  that  participating 
dealers  can  sharply 
reduce  their  advertising 
costs.  This,  of  course, 
could  be  bad  news  for  newspapers 
and  radio  stations  that  count  on  car 
advertising  for  a  lot  of  revenue.  The 
dealer  can  also  save  on  commissions. 

"Rather  than  commissions,  we  rec- 
ommend that  dealers  pay  their  Auto- 
By-Tel  salespeople  a  flat  salary  plus 
$50  for  each  car  delivered,"  says  Ellis. 

Auto-By-Tel  charges  dealers  a  sign- 
up fee  of  $2,500°  to  $4,500,  an 
annual  charge  of  $2,500  and  between 
$500  and  $1,500  a  month  per  car 
brand.  In  return  the  dealers  are 
routed  all  electronic  customer  in- 
quiries in  their  exclusive  territories. 
Other  computerized  car-buying  ser- 
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vices  are  available  to  consumers.  They 
include  AutoReach  (www.auto 
reach.com),  AutoVantage  (www. 
autovantage .com ),  Autobylnternet, 
Inc.  (www.autobyinternet.com)  and 
AutoWeb  Interactive  (www.autoweb. 
com). 

Atamian  Volkswagen  Honda  in 
Tewksbury,  Mass  signed  up  with 
Auto-By-Tel  in  March  1995,  not 
long  after  it  was  launched.  The  Inter- 
net now  accounts  for  about  40  of  the 
150  to  200  cars  it  sells  each  month. 
"We  think  that  our  Internet  selling 
rate  will  soon  hit  70  cars,"  gushes 
Sherry  Riccio  Atamian,  director  of 


operations.  The  dealership  also  has  its 
own  Web  site,  to  let  customers  make 
service  appointments  and  get  infor- 
mation on  their  vehicles.  Atamian 
backs  up  this  high-tech  tool  widi  old- 
fashioned  service.  Distant  customers 
are  picked  up  and  driven  to  the  deal- 
ership to  take  delivery  of  their 
new  cars. 

How  will  small  dealers  cope  with 
this  kind  of  competition?  They  prob- 
ably won't  be  able  to.  Which — how- 
ever much  the  automobile  manufac- 
turers may  protest  their  love  of  small 
businesses — will  cause  no  real  tears  to 
be  shed  in  Detroit.  "Most  automak- 


ers admit  that  their  dealer  bodies  are 
too  large  and  too  cumbersome  and 
[they]  would  like  to  get  rid  of  mar- 
ginal dealerships,"  says  Matthew 
Ericksen,  vice  president  at  the  Boston 
Consulting  Group. 

Mouse  clicking  can't  fully  replace 
tire  kicking.  If  you  like  to  sample  the 
wares  before  buying,  you  still  have  to 
go  to  a  dealer  to  arrange  a  test-drive. 
And  old  habits  die  hard.  Still,  few 
people  find  car  buying  a  pleasant 
experience  these  days,  and  loyalty  to 
specific  dealers  is  low. 

As  for  me,  I'll  never  shop  for  a  car 
any  other  way.  Hi 


Forbes  ■  March  24,  1997 


199 


PcRSUNAL  ArrAIKo 


COLLECTORS 


m  :  boom 
in  fakes 


Art  expert  Thomas  Hoving  calls  dealing  in  fake  art 
"the  most  marvelous  crime"— it's  easy  to  see  why. 

By  Doris  Athineos 


U.S.  postal  inspector  John  Ellis  Jr.  with  phony  Miro  print 

One  of  80,000  fakes— street  value,  $200  million— seized  in  a  single  sting  operation. 


At  an  art  fair  in  Portland,  Ore. 
three  years  ago,  John  Hammer  spot- 
ted a  watercolor  by  American  illustra- 
tor Maxfield  Parrish.  Erwin  Flacks,  the 
ponytailed  dealer  offering  the  art, 
apparently  knew  his  stuff.  He  pointed 
out  his  name  on  the  title  page  of  a 
book  on  Maxfield  Parrish,  which  he 
had  nearby.  Flacks'  own  book,  Max- 
field Parrish,  advises  collectors  how  to 


spot  fake  Parrishes. 

Impressed,  Hammer  paid  Flacks 
$3,600  for  a  Parrish  watercolor.  Over 
the  next  few  months  he  paid  the 
dealer  $15,100  for  what  he  thought 
were  three  more  Parrish  studies. 

He  should  have  bought  Flacks' 
book  instead.  Had  they  been  genuine, 
the  watercolors  would  have  fetched  at 
least  $10,000  apiece.  But  the  Maxfield 


Parrish  Family  Trust  told  Hammer 
that  he  was  holding  worthless  fakes. 
The  same  drawings  had  been  bounced 
from  a  Phillips  auction  in  1981.  "I  feel 
so  stupid,"  laments  Hammer,  a  real 
estate  developer  in  Eugene,  Ore.  The 
art  was  taken  by  the  FBI  in  November. 

Who  can  prove  that  Flacks  knew 
they  were  fake?  It  is  not  a  crime  in  the 
U.S.  to  sell  phony  art  and  antiques 
unintentionally. 

A  burgeoning  number  of  dealers 
peddle  art  that  turns  out  to  be  bogus. 
And  occasionally  they  hit  the  jackpot. 
Just  ask  actress  Whoopi  Goldberg. 
She  bought  five  "Parrish"  drawings 
from  Flacks  about  three  years  ago. 
New  York  art  dealer  Judith  Goffman, 
and  several  other  art  dealers,  visited 
Goldberg  at  her  Los  Angeles  home 
and  fingered  the  drawings  as 
counterfeits. 

Christie's  and  Sotheby's  wouldn't 
touch  them  either.  Goldberg  prompt- 
ly sued  Flacks  and  his  wife,  Gail,  for 
her  money  back.  The  dealer  respond- 
ed with  his  own  lawsuit — against 
Goffman — for  "interference  of 
trade."  After  a  two-vear  court  batde, 
Flacks  collected  in  excess  of  $100,000 
from  Goffman's  insurance  company. 
He  and  his  wife  gave  Goldberg  her 
money  back — a  reported  $45,000. 
Not  a  bad  exchange.  The  art  has  since 
been  taken  by  the  FBI.  Groans  Gold- 
berg: "Your  dealer  can't  tell  you 
whether  something  they  spot  on  your 
wall  is  fraudulent,  because  they  might 
get  sued." 

The  Flackses  are  still  hustling  art. 
They're  scheduled  to  appear  at  anoth- 
er art  fair  in  Atlantic  City7  on  Mar.  22. 

Art  dealers  everywhere  are  ped- 
dling everything  from  Chagall  prints 
torn  from  art  books  in  Manhattan,  to 
freshly  antiqued  Louis  XIV  furniture 
in  Tennessee,  to  fake  19th-century 
rocking  horses  in  the  Midwest, 
to  unauthenticated  old  masters  in 
Massachusetts  (see  box,  p.  203). 

"Fakes  are  a  growing  cottage 
industry,"  worries  Victor  Wiener, 
executive  director  of  the  Appraisers 
Association  of  America.  There  are 
now  so  many  forgeries  floating 
around  that  the  AAA  plans  to  publish 
bulletins  warning  collectors  what  to 
stay  away  from. 

One  of  the  more  brazen  characters 
in  this  sector  of  the  art  trade  is  a 


200 


Forbes  ■  March  24,  1997 


IF  YOU  CANT  RELAX  HERE,,, 
YOU  CANT  RELAX 


Va<  ation  id  your  own  privale 
paradise.  As  tropic  al,  as 
quaint,  as  secluded  as  any 
indiscovered  island, 
-aucaia,  a  Forbes  Magazine 
South  Pacific  Property  -  the 
perfect  island  resort. 


iLaucala  is  for  people  who  want  the  ultimate  vacation 
lexperience  -  the  finest  amenities  without  the  tormalities. 
|Go  deep  sea  fishing  on  board  the  island's  private  fishing 
boat.  If  you  wish,  our  chef  will  prepare  your  catch  for 
your  dining  pleasure.  Dive  in  azure  waters,  world 
renowned  for  the  beauty  and  abundance  of  their 
tropical  fish  and  marvel  at  their  coral  reefs,  Fish. 
Windsurl.  Sail.  Play  tennis.  There  are  no  sched- 
ules, none  of  life's  pressures. 

All  this  for  just  $2,495  U.S.  pp  lor  8  days  and  7 
nights  (plus  Fiji  tax).  And  thai  includes 
EVERYTHING    ALL  meals.  ALL  drinks. 


unlimited  use  of  all  recreational 
facilities,  whenever  and  as  often  as 
you  wish  at  NO  EXTRA  COST. 

Though  it's  far  from  the  stresses  of 
everyday  life,  Laucala  is  easily 
accessible.  Our  island  has  its  own 
private  runway  and  scheduled 
commercial  flights. 


Find  out  more  about  this  paradise 
owned  and  operated  by  Forbes 
Magazine, 

To  receive  our  brochure  inc  luding 
information  on  our  Island 
Exclusive  call: 

i-Koo-i  oimi  s -~> 
( )r  write  to: 
Errol  Ryland,  Manager 

BOX  I4!> 

Fort  Garland,  cosi  133 


PERSONAL  Aff  AlKS 


COLLECTORS 


lawyer,  currently  suspended,  named 
Ronald  Causey.  He  and  his  wife, 
Sandra  McElwee  Causey,  run  the 
Louisiana  Auction  Exchange  in  Baton 
Rouge.  Its  catalogs  offer  Degas,  de 

Kooning,  Gauguin — at   

bargain  prices. 

Last  November  New 
York  art  dealer  Richard 
Feigen  was  surprised  to 
pick  up  one  of  Causey's 
catalogs  and  see  Ma- 
tisse's "Fleurs  par  la 
fenetre"  advertised  for 
an  upcoming  auction 
(see  photo  above). 
Feigen,  who  has  sold 
several  Matisses  during 
his  career,  smelled  a 
fake.  He  sent  a  trans- 
parency of  the  painting 
to  Wanda  de  Guebri- 
ant,  archivist  for  the 
Matisse  estate  in  Paris 
and  the  world  authority 
on  Matisse.  De  Guebri- 
ant  wrote  back  that  the 
painting  was  an  out- 

A  painting  by  Milton  Avery? 
The  buyer  found  it  wasn't, 
too  late.  He's  suing 
to  get  his  money  back. 


This  "Matisse"  painting  went 
for  $242,000  at  auction 
"It's  highway  robbery," 
said  the  artist's  grandson. 


right  forgery,  that  the 
provenance  ascribed  to  it 
was  "utmost  fantasy." 

Feigen  sent  a  copy 
of  that  letter  to  the 
Louisiana  Auction 
Exchange,  in  an  effort  to 
halt  the  sale.  Causey 
responded  with  a  letter 
to  de  Guebriant  insisting 
on  the  legitimacy  of  the 
painting  and  its  prove- 
nance. "I  advise  you  to 
refrain  from  further 
defamation  of  this  paint- 
ing," he  threatened. 

On    Dec.    7,  1996 
Causey  says  he  ham- 
mered      down  the 
"Matisse"  for  S242,000 
to  a  "European  buyer."  "It's  highway 
robbery!"  sputters  Claude  Duthuit, 
Matisse's  grandson. 

Forbes  contacted  Causey  after  the 
sale,  about  which  he  had  proudly 


issued  a  press  release.  But  now  he's 
singing  a  different  tune.  "The  buyer 
wasn't  satisfied  that  the  provenance 
was  correct,"  he  says.  He  claims  he  is 
refunding  the  money  and  sending  the 
painting  back  to  the  consignor. 

Why  do  people  buy  artworks  at 
prices  that  broadcast  the  art's  essential 
phoninessr  For  the  same  reasons  they 
buy  overhyped  penny  stocks  and  other 
worthless  goods:  greed,  and  the  arro- 
gance to  think  they've  stumbled  onto 
a  great  deal. 

In  1995  a  California  art  dealer 
bought  what  he  thought  were  paint- 
ings by  Man  Ray  and  Milton  Avery 
from  Causey  via  telephone,  paying 
S8,510.  But  when  the  artworks 
arrived,  the  dealer  sent  photos  of  the 
Avery  painting  to  the  Avery  Trust, 
w  hich  called  it  bogus  (see  photo, 
below).  Five  more  experts  joined  in 
the  condemnation.  Same  thing  with 
the  Man  Ray  painting.  The  dealer 
demanded  his  money  back.  Causey 
refused.  The  dealer  sued,  but  Causey 
still  has  his  money. 

"They're  selling  in-your-face  fakes 
and  think  they  can  hide  behind  terms 
of  the  agreement,"  says  the  duped 
dealer.  Indeed,  Causey's  auction  con- 
tract is  a  doozy.  "Louisiana  Auction 
Exchange  [lae]  has  the  sole  discretion 
to  accept  or  reject  any  proof  offered 
that  a  painting  is  not  authentic  and  all 
parries  are  bound  by  the  decision 
including  the  consignor,  the  purchas- 
er and  lae,  Inc."  reads  the  catalog. 

Where  are  the  art  cops?  Out- 
gunned. Shutting  down  a  shady  dealer 
usually  requires  an  elaborate  sting. 
With  the  help  of  Manhattan-based 
International  Foundation  for  Art 
Research  (ifar),  U.S.  postal  inspector 
John  Ellis  Jr.  did  manage  to  crack  one 
of  the  world's  largest  counterfeit  art 
rings  in  1993.  But  it  took  him  seven 
years  and  help  from  Interpol,  the  FBI 
and  dozens  of  art  experts  to  nail  sisters 
Kathryn  and  Joanne  Amid,  and 
Kathryn's  daughter  Sarina.  They  were 
comicted  of  conspiracv  and  mail  fraud 
for  distributing  thousands  of  phony 
Dali,  Chagall,  Miro  and  Picasso  prints. 
Last  month  they  began  serving  33 
months  to  6]A  years  each  in  federal 
prison.  Prosecutors  estimated  that  col- 
lectors would  have  lost  S200  million 
if  the  Amid  ring's  80,000  fakes  hit  the 
market  (see  photo,  p.  200).  Now  the 
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government  doesn't  know  what  to  do 
with  the  prints  and  may  cycle  them 
back  onto  the  market. 

Unthinkable?  Hardly.  Two  years 
ago  the  Postal  Inspection  Service  auc- 
tioned off  about  11,000  fake  Dali 
prints,  which  agents  had  seized  ten 
years  earlier.  The  $347,550  take  went 
toward  covering  the  cost  of  that  bust. 
"I'm  expecting  a  big  problem  down 
the  road,"  says  Dali  expert  Bernard 
Ewell.  Because  there  are  so  many 
fakes,  neither  Sotheby's  nor  Christie's 
will  handle  Dali  prints  any  longer. 

In  January  an  auctioneer  named 
C.B.  Charles  in  Pompano  Beach,  Fla. 
was  all  set  to  auction  off 294  paintings 
attributed  to  Piet  Mondrian,  Georgia 
O'Keeffe,  Jasper  Johns  and  other 
renowned  artists.  Charles  advertised 


There  are  now  so  many 
forgeries  floating  around 
that  appraisers  plan  to 
publish  warning  bulletins. 

the  sale  in  national  art  magazines, 
with  estimates  that  were  far  below 
what  paintings  by  these  artists  typical- 
ly fetch.  The  FBI,  alerted  by  the  Man- 
hattan-based Art  Dealers  Association 
of  America,  took  possession  of  the 
paintings. 

Charles  pleads  ignorance,  of  course. 
"I'm  no  art  expert,"  he  whines.  Yet  he 
volunteered  to  Forbes  that  one  Flori- 
da collector  has  offered  him  more 
than  $  1  million — the  price  of  a  single 


genuine  O'Keeffe — for  his  entire  col- 
lection of  fakes  once  the  FBI  returns 
the  haul,  which  it  probably  will.  "If 
people  want  their  fakes  back  after 
we're  done  investigating,  they  get 
them  back,"  says  FBI  spokesperson 
Joseph  Valiquette. 

"It  [art  forgery]  is  the  most  mar- 
velous crime,"  warns  Thomas 
Hoving,  former  director  of  the  Met- 
ropolitan Museum  of  Art  and  author 
of  False  Impressions:  The  Hunt  for  Big- 
Time  Art  Fakes  (Simon  &  Schuster, 
$26).  "Lots  of  money  to  be  made 
without  penalty." 

Moral:  You  must  do  your  own  due 
diligence  before  you  buy  art  (Forbes, 
Feb.  24).  And  never  do  business  with 
any  dealers  or  auction  houses  that 
won't  guarantee  what  they  sell.  H 


This  Madonna 
should  blush 


Ask  art  world  insiders 
about  a  Raphael  painting 
called  "Madonna  del 
Divino  Amore,"  currently 
for  sale  at  $13  million, 
and  they  smile.  "Stay  as 
far  away  from  that  paint- 
ing as  possible,"  warns 
one  old-master  art  dealer 
in  New  York  City.  "No 
one  thinks  it's  by 
Raphael." 

Including  the  world's 
leading  Raphael  scholars. 
At  best,  some  dealers  say, 
the  painting  is  a  studio 
work  worth  $175,000. 

But  one  expert  insists  it 
is  a  genuine  Raphael.  And 
in  the  art  world,  one 
expert  is  all  you  need — if 
your  buyer  believes  him. 

The  lone  wolf  is  Carlo 
Pedretti,  director  of  the 
Armand  Hammer  Center 
for  Leonardo  Studies  at 
UCLA.  Pedretti  was  first 
shown  the  painting  in 
1978,  and  within  only  a 
matter  of  days  anointed  it 


a  Raphael.  That  left  no 
time  for  research. 

Pedretti  has  stuck  to  his 
guns  ever  since.  He  even 
wrote  a  book  about  the 
work  in  1984.  Pedretti 
admits  he  was  paid  by  one 
of  the  painting's  owners 
to  write  the  book. 

Who  owns  the  paint- 
ing? Joseph  Guttmann,  an 
old-master  art  dealer  in 
Los  Angeles,  claims  to  be 
one  of  six  partners  who 
bought  the  picture  1 5 
years  ago,  based  on 
Pedretti's  opinion.  "We 
believe  in  his  expertise," 
says  Guttmann. 

Patricia  Pierce,  a  dealer 
of  American  paintings  in 
Hingham,  Mass.,  was 
offered  the  Raphael  in 
December.  She  decided  to 
do  her  own  due  diligence 
and  shied  away  from  the 
property.  The  provenance 
and  lab  data  were  ques- 
tionable, she  found.  Previ- 
ous and  current  owners 
could  not  be  verified.  The 
work  hasn't  been  exhibit- 
ed in  a  museum.  And  just 
to  see  the  export  papers  to 
assure  the  painting  had 
entered  the  U.S.  legally, 


Pierce  was  asked  to  pay  a 
$100,000  deposit.  That 
would  have  allowed  her  to 
see  X  rays  of  the  painting 
as  well.  (She  declined 
both  offers.) 

Pierce  fired  off  letters 
to  major  museums  and  art 
historians  asking  for  help. 
They  ducked  her  calls.  "If 
you  just  dismiss  an  attri- 
bution that  you  think  is 
stupid,  without  elaborate 
justification,  you're  liable 
to  a  lawsuit,"  explains 


"Madonna  del 
Divino  Amore" 
A  masterpiece 
by  Raphaei 
worth 

$13  million, 
or  a  mere 
studio  work 
worth 

a  fraction  of 
that? 


Raphael  expert  Sydney 
Freedberg,  former  chief 
curator  of  the  National 
Gallery  of  Art  in  Washing- 
ton, D.C. 

"If  a  guy  gets  duped 
and  discovers  he  bought 
a  fake,  he'll  dump  it 
back  into  the  market- 
place rather  than  report 
it  to  the  police,"  laments 
Pierce.  "No  one  wants 
to  lose  money.  That's 
why  these  dogs  keep 
circulating."    -DA.  ■■ 
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Receive  Value  Line 
for  only  $75  $55 

An  Introductory  subscription  to  The  Value  Line  Investment  Survey 

brings  you  the  2000-page  Investors  Reference  Library — Value  Line's  most  recent 
Ratings  and  Reports  on  1700  stocks  and  the  practical  guide  How  to  Invest  in  Common 
Stocks.  You  will  also  receive  analyses  of  about  130  stocks  each  week  for  10  weeks  for 
$75*  $55.  Available  only  once  every  three  years  to  any  household.  SPECIAL  BONUS: 
With  your  subscription  you  will  receive  as  an  extra  bonus  J.K.  LASSER'S  YOUR 
INCOME  TAX  1997  with  •  expanded  personal  recordkeeper  •  tax  organizer  • 
worksheets  •  sample  forms  PLUS  •  free  update  supplement  with  forms  for  filing  • 
telephone  hotline  •  tax  tips  on  the  Internet.  'The  winner  among  tax  guides."  -  Smart 
Money.  (Retail  price  $14.95;  available  while  supplies  last.)  Special  Extra  Bonus — Our 
New  Video- — INVESTING  THE  VALUE  LINE  WAY:  How  To  Make  The  Stock 
Market  Work  For  You.  Free  wilh  your  trial  subscription.  Your  subscription  may  be 
tax-deductible.  Consult  your  tax  advisor.  Send  check  or  money  order 
along  with  name,  address  and  zip  code  together  with  this  ad  or: 

Call  Toll-Free  1-800-833-0046 

Ext.  2903  Dept.  916124  American  Express,  MasterCard  or  Visa.  24  hours  a  day.  7  days 
a  week.  II  you  are  not  completely  satistied  return  all  materials  in  good  condton  within  30 
days  from  the  start  ot  your  trial  subscription  lor  a  lull  refund  ol  your  lee.  Allow  4  weeks 
lor  delivery.  NY  residents  add  sales  tax.  Foreign  rates  upon  request. 

The  Value  Line  Investment  Survey*, 

PO  Box  3988  New  York. 
NY  10008-3988 
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CONSULTING 

✓  Substantial  Income 

/  Prestigious  Business 
/  Low  Risk 

/  Moderate  Investment 

✓  Financing  available 

/  Work  part  or  full-time 
/  No  royalties 
/  No  employees 
/  No  inventory 
/  High  ROI 

800-660-0330 
MonFri.  9am  -  5:30  pm,  CST 


Hospital 
Robberies 

Our  proprietary  system  of  reviewing 
hospital  bills  for  overcharges  has  created 
a  highly  lucrative  niche  business  for  the 
past  1 1  years.  With  studies  revealing  that 
97%  of  all  hospital  bills  contain  mistakes, 
patients  and  their  insurers  gladly  pay  us 
fifty  cents  of  every  dollar  we  recover  in 
refunds.  This  business  works  with  all 
kinds  of  insurance.  We're  now  training 
entrepreneurs  in  other  cities  to  duplicate 
our  success.  Very  substantial  income  po- 
tential Home-based  okay  -  part  or  full- 
time  $10,000  investment  required.  Call 
for  more  information  including  free 
literature  &  video  tape:  (800)700-7089. 


OFFSHORE 


TAKE  YOUR  BUSINESS  OFFSHORE  FOR  THE 
BEST  ASSET  PROTECTION  AND  PRIVACY 
Companies  -  Bahamas,  BVI,  Cayman 


B,  Bank  6*  Seciinnc 
Credit  Cards 


Vi<a/MC/Amtx 

(800)  551-9105 

hrrp  //www  skyjurf  com/uci 


Confidential  Banking 


for  your  Wealth  Management  we  offer: 
•Protection  from  Lawsuits 
•Brokerage  Services 
•Reduce  Income  Taxes 
•Asset  Protection  &  Privacy  'Estate  Planning 
Call  today  1-800-266-8211 
Merrill,  Scott  &  Associates 


INCORPORATE  IN  DELAWARE 


Specialists  in  setting  up  Delaware  Corporations  General,  Aircraft, 
Boat  &  Shelf  Corporations  Cal «  write  for  our  fKtt  KIT. 

WtpnvUtamfUtttU 
qtottf  set  rke  for  a 
)id._  nastuabk  rati. 

351 1  Silverside  U,  #105-FB  •  Wilmington,  DE  USA  19810 
302-477-9800  •  800-32KORP  •  FAX  302-477-9811 
E-nwfl  corp@delietj.com  •  literaet:  http://deliefl.com 


Franchise 

your  business! 

For  the  expert  help  you  need  call 
1-800-FRANCHISE 
(1-800-372-6244) 

Francorp' 

Specialists  In  Franchise  Development 


CAPITAL  AVAILABLE 


FA$T  EA$Y  FINANCING 


or  equity  capital  for  your  business.  New 
database  profiles  10,000  active  lenders 
willing  to  take  risks  your  bank  won't. 
75  financing  types  give  you  countless 
options  for  every  deal. 

FREE  INFO  800-580-1188 


Send  for  a 

FREE 
CATALOG 

of  business  books  for  sale 
by  the  U.S.  Governmenf! 

Write  to: 

Free  Business  Catalog 
U.S.  Government  Priming  Office 
Office  of  Marketing — Stop  SM 
Washington,  DC  20401 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in  Business  Admin,  Public  Admin. 

Health  Care  Admin.  Human  Resources, 
Finance,  International  Business.  Tech  Mgmt, 
Law,  Paralegal,  Psychology  Call  for  brochure 
(800)  477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E  17  St  -  F,  Santa  Ana.  CA  92705 
http://www.scups.edu 
Email:  enroll@scups.edu 


MBA  by  Distance  Learning 

Maior  British  university  otters  accredited  MBA:  no 
Bachelor's  or  GMAT  needed  Chosen  by  Economist 
Intelligence  Unit  as  one  ot  world's  Best  MBA  programs 

HERI0T-WATT  UNIVERSITY  I  (800)  MBA-0707 
North  American  Distributor  i        Ask  tor  ext  6 
6921  Stockton  Ave.  Suite  C.  El  Cernto,  CA  94530 
For  immediate  FaxBack  literature:  from  your 
fax  machine's  phone,  call  (510)  486-8900. 


COLLEGE  DEGREE 

BACHELOR'S  •  MASTER'S  DOCTORATE 

For  Work  Life  and  Academic  Experience 

^OS^    Earn  your  degree  through 

^convenient  home  study 
1  (800)  423-3244  ex.  185 


Fax:  (310)471-8456 


send  detailed  resume  lor  mtl  cvtmrnoH 

Pacific  Western  University 

1210  Auahi  Street.  Depi  249.  Honolulu.  HI  96814-4922 


It  keeps 
more  than 
memories 
alive 


THE  AMERICAN  HEART 

ASSOCIATION 
MEMORIAL  PRCERAM 

SB9ESSB5Z 

1-800-242-8721 


American  Heart  Association 

This  space  provided  as  a  public  service 
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CAPITALIST  TOOL' 


•REACH  THE  AFFLUENT- 


Forbes 


Civil  War  Revolver 

Engraved  1851  Colt  Navy.  Ivory  Grips,  near 
mini,  eased:  $14,000.  From  my  eolleetion  of 
high-qualily  Amenean/European  Antique 
Arms  &  Armour  for  sale.  Call  Bob  Fumenlo 
704-345-0535  or  mail  $  1 0  for  photos,  descriptions 
and  priees  to:  4421  3rd  Street  NW.  Hickory. 
NC  28601.  A  rare  opportunity,  act  now 


EXECUTIVE  GIFTS 


Back  pain? 


Based  on  the  Alexander 
Technique.  PosturEvolution  is  not 
simply  a  seating  device,  it's 

a  long-term  approach 
to  back  care. 

Our  seat  support  guides  you 

into  sitting  properly. 
And  good  posture  can  lead 
to  immediate  comfort  and  to 

lasting  relief. 


800  392  0363 


GEM  STONES 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 
We  buy  &  sell  Diamonds 
and  all  Precious  Gemstones. 
Free  wholesale  catalog  since  1967! 
Member:  Jewelers  Board  of 
Trade  &  Chamber  of  Commerce. 

HOUSE  OF  ONYX 
1  Main  St.,  Greenville,  KY  42345 
1-800-844-3100  or  FAX  502-338-9605 
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Begin  part  time  and  keep  your  present  job! 


35+  Hot  Businesses  you  can  run 
at  home  with  a  computer 

Now  you  can  set  up  and  run  your  own  computer 
■M        services  business  right  in  your  home. 

Only  CBSI  gives  you  everything  you  need: 
l....,,         computer  equipment,  software,  step-by-step 
LWk^   training — you  du  not  need  to  own  or  know  how 
tjj3iP^   tn  use  a  computer. 

Why  work  for  someone  else? 

Enjoy  personal  and  financial  free- 
E&JUIbH  dom  with  CBSI  experts  behind  you! 

Get  FREE  cassette  tapes  and  information  kit. 
Call:  1-800-343-8014,  Ext.  5013 


£5  ' 


NEW  AUTHORS 

PUBLISH  YOUR  WORK 

All  subjects  considered: 
Fiction,  Biography,  Poetry,  Religion,  Childrens 

AUTHORS  WORLDWIDE  INVITED 

write  or  send  your  manuscript  to: 
MINERVA  PRESS 

2  OLD  BR0MPT0N  ROAD,  LONDON  SW7  3D0,  ENGLAND 


BOOKS/AUTHORS/PUBLISHERS 


AUTHORS  WANTED 

Leading  subsidy  book  publisher  seeks  manuscripts  of 
all  types:  fiction,  non-fiction,  poetry,  scholarly,  juvenile 
and  religious  works,  etc.  New  authors  welcomed.  Send 
for  free  32-page  illustrated  booklet  W-61 
Vantage  Press,  516  W  34th  St.,  New  York,  NY  10001 


Make  it  "Thunder  in  the  Southwest" 
when  you  explore  New  Mexico 
on  a  Harley-Davidson  with 
American  Frontier  Motorcycle 
Tours,  lnc.™The  ultimate  all- 
inclusive  luxury  motorcycle  tour. 
PO  Box  9242  Santa  Fe  NM  87504 
Phone/Fax:1-888-TOURSHD 

e-mail:  thunder@americanfrontiermo.com 
The  web:  www.americanfrontiermc.com 


Here's  A  Business 
Jet  Solution  For  People 
Who  Never  Thought 
They  Could  Afford 
A  Business  Jet. 


All-inclusive  fractional  ownership  of 
hearjet-  and  Challenger1  aircraft 
with  costs  tailored  to 
your  exact  requirements. 
Call:  1-800-590-JETS 

BUSINESS 

Jet  Solutions 


The  Executive  Aviation  Affiliate  of 

AmericanAirlines 


FINE  ART 


DALI 

Collect  Rare,  Authentic 
Limited  Editions 
from  S  2500 
CALL  FOR  CATALOG 

1-800-999-DALI 


or(310)  798-1360 


SILVERSTATE  FINE  ART 


HOUSEHOLD  STAFF 


STERLING 

SERVICES 

1-800-800-6757 


COUPLES 
BUTLERS /HOUSE  MEN 
CHEFS /COOKS 
LANDSCAPE  GARDENERS 
COMPANIONS 
ESTATE  MANAGERS 


Completely  Screened 
THE  HOUSEHOLD  PROFESSIONALS  I 
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Driving  Experience 

is  available  year  round  at  Atlanta.  Charlotte,  Las  Vegas, 
and  Walt  Disney  World  Speedway.  5  courses  to 

choose  from  with  rides  starting  at  $99.99. 
For  more  information  and  a  free  brochure,  call: 


FORBES  MARKET  CLASSIFIED 

To  spotlight  your  specialty  product  or  service  to  an  affluent  proven  responsive  executive  audience: 

CALL  OR  FAX  LINDA  LOREN  (212)  260-0620  or  FAX  (212)  260-8183 

e-mail:  lloren@forbes.com 
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Trincher a  Ranch 


Bring  The  Level  Of  Your  Next 
Meeting  To  New  Heights. 


You  get  a  different  perspective  from  up 
here,  high  in  the  Southern  Rockies  of 
Colorado. You're  in  the  midst  of  250  magnifi- 
cent square  miles  known  as  Forbes  Trinchera- 
the  perfect  getaway  from  the  stresses  of  the 
corporate  world. 

Your  accommodations,  which  include  an 
experienced  professional  staff  of  fifty,  fit  per- 
fectly into  the  natural  setting  of  this  property. 

Here,  you're  surrounded  by  majestic  beau- 
ty. Lofty  peaks  scrape  the  blue  Colorado  sky- 
the  highest  reaching  14,345  feet. 

The  air  is  so  clear,  fresh  and  clean  that  you 
feel  invigorated,  revitalized  and  re-generated. 


You  will  accomplish  much  more  at  your  meet- 
ings. 

And  after  work,  there's  play.  More  than 
forty  miles  of  trout  filled  streams.  Miles  of 
trails  to  hike  on  and  discover.  Skeet  shooting. 
Horseback  riding.  And  you're  not  that  far 
from  a  challenging  golf  course. 

Let  our  altitude  give  your  next  meeting  a 
fresher  attitude.  If  you'd  like  a  closer  look,  call 
1-800-FORBES-5. 

Forbes  Trinchera  Ranch 

A  Forbes  Executive  Retreat 


FLASHBACKS 

EDITED  BY  DERO  A.  SAUNDERS 

"The  more  things  change..." 
70  years  ago  in  Forbes 

(From  the  issue  of  Atr.  1 ,  1927) 


acI  am  not  particularly  interested  in 
longevity.  I  am  much  more  interested 
in  life.'  Judge  Elbert  Gary's  secret  is 
out.  He  is  what  he  is  [head  of  U.S. 
Steel]  at  80  because  he  isn't  interested 
in  being  80  at  all.  He  is  interested 
rather  in  being  what  he  is,  in  doing 
what  he  is  doing;  and  he  is  as  interest- 
ed in  this  as  he  was  25  years  ago.  So 
Judge  Gary  remains  young." 

"Employees  of  Standard  Oil  of  New 
Jersey  [now  Exxon]  hold  some 
750,000  shares  of  the  common  stock. 
More  than  16,000  employees,  or  40% 
of  the  total,  are  shareholders,  as  a 
result  of  the  campaign  which  turned 
laborers  into  capitalists." 


President 
Walter  C.  Teagle 
of  the  Standard 


60  years  ago 

(From  the  issue  of  Apr.  1,  1937) 
"Despite  a  jittery  labor  situation, 
business  continues  to  plow  ahead 
with  steel  mills  working  feverishly  at 
90%  of  capacity.  Department  of 
Labor  reports  the  employment  index 
was  98.9  in  February  (1923-25: 
100),  highest  since  1929." 

"Said  one  nationally  known  execu- 
tive of  one  of  America's  largest 
industrial  enterprises:  'I  am  not  at  all 


surprised  over  what  labor  leaders  are 
now  doing  and  demanding.  We  now 
recognize,  even  if  we  don't  like  to 
admit  it  publicly,  that  industry  as  a 
whole  has  been  guilty  of  thinking 
too  much  about  profits  and  too  little 
about  our  work  people.'" 

50  years  ago 

(From  the  issue  of  Apr.  1,  1947) 
"Midwest  farmland  prices,  now 
twice  as  high  as  the  1935-39  aver- 
age, are  only  slightly  under  the  pin- 
nacle reached  immediately  after 
World  War  I.  Frequency  of  sales  was 
9%  greater  on  farmland  in  1946  than 
in  1945,  and  early  '47  has  indicated 
continued  rapid  turnovers." 

"The  time  has  come  when  compa- 
nies should  hold  annual  meetings  for 
employees.  Such  meetings  should  be 
called  following  publication  of  annu- 
al reports.  The  head  of  the  enterprise 
should  preside.  Either  he  or  an  asso- 
ciate should  explain  lucidly  what  the 
report  contains:  gross  sales,  total 
wages,  the  amount  handed  over  in 
taxes,  raw  materials  cost,  expendi- 
tures to  effect  sales,  net  profit  and 
exactly  how  it  was  allocated." 

25  years  ago 

(From  the  issue  of  Apr.  1,  1972) 
"For  years  Motorola,  a  broadly 
based  electronics  manufacturer,  was 
practically  a  one-man  organization. 
The  man  was  Robert  W.  Galvin,  son 
of  the  founder,  serving  as  chairman 
and  chief  executive.  Every  division 
reported  directly  to  Galvin. 

"Last  month,  Bob  Galvin 
announced  a  new  layer  of  manage- 
ment. Each  of  the  company's  five 
divisions  will  report  to  a  group  man- 
ager instead  of  direcdy  to  Galvin  or 
President  Bill  Weisz.  The  expansion 
of  Motorola's  staff  will  free  Weisz  and 
Galvin  to  chart  the  company's  long- 
term  growth  in  the  big  leagues." 

"It's  unlikely  that  any  government, 
right  or  left,  can  push  Sweden's  taxes 
much  higher.  So,  it's  the  old  question: 
Is  too  big  a  bite  on  the  executive  and 
entrepreneurial  go-getters  likely  to  dull 
incentive?  It's  an  old  question  among 
political  debaters,  but  it  has  lost  none 
of  its  relevance  in  the  West's  industrial- 
ized democracies.  Sweden  has  done 


some  notable  tilings.  It  is  nowhere 
near  solving  that  ancient  dilemma." 

10  years  ago 

(From  the  issue  of  Mar.  23,  1987) 
"For  U.S.  automakers,  buyer  incen- 
tives like  cash  bonuses  and  giveaway 
interest  on  car  loans  have  become  a 
way  of  life.  Now  it  is  Japan's  turn. 
With  a  January  inventory  double  that 
of  the  year  before,  Subaru  is  offering 
dealers  $500  to  $1,200  per  car  to 
move  7,000  leftover  1986  models. 
Toyota  is  putting  up  $200  to  $1,000, 
Nissan  $300  to  $600." 


Can  Robert  Weingarten  build  a  $1.5 
billion  (sales)  company  out  of  thin  air? 


"Could  it  be  that  the  stock  market 
is  getting  a  bit  frothy?  Read  this  tale 
of  a  purveyor  of  trendy  financial 
products,  a  man  who,  in  scarcely 
three  years,  has  created  a  billion-dol- 
lar empire,  seemingly  from  nothing. 
The  man  is  Robert  Weingarten, 
chairman  of  Los  Angeles'  First 
Capital  Holdings  Corp.  With  a 
February  deal  to  buy  E.  F.  Hutton 
Insurance  Group  Inc.  for  $300  mil- 
lion, Weingarten  has  built  a  financial 
services  firm  that  should  have  at  least 
$1.5  billion  in  sales  this  year.  His  and 
his  wife's  16%  stake  in  First  Capital, 
worth  next  to  nothing  in  mid- 1984, 
is  now  worth  $85  million." 

"Longer  lifespans,  earlier  retire- 
ment and  the  steady  growth  in  the 
number  of  senior — and  nonproduc- 
ing — citizens  already  have  American 
planners  worrying  about  the  future. 
But  the  U.S.  has  no  monopoly  on 
these  changes.  In  1950  the  Soviet 
Union  had  9  million  people  over  60 
and  not  working;  by  2025,  that  fig- 
ure could  top  71  million.  Japan's 
seniors  will  grow  from  3.6  million  to 
26  million  in  the  same  span."  m 
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thoughts@forbes.com 

One  shouldn't  expect  pre- 
cipitate dumping  of  a 
huge  block  of  corporate 
stock  by  big  block  hold- 
ers. It  sometimes  produces 
a  spectacular  plummet  that 
day  in  the  stock's  price 
— and  a  headline  the  next 
day  usually  producing  more 
of  the  same.  It  shouldn 't. 
In  today's  stock  market, 
the  Little  Guy  represents 
the  real  liquidity  and 
pulse  in  the  market.  He  is 
learning  not  to  panic  at 
super  price  changes  pro- 
duced by  sophisticated 
money  managers'  maladroit- 
ness.  There  is  just  no  way 
that  a  Wrigley  share  can 
be  worth  $162  at  the  start 
of  a  day  and  $131.75  at 
the  end  of  it. 

-Malcolm  Forbes 


A  Text  .  .  . 

His  anger  endureth  but  a 
moment;  in  his  favor  is 
life:  Weeping  may  endure 
for  a  night,  but  joy 
cometh  in  the  morning. 
-Psalms  30:5 

Sent  in  by  Ralph  Osborn, 
Raymondville,  Tex. 
What's  your  favorite  text? 
The  Forbes  Scrapbook 
of  Thoughts  on  the  Business 
of  Life  is  presented  to  senders 
of  texts  used. 


Forbes  regrets  the  mistype 
in  the  Feb.  24  "Thoughts" 
where  Proverbs  15:15 
appeared  as  16:15. 


Don't  trust  anyone  who 
doesn't  know  how  to  smile. 
Or  anyone  who  smiles  all 
the  time. 

-James  Thorpe 

Not  admitting  a  mistake 
is  a  bigger  mistake. 
-Robert  Half 

If  you  can  think  of  something 
which  is  connected  with 
something  without  thinking 
of  the  something  it  is  con- 
nected to,  then  you  have 
a  legal  mind. 
-Thomas  Reed  Powell 

There  are  several  good 
protections  against 
temptations,  but  the  surest 
is  cowardice. 
-Mark  Twain 


The  mind  of  the  bigot  is  like 
the  pupil  of  the  eye; 
the  more  light  you  pour 
upon  it,  the  more  it  will 
contract. 

-Oliver  Wendell  Holmes 

In  life  as  in  the  dance, 
grace  glides  on 
blistered  feet. 

-Alice  Abrams 


The  "Thoughts"  three-volume  boxed  set  and  indi- 
vidual volumes  are  now  out-of-print.  They  will  be 
replaced  by  a  new,  deluxe  one-volume  edition,  with 
more  than  12,000  quotes,  which  will  be  ready  this 
spring.  Details  on  price  and  availability  will  follow. 

NEW!  The  "Thoughts"  Screen  Saver  Collection  of 
over  2,000  quotes  is  now  available  for  only  $19.95,  for 
Windows  3    disk.  Send  your  order  with  payment  to 
Forbes  Books,  P.  0.  Box  10934,  Des  Moines,  IA 
50340.  Please  add  $3.00  for  shipping  and  handling, 
plus  sales  tax  on  orders  in  New  York  State  and  other 
states  where  applicable.  For  faster  service  call 
1-800-876-6556  and  charge  to  your  credit  card. 


Wouldn't  it  be  much  worse 
if  life  were  fair  and  all 
the  terrible  things  that 
happen  to  us  happen  because 
we  really  deserve  them? 
-J.M.  Straczynski 

The  shrimp  that  falls  asleep 
is  swept  away  by  the  current. 
-Spanish  proverb 

The  science  of  legislation 
is  like  that  of  medicine  in 
one  respect:  that  it  is  far 
more  easy  to  point  out 
what  will  do  harm  than  what 
will  do  good. 
-Charles  Caleb  Colton 

Our  constant  friend 

Is  gravity. 
Without  its  pull, 

Where  would  we  be? 

-Cecil  Baxter 

Against  stupidity,  the  very 
gods  contend  in  vain. 

-Friedrich  von  Schiller 

Rule  of  life:  Vital  papers 
will  demonstrate  their 
vitality  by  moving  from 
where  you  left  them  to 
where  you  can't  find  them. 
-Anonymous 

Money  never  starts  an  idea. 
It  is  always  the  idea  that 
starts  the  money. 
-Owen  Laughlin 

The  average  woman  would 
rather  have  beauty  than 
brains  because  the  average 
man  can  see  better  than 
he  can  think. 
-Anonymous 

Patience,  and  the  mulberry 
leaf  becomes  a  silk  gown. 

-Chinese  proverb 
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